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INITIAL COST RECOVERY IMPACT INFORMATION

Agency Disclosure Statement

Notwithstanding their status as proposals under consultation, it is necessary under Treasury guidance to provide
an initial cost recovery impact statement. A full analysis must be provided at the point at which any
recommendations are made to the Minister and Cabinet after the consultation process is completed and
submissions analysed.

This initial Cost Recovery Impact Statement (CRIS) takes the general form of a final CRIS but given the stage at
which it has been prepared cannot fully cover all matters. Further, this statement has been prepared on the basis
that all of the proposals will be adopted and in full. Any deviation from that in what is recommended to the Minister
post-consultation will be reflected in the final CRIS and like this initial version, the final CRIS will also be released
publicly.

It is proposed that the cost of the proposals set out in the consultation document will, if adopted, be recovered
through an increase in both Maritime Levies rates (proposals 1 — 6), and the rates for Oil Pollution Levies (proposal
8). This has implications for, and impacts on operators who are liable for those levies.

The quantitative scale and scope of the impacts are reliably known at a sectoral and individual levy payer basis (for
existing levy payers) as Maritime NZ holds all relevant information on its levies databases.

Feedback from industry and other interested parties received during the consultation process could add to Maritime
NZ’s analysis of the impact, and this will be reflected in the final CRIS if recommendations for levies changes are
consequentially made to Cabinet.

The Maritime Levies proposals do not include scalable options. Maritime NZ has based the amount of additional
funding that will need to be cost recovered in respect of each proposal on its assessment of the minimum feasible
guantum of resources needed to implement the proposal effectively. If scaled options were included they could only
be at a level higher than that reflected in the proposals. This would not be reasonable given the amount needing to
be cost recovered at a minimum is not insignificant and any more than the minimum cost recovery proposed is not
required to effect the purpose of the proposals.

Nor is scaling a feasible option for the Qil Pollution Levies (OPL) proposal (Proposal 8). This is because the
proposal seeks to recover sufficient revenue to fund the continuing implementation of the Marine Oil Spill
Readiness and Response Strategy 2022. That Strategy is already in place and sets the level of readiness and
response capability required. In turn, the cost of maintaining that capability is a known factor. Greater funding
would be unnecessary, while reduced funding would require a corresponding reduction in capability.

This funding review has been significantly delayed by COVID-19 and a government decision to put on hold all
government sector funding reviews until now. Further, the funding review embargo, combined with the impacts of
COVID-19 (border closures and lock downs) on Maritime Levies and Oil Pollution Levies revenue, resulted in the
government providing a multi-year appropriation (MYA) to Maritime NZ to cover the revenue loss and new costs
associated with Government decisions concerning funding for the provision of Seafarer Welfare services and
accession to MARPOL Annex VI

The Initial Cost Recovery Information was prepared and finalised (including consideration by
the Regulatory Impact Assessment Panel) before a decision was made to include a scaled down
option. For this reason the Initial Cost Recovery Information does not reflect the content of the
Consultation Document in respect to scaling. The final Cost Recovery Impact Statement will
give full coverage to the scaled down option.

1 MARPOL Annex VI is an international convention that sets out a regulatory regime for the reduction of oil pollution emissions
from ships.
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Cost Recovery Principles and Objectives

Maritime NZ’s cost recovery policy

Under the current cost recovery policy, activity such as ship registration, regulatory licencing, certification and audit
and inspection activity that occurs in circumstances specified under the Maritime (Charges) Regulations? is cost
recovered through fees charged to the individual service recipient.

In respect of regulatory licencing and certification, the exception is seafarer licencing, for which the administrative
effort common to all licencing applications is cost recovered through a fixed fee of $368 (reflecting 1.5 hours effort)
with the balance of costs associated with each application recovered through Maritime Levies. This split between
fees and levies cost recovery reflects a policy decision made in the last full funding review (2018/19), which was
based on a case made out (and supported by industry) that seafarer certification has both private and club good
elements. Individual seafarers directly benefit from being licenced but the commercial maritime sector as a whole
benefits from having a sufficient cohort of licensed persons to crew vessels involved in commercial maritime
operations. There was a further argument that full cost recovery through fees would have the perverse effect of
discouraging people from renewing or upgrading their qualifications in an industry that experiences constant skill
shortages.

