13 April 2010 

Hon Steven Joyce

Minister of Transport

Parliament Buildings

Wellington

Dear Minister

Development of a New Oil Pollution Levy

Introduction

1. Over the past 4 years the maritime industry has been in discussion with Maritime NZ and the Ministry of Transport over proposed changes to the Oil Pollution Levy (OPL). The matter has been the subject of ongoing discussion at the Oil Pollution Advisory Committee (OPAC). 

2. The Committee has asked that I write to you to underline the importance of having a new oil pollution levy system in place by 1 July 2011. Achieving that target date requires that an industry discussion document is approved by you for formal industry consultation at the earliest opportunity. 

Background

3. The Oil Pollution Levy is collected from the maritime industry to maintain an Oil Pollution Fund (OPF). The objective of the OPF is to provide financial support for New Zealand’s oil spill preparedness and response capability. The Fund is administered by Maritime NZ, and pays for maintaining an active response readiness to oil spills of predominantly a marine based origin.  It also covers response expenses related to cleanup of small oil spills of an unknown origin.

4. The Fund currently has some $4.7 million in reserves, having been run down from over $12 million over the past 10 years. The decision by Maritime NZ to run down the fund has been one supported by OPAC – a committee under the Maritime Transport Act 1994 – which Maritime NZ is required to consult on certain specified matters relating to oil spill response and the administration of the Fund.   The Act specifies a minimum of $1M must be available within the fund for response; recently OPAC agreed to a minimum of a $2M reserve to be available for a response.

5. The existing mechanism for levying the OPL has been in place for nearly 15 years and was last reviewed in 1996. The existing levy is based largely on the tonnage of a vessel and its cargo. 

6. The important point about the existing levy is that the amount being contributed by industry does not meet the annual expenditure requirements for maintaining an appropriate preparedness and response capability. The shortfall has been funded from OPF cash reserves. This is a situation which cannot continue beyond this year.

7. Industry is fully aware that the new OPL will result in a total increase in levies of around 30% immediately, and a similar rise in 3 years time to fund a capital equipment replacement programme as existing equipment ages and cannot be appropriately maintained.

Proposed Change to the OPL

8. In consultation with OPAC, Maritime NZ has developed a new methodology for calculating the levy which moves away from striking a levy based on the gross registered tonnage of a vessel, to striking a levy based on the volume and type of oil carried, and the consequent risk posed to the environment.

9. OPAC has been consulted in detail during the development of the proposed levy model and has endorsed the methodology for changing the OPL. That is not to say there will be unanimous agreement from industry to adoption of the model when it is released for industry comment. What is agreed is that there is need for change, and that the quantum of money collected must rise substantially. 

10. What we urgently require is for you to approve the industry consultation document on this matter for public comment. For a new levy system to be in place by July 2011 requires that the discussion document is released for formal industry comment as soon as possible. 

11. The consultation process will inevitably result in feedback from companies affected by the proposed levy, since there will be winners and losers in terms of who pays the levy going forward. Companies will have the opportunity to respond on matters including the robustness of the methodology proposed, its fairness across contributing sectors and how parameters used represent the reality of particular industries. The consultation process will undoubtedly result in companies who must pay the levy seeking to modify it in ways which reduces their financial exposure.

12. Having said that, this matter is of the utmost urgency, since the OPF will go into deficit within the next two years. 

I would be happy to meet with you to discuss the issues raised in this letter if you wish.

Sincerely

John Pfahlert

Member

Oil Pollution Advisory Committee – on behalf of the Committee