The last full funding review also resulted in a policy decision to shift the cost recovery of audit and inspection
activity (with some specific exceptions) from fees to the Maritime Levies. The case was made that the extant cost
recovery policy (all maritime audit and inspection costs falling to the recipient operator through fees) did not align
with how the same activity is cost recovered by other regulators and reflected a transactional (private good) rather
than system view (club good) of audit and inspection activity.

As well as the cost of audits and inspections and part of seafarer licencing costs, Maritime Levies can be and are
used?® to fund a range of services provided, and regulatory services undertaken by Maritime NZ in the performance
or exercise of functions, powers and duties under the Maritime Transport Act. These services, which are essential
to the general maintenance of the maritime regulatory system, have the characteristics of club goods*, and the
need for which is created by those who own, operate, maintain or work on vessels in New Zealand waters, are as
follows:

* The provision and maintenance of aids to navigation

* Regulatory reform activity — rules development and implementation

* The provision of maritime safety information

» Distress and safety radio services

* Prosecution activity

* General compliance and regulatory operations activity

* International engagement

» The provision and maintenance of Maritime NZ's information and technology systems
» Technical, advisory, research, intelligence, planning and sector engagement activity
» The development of education, guidance, and operational policy and practice tools

With respect to marine oil spill pollution preparedness and response activity, until the COVID-19 pandemic and its
associated impacts, this had been entirely cost recovered through Oil Pollution Levies. The authority for the
generation of Oil Pollution Levies funding and its use for such purpose is set out under s331 of the Maritime
Transport Act.

The rates for Maritime Levies and Oil Pollution Levies are respectively set out under the Maritime Levies
Regulations 2016 and the Oil Pollution Levies Order 2019. Information about levies rates (and the basis on which
levies are calculated) is available on the Maritime NZ website.

How the proposals align to the current policy

For the most part, this funding review has identified that the current cost recovery policy, and the nature of activities
funded through fees, through Maritime Levies, through a combination of fees and levies, and through Oil Pollution
Levies (as set out above), can and should remain untouched. The exceptions are as follows:

2 Audits and inspections conducted as a follow-up to an initial inspection are charged to the operator at an hourly rate. Marine
Protection related Inspections and audits and inspections of vessels located outside New Zealand are also charged directly to the
owner or operator at the regulated hourly rate of $245.

3 S191 of the Maritime Transport Act 1994 sets out the specific and general purposes for which Maritime Levies may be used.

4 A club good is defined as a good where people can be excluded from its benefits at a low cost but its use by one person does
not detract from its use by another person. Refer: The Treasury: Guidelines for Setting Charges in the Public Sector.
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Proposal 3 (Improving our performance in responding to notifications and regulatory licencing) includes a
proposition that some of the cost of an enhanced regulatory licencing functionality should be recovered through
Maritime Levies. This is consistent with, and is an extension of, the current cost recovery policy for seafarer
licencing activity (i.e. cost recovered through a combination of fees and Maritime Levies). The proposal does not
have implications for any particular fees or the hourly rate on which fees are based under the Maritime (Charges)
Regulations, the Ship Registration (Fees) Regulations, and the Maritime Security (Charges) Regulations.

Proposal 5 (Sustaining funding for MARPOL Annex IV administration) is that the cost of administering the MARPOL
Annex VI regime for prevention of air pollution from ships, which the Government acceded in 2019, should be
recovered through Maritime Levies. To date, that cost has been met by the Crown (due to the timing of the funding
review) but on the clear understanding that this funding review would be the mechanism through which a shift to
Maritime Levies cost recovery would occur. Using Maritime Levies for such a purpose is consistent with the use of
levies for the administration of obligations under other maritime-related conventions but use for this particular
MARPOL Annex is a new proposition.

Proposal 6 (Seafarer Welfare Services funding) is that Parliament’s 2021 decision to amend the Maritime Transport
Act’s Maritime Levies provisions to enable Maritime Levies to fund the provision of seafarer welfare services,
should be applied. Since that decision the Crown has provided funding (due to the timing of the funding review) but
on the understanding that this funding review would be the mechanism through which a shift to Maritime Levies
funding would occur. This is a new use for Maritime Levies.

The balance of the proposals (excluding Proposal 7, which does not have a cost recovery element) reflect a
continuation of cost recovery for activities already funded through Maritime or Oil Pollution Levies, but at the higher
indicative level necessary to cover the cost of the proposals.

While noting that the proposals largely continue current and established cost recovery policy, the table below sets
out (by proposal) the policy rationale, the statutory authority and how each aligns to Treasury’s ‘Guidelines for
Setting Charges in the Public Sector’, the Office of the Auditor General (OAG) guidelines, and the Transport
Regulatory System Funding Principles.

As the following is relevant to all of the proposals that it is proposed be cost recovered through additional Maritime
Levies revenue, it is set out below rather than repeated for each proposal in the table below.

The cost recovery principle of equity or fairness goes to a charge (or recovery of cost) being paid by the
appropriate people and raises the question of whether the risk exacerbator and/or the beneficiary should pay for
the good or service.

The proposals concern the recovery of costs for a range of services (activities) that are more or less used by,
applied to, or relevant to, different payers of Maritime Levies. In one case (Proposal 6: seafarer welfare services)
the direct beneficiaries will almost exclusively be the operators and crew of foreign ships; in another, (Proposal 1:
maintaining and enhancing regulatory operations capacity) only the operators of foreign vessels and the small
group of New Zealand’s largest commercial ships (albeit a group with high levies liability relative to other domestic
payers) will receive the services for which cost recovery is sought. In another, (Proposal 3: Improving our
performance in responding to notifications and processing licensing applications) the element relating to regulatory
licencing has less relevance (excluding seafarer certification) to the operators of foreign vessels than to domestic
vessel operators.

In short, those who create the need for a particular activity or who benefit from it, share the cost of the activity with
those who do not create such need and receive no benefit. The Maritime Levies liability allocation methodology is
based on this ‘all pay for all’ principle.

Maritime Levies are payable by all foreign and domestic commercial vessels operating in New Zealand waters and
entering New Zealand ports. All levies payers pay for all activities funded by levies (it is not a beneficiary or user
pays model) as all levy payers bring risk to the system and create the need for a regulator. The ‘all pay for all’
model, (but where liability is proportionate to risk brought to the system®) is more efficient than a model that
attempts to differentiate liability according to the extent to which an individual or sector uses or benefits from a
particular activity. All levies payers are in some way or another ‘users’ of the maritime regulatory system and they
collectively create the need for it and share in the advantages of it. On that basis, they collectively pay and they
individually pay more or pay less according to the risk they create.

5 The Maritime Levies allocation methodology uses vessel length, passenger capacity, Gross tonnage and Dead weight tonnage
as proxies for risk and the larger a vessel, and the more passengers it can carry the more risk and the higher the levies liability.
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Table 1: Statutory authority and alignment to guidelines and principles

Proposal

Statutory authority to raise and apply
levies funding for such purpose

Alignment to relevant guidelines and/or transport sector funding principles

Maintaining and
Enhancing
Regulatory
Operations
Capacity

Supporting the
achievement of
safety and
marine
protection
outcomes at
reduced cost

Improving our
performance in
responding to
notifications and
processing
licensing
applications

Section 191(2)(b) of the Maritime
Transport Act

191 Maritime Levies

(2) Maritime Levies may provide funding
for any or all of the following purposes:
(b) any services provided, or any
regulatory services or activities
undertaken, by the Authority, the
Director, or the Crown in the performance
or exercise of functions, duties, or powers
under this Act.

The proposal is to fund sufficient capacity for the Maritime Inspections team, which undertakes regulatory monitoring,
compliance and enforcement activity in relation to foreign commercial ships and domestic SOLAS vessels. The funding
will enable the team to undertake sufficient inspection activity to meet international obligations and to target high risk
activity that may harm people and the environment. Under the Transport Regulatory System Funding Principles 2018
(refer page 8) such ‘system oversight and repair’ activity (at the agency-specific level) is “more likely to be a club good”
and as such is appropriate to be funded through Maritime Levies. Adding further support to the ‘club good’ nature of
these activities is the fact that all such activity is currently Maritime Levies funded.

The proposal is to fund additional resources in Maritime NZ’s regulatory design team to speed up the development and
drafting of maritime and marine protection rules. Under the regulatory transport system funding principles such activity is
a club good with the ‘participant group’ as the funding source (refer page 8). Maritime Levies are collected from the
‘participant group’.

Under the Treasury Guidelines for Setting Charges in the Public Sector (2017) it is noted that a common way to charge
for the ‘use’ of a club good is a levy applied to a group of users. Maritime Levies are applied to commercial maritime
operators on grounds that they create the need for the regulatory system — of which maritime and marine protection
rules are a central part.

The proposal is to use additional Maritime Levies to fund the maintenance of a centralised notifications and enquiries
response team and to maintain additional capacity and capability (particularly around workflow, and administration) in
the regulatory licencing team. These two elements of the proposal are quite different and will be covered separately.

In respect to the notifications and enquiries team, they will be receiving and responding to legally required notifications
and to enquiries received largely (but not exclusively) from participants in the maritime system. The need for the function
is largely created by those participants and there is an efficient mechanism (Maritime Levies) to recover the costs from
the participant group. Charging for responding to individual enquiries would be impracticable and inefficient and would
act as a disincentive to participants seeking advice or information about regulatory requirements. Notifications about
incidents and accidents (the largest notification type) are mandatory and there is no basis on which a person meeting
that requirement could or should be charged for it. In fact doing so would dis-incentivise notifications at first instance.

The Transport Regulatory System Funding Principles support the funding of an enquiries and notifications response
function by Maritime Levies payers as a participant group. Specifically, that the method of funding should support, and
at least not conflict with, the objectives of the regulatory system.

Maintaining the regulatory licencing capability and capacity uplift is both a private and club good. Individual licensing
applicants will benefit from a shorter turnaround time (noting that the quantum of effort required to process their
applications (which remain fee-able) will not change). But industry as a whole also benefits through more time efficient
crew certification and operator licencing. Intendent new operators will be able to enter the system more quickly, and
operators relying on certified staff will not be faced with operating disruptions caused by delayed seafarer licencing.
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Proposal

Creating Third
Party Oversight
Capability

Sustaining
funding for
MARPOL Annex
VI administration

Statutory authority to raise and apply
levies funding for such purpose

Alignment to relevant guidelines and/or transport sector funding principles

In the 2018/19 Funding Review, a policy decision was made to split the cost of seafarer licencing between fees and
levies in recognition that industry as a whole benefits from having a sufficient and competent seafarer workforce The
regulatory licencing uplift proposal is based on the same rationale.

The proposal is to use additional Maritime Levies to fund the establishment of a team within Maritime NZ with a specific
third party oversight function. This is ‘system oversight and repair’: stewardship and monitoring of an important element
of the maritime regulatory system. Given a significant number of third parties are acting under a delegation, that is,
‘standing in the shoes’ of the Director, the standard of their performance has particular relevance and importance.
Under the Transport Regulatory System Funding Principles such activity is a club good that is appropriate to fund
through participant group funding (Maritime Levies). Under the Treasury guidelines this activity does not have private or
public good characteristics and aligns closest to the club good definition.

Currently, with the exception of audits that may be undertaken of recognised or approved third party regulators activity
(and which are chargeable as a fee), the oversight activity that is occurring as part of general system oversight and
(where required, repair) is cost recovered through Maritime Levies. There is also a good argument that, rather like full
cost recover seafarer licensing fees, cost recovery here could be counterproductive.

The proposal is to consolidate and enhance third party oversight activity, and in having dedicated staff focussed only on
third party regulators the activity will be carried out more efficiently.

The proposal is to use additional Maritime Levies to sustain funding (provided to date by the Crown) for the
administration of MARPOL VI regulations for the prevention of pollution by emissions from ships, to which the
Government acceded in 2019. This includes additional legal, technical, compliance and investigations staff, staff
training, and industry education and information services. Licencing activity associated with the regime requirements will
be recovered through fees. Under the Transport Regulatory System Funding Principles, regulatory delivery, education
and information, and rules implementation are club goods and should be funded by the participant group. Under the
Treasury guidelines these activities and services also meet the characteristics of a club good. The participant group as a
whole, rather than individual vessel owners and operators, benefit from this activity and the general public are excluded
from the benefits arising from it.

Seafarer Welfare
Services funding

Section 191(2)(c) of the Maritime
Transport Act 1994.

191 Maritime Levies

(2) Maritime Levies may provide funding
for any or all of the following purposes
(c) the facilitation of, or support for,
seafarer welfare services.

The use of Maritime Levies for the funding of seafarer welfare services was a decision made by Parliament when it
voted in support of the s191 amendment. Seafarer welfare services are closest to ‘education and information functions’
in the functions list set out in the Transport Regulatory System Funding principles, and these are a club good with
‘participant group’ as the funding source. Foreign vessel owners and operators benefit from the provision of shore-
based welfare services that support the welfare of seafarers that serve on their ships, while on the other side of the
equation costs incurred for the provision of seafarer welfare services can be the direct result of the conduct of a ship
owner or operator. Hence it follows that this group collectively meet the relevant costs in their capacity as a club of
beneficiaries and exacerbators.
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Proposal

Statutory authority to raise and apply
levies funding for such purpose

Alignment to relevant guidelines and/or transport sector funding principles

Changing Oil
Pollution Levies
Methodology

N/A. There is no specific statutory
authority, nor authority required in
respect to setting the methodology
applied to calculating levies rates that are
prescribed under regulations.

N/A

The proposal recommends that the methodology is aligned to that of the Maritime Levies. This would provide
consistency, and a better understanding with lower implementation costs for payers.

Maintaining
Marine Oil Spill
Readiness and
Response
Strategy 2022-
2026 and the
associated
Strategy
Implementation
Plan 2022

The development and (at least) five
yearly review of the New Zealand Marine
Oil Spill Readiness and Response
Strategy is a requirement under s283 of
the Maritime Transport Act.

The Strategy Implementation Plan 2022 —
which sets out the activities (operating
and capital including personnel) that will
be undertaken - aligns with the purposes
for which the New Zealand Qil Pollution
Fund (made up of OPL contributions) can
be applied.

The purposes for which the Oil Pollution
Fund can be applied are set out under
s331 of the Maritime Transport Act and
include:

(a) to meet the costs of the Oil Pollution
Advisory Committee;

(b) to purchase plant, equipment, or any
other thing to make preparations for, or to
implement, or assist in implementing, any
responses to marine oil spills;

(c) to meet the reasonable costs of the
Authority (including the costs incurred by
the Director and the National On-Scene
Commander) in controlling, dispersing,
and cleaning up any marine oil spill:

(ca) to meet the costs of services
associated with planning and responses
for marine oil spills that are services
provided under a contract or arrangement
with the Authority or the Director;

(d) (i) taking measures to avoid marine
oil spills.

The proposal is to establish revised Oil Pollution Levies to continue to implement the Strategy via the plan.

Oil Pollution Levies are an efficient and well established mechanism for recovering the cost of preparing for and having
the training, equipment and arrangements needed to respond to significant marine oil spills in both the oversight and
assurance role and in an operational response role should the party causing the marine oil spill fail to meet their
response obligations and/or be unable to deliver an appropriate response given the scale of the event.

Those who are liable for Oil Pollution Levies operate the largest ships fuelled by oil and/or carrying oil as cargo (24
metres or more and over 100 gross tonnes) or own oil production, storage, and transfer facilities or infrastructure. They
are the main marine oil spill risk exacerbators, and under the Transport Regulatory System Funding Principles costs
should be allocated primarily according to who creates and exacerbates the risks in the system.
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Problems the cost recovery proposals seek to address and why they are necessary

All of the cost recovery proposals attend to matters that cannot be addressed within the amount of Maritime and Oil
Pollution Levies that can be generated at current levy rates.

Under the status quo, none of the proposals (with the exception of the OPL methodology proposal) can be effected.
The implications of the status quo option are set out as per the proposal in the table below.

Since the last funding review in 2018/19, Maritime NZ has achieved a number of efficiencies which have enabled
us to address or begin to address some urgent regulatory risk matters in the absence of a funding review.

The table below discusses the areas that could not be addressed without seeking an increase in levies (via a
funding review) to cover the cost of extra capacity or other resources required. Under current Maritime Levies rates
and associated revenue forecasts, there will be no surplus available to apply to the funding of the additional, or
new, activity proposed. The table sets out, in summary®, the basis for the assertion that additional cost recovery is
required.

The required capability to deliver the Marine Oil Spill Readiness and Response Strategy has been developed under
the previous six-year OPL cycle (ending 1 July 2022). The suspension of formal funding reviews has resulted in an

interim period where the revenue raised by the OPL has fallen short due to activity changes and the expiry on 1
July 2022 of the Capability Levy element.

Government has provided additional funding to ensure the continued delivery of the Strategy and the maintenance
of capability. The OPL proposal (Proposal 8) seeks to establish a revised OPL that takes into account changes in
activity levels and types and removes the requirement for top-up funding from Government.

Table 2: Problems and why these cannot be addressed under status quo

Proposal

Problem being addressed per proposal

Why this cannot be addressed under the

status quo

Proposal 1: International and domestic ships (cruise and Maritime NZ does not currently have enough
Maintaining cargo) need to comply with international and qualified inspectors to undertake the minimum
and domestic approved standards. The sector and number of inspections to deal with high risk
3 Maritime NZ have seen increasing number of vessels. High risk vessels are: priority one
enhancing . - . A R . =
poor quality ships coming to, or operating in NZ | high risk vessels that are identified as vessels
regulatory waters. This has been evidenced by increases | with real safety and other concerns we have
operations in notifications and ships inspected with high undertaken to inspect as part of international
capacity numbers of deficiencies in safety and agreements and to play our role in
environmental standards and requiring international supply chains; and vessels that
detention. These relate to issues with vessels, may come directly from some other
equipment or procedures which in some cases | jurisdictions, that do not undertake
could lead to events like: inspections or that belong to administrations
that do not publish results of inspections (e.g.
e navigational issues with ships colliding or pacific countries and China) that we have
running aground with catastrophic impacts | safety or other concerns with. Maritime NZ
on safety and the environment (for also needs to undertake a smaller number of
example we have had four near large ship | random inspections to act as a deterrent so
collision and groundings in the last few shipping lines do not send their poor quality
months alone, where it was lucky that vessels to New Zealand. For example, from
significant catastrophic harm did not interactions with the United States
happen to people and the environment); Coastguard who undertakes a more regular
e increasing serious injuries and near programme of port state control inspections
misses for stevedores or others working they are reporting not seeing the same
on the vessels from New Zealand and vessels of poor quality in their waters.
crew on-board the vessel. For example, - ) i
stevedores and pilots using ship The lack of capacity in inspectors is becoming
equipment that can malfunction causing more and more of an issue, and has been
injuries or potential fatalities (e.g. exacerbated with COVID, as there are a
increases in notifications of poor quality number of ships behind in maintenance. Not
pilot ladders, identification of poor quality, | only are there insufficient inspections of high
liting cranes, people falling through floors | risk vessels, but the inspectors Maritime NZ
and a stevedore falling overboard recently | does have are spending their time reacting to
leaning on faulty handrails). vessels with deficiencies (not meeting the
standards) that are so numerous, or so
serious that Maritime NZ is having to detain
6.

The detail is included in the Consultation Document
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Proposal

Problem being addressed per proposal

Environmental issues with waste,
emissions and other discharges bad for
people’s health and the environment.

e Breaches of maritime labour conventions
around provisions and pay.

The arrival of poor quality vessels is also
resource intensive as it can require significant
work following up on resolution of deficiencies
with vessels which can take our small pool of
inspectors out of other inspections for some
time.

Inspections of these vessels need to be
undertaken by qualified Port and Flag State
control inspectors in jurisdictions including New
Zealand as a member of the Tokyo MOU.

Why this cannot be addressed under the
status quo

vessels, which causes issues for supply
chains. It is much better for our supply chains
that New Zealand deters poor quality vessels
from coming, rather than having to undertake
the significant work when they arrive (and
which can mean retentions that are disruptive
to importers, exporters and port operators).
This is an issue that has been identified as
serious and needing action by unions,
stevedores, Port operators, other government
agencies and pilots alike. It was also one of
the key issues identified by the Port Health
and Safety Leadership Group which was
asked to identify key safety risks on ports and
issues needing critical action based on
insights from a wide range of port sector
participants to the Minister of Transport.

Proposal 2:
Supporting
the
achievement
of safety and
marine
protection
outcomes at
reduced cost

There are thousands of maritime and marine
protection rules and these need to be
maintained, reviewed and in many instances,
revised. The resources currently available to
deliver Maritime NZ’s annual regulatory (rules)
reform programme limits the volume and speed
of reform activity. This is creating cost for
industry as outdated rules including a number
that are not fit for purpose drive the need for
fee-able exemption applications and create
other unnecessary compliance costs for
industry. It also makes it hard to address
critical safety and environment rules issues that
come up and to deliver Government rule
priorities in a timely way.

Speeding up regulatory reform activity, and
consequentially reducing cost for the maritime
industry, requires additional technical, policy
and rules drafting capacity.

Maritime NZ’s existing regulatory reform
capacity is funded in part through Crown
funding through an annual appropriation
received via Te Manati Waka and in part by
Maritime Levies. The amount provided has
not increased over time, so the actual value
decreases with inflationary pressures and Te
Manati Waka has signalled that its
contribution will not increase in the
foreseeable future, so funding to address the
issues will not come from the Crown. The
additional regulatory reform resources
needed cannot be cost recovered from
current Maritime Levies revenue as this will
create other functional delivery and
performance issues.

Operating under the existing regulatory
reform resources means industry will bear the
cost of maritime and marine protection rules
that are not fit for purpose, over a longer
timeframe. There are currently around 700
issues (the number of which is constantly
growing) identified with existing Maritime
Rules, the majority of which relate to ship
design / equipment, vessel operations or
personnel requirements; as a result of which
operators require a range of exemptions to
operate, at a cost to them as well as the
regulator. In the 2021/22 Financial Year there
were 379 exemption applications, and up to
end January 2023 there were 140.

Maritime NZ has not received funding for
additional technical policy and drafting. We
are light on this resource and it is creating a
bottle neck, and our other regulatory policy
resource can also not keep up with regulatory
demand.

Proposal 3:
Improving our
performance
in responding
to
notifications

Maritime NZ’s decentralised and non-
systematised approach to receiving and
responding to regulatory notifications and
enquires has resulted in a lack of education
around natification responsibilities and as a
result mixed notification of incidents,
inconsistency and inefficiencies in responses,

In respect to the NET, this team cannot be
fully established or functional unless
additional capacity is obtained from Maritime
Levies revenue. Maritime NZ cannot find this
from elsewhere, as it would require it to
reduce effort in other functional areas with
ensuing risks and consequences, and
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Proposal

Problem being addressed per proposal

Why this cannot be addressed under the
status quo

and and at times failure to respond in a timely way Maritime NZ is holding a number of regulatory
regulatory to safety incidents, which can compromise risks in other areas already, as this CRIS
licencing outcomes, with front-line staff being drawn into | demonstrates.
reactive rather than proactive work. It has also
made it hard to identify where further education
or changes in guidance for people are needed
to help them comply. Notification and enquiry
management was a key issue also identified by
stakeholders as part of an organisation review
(Te Korowai). In 2022 a decision was made to
create a centralised notifications and response
team (NET) to address these issues and
deliver better outcomes. While some initial
baseline resource was found through savings
through the re-organisation, for the NET team
to be fully functional and sustainable additional
funding is needed.
Maritime NZ's systems in respect to its The regulatory licencing workflow and
regulatory licencing function were inefficient, administration team is a key part of Maritime
and there was insufficient capacity and NZ maintaining a significantly improved
appropriate capability in the certification team, | regulatory licencing function and has already
and this was leading to significant delay in the | reduced application processing timeframes
processing of licencing applications and a from 32 to 18 days and addressed a
growing applications back log. Inresponseto | significant certificate printing back log. From
this crisis, which was affecting industry and 2024/25 the cost of the team can in part be
creating seafarer workforce issues, in 2022a | met through a forecast uplift in fees revenue
decision was made to establish a workflow and | generated by MTOC renewal and MARPOL
administration team as part of regulatory certification activity but there will be a
licencing to develop and administer system shortfall. Any flexibility Maritime NZ had
improvements. The team was established through discretionary funding and the MYA
through temporary reprioritisation and using will also be removed given inflationary cost
discretionary funding made available, which pressures and the removal of the MYA. If
enabled it to deal with immediate cost funding is not obtained to support this team
pressures. This has made a significant and from levies it will need to be dis-established
positive impact on regulatory licencing and backlogs will return.
functionality and the regulatory licensing
backlog.
Proposal 4: The consequences of regulators not Maritime NZ cannot recover the cost of a third
Establishing a | appropriately overseeing third parties who have | party regulatory oversight team from forecast
third party been authorised to perform regulatory functions | Maritime Levies revenue at existing levies
: have recently been exposed in other domestic | rates. The option of using Maritime Levies
oversight ) . ; ;
] regulatory failures. Over almost 30 years funding that is needed for the delivery of other
capacity Maritime NZ has authorised over 250 third regulatory functions is not desirable or
parties to variously perform 23 different sustainable, and as above will have knock-on
regulatory functions but has to date not taken a | effects and compromise delivery of other levy-
systematised and comprehensive oversight funded activities (with associated risks
approach. A number of issues and concerns arising).
have been identified by Maritime NZ and
maritime sector participants in relation to the
inconsistency and lack of support and
monitoring of third parties. In 2022 a third party
regulator stewardship framework was
developed and approved. But it needs
resources to apply and implement to ensure
appropriate supervision of third parties. This
will require a small team is to deliver the
framework and reduce the risk of third party
regulatory failure.
Proposal 5: In 2019 the New Zealand Government became | The status quo (Government funding Maritime
Sustaining signatory to what is known as MARPOL Annex | NZ's MARPOL Annex |V administration costs)
funding for IV. This is part of an international con.vention. has peen signallgd by .the Goyernmgnt as
MARPOL and sets out a regime for the prevention of air interim and pending this funding review. The
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Proposal

Problem being addressed per proposal

Why this cannot be addressed under the
status quo

Annex 6 pollution from ships. Maritime NZ is the proposal to raise additional Maritime Levies
administration | administrator of that regime and in the absence | reflects Government expectations of the
of Maritime Levies funding to cover general permanent cost recovery mechanism. If
administrative costs’ the Government has to additional Levies are not raised for this
date funded Maritime NZ. That funding has purpose and if the Government discontinues
been provided on an understanding that this its funding, New Zealand will not be able to
funding review will be the mechanism through enforce MARPOL Annex IV requirements on
which cost recovery will shift from Crown relevant vessels operating in New Zealand
funding to Maritime Levies. waters.
Proposal 6: Under the Maritime Labour Convention, to The amendment to the Maritime Levies
Seafarer which New Zealand is a contracting party, New | provision in the Maritime Transport Act clearly
Welfare Zealand must ensure that seafarers on ships signalled government and Parliamentary
Services visiting its ports have access to welfare support for seafarer_v_velfare services to be_
. services necessary for their health and well- funded through Maritime Levies. The funding
Funding being. provided by the Government to date has been
clearly signalled as an interim arrangement
In 2021 Parliament amended the Maritime pending this funding review. If additional
Transport Act to expressly provide for the use Maritime Levies are not raised for this
of Maritime Levies to fund the provision of purpose and if the Government discontinues
seafarer welfare services. As the regulated its funding, New Zealand will find it harder to
rates for Maritime Levies are not set at the meet its obligations under the Maritime
level needed to generate funding for this Labour Convention.
purpose the Government has provided funding
to date. There is an expectation that that
funding will be replaced by Maritime Levies
funding consequential to this funding review.
Proposal 8: There is a significant shortfall in forecast OPL The status quo — OPL reduced by expiry of
Maintaining revenue when compared to the funding one previous element and substantial activity
Marine Oil required to deliver the Marine Oil Spill types and volume changes will result in a very
Spill Readiness and Response Strategy (through significant reduction in the revenue needed to
. the mechanism of the Strategy Implementation | deliver the Strategy and Plan (noting
Readiness Plan). This shortfall arises from changes to the | Government is providing additional interim
and Response | contributing vessels activity pattern and funding pending revision of the OPL).
Capability volumes and oil types and volumes carried and
used arising from the impacts of the COVID This reduced revenue will not allow Maritime
Pandemic and the closure of the Marsden NZ to continue to deliver the required and
Point Refinery (and its transition to a storage endorsed level of capability — there would
facility). This is compounded and exacerbated need to be very substantial reductions in
by the expiry of one component of the OPL — capability (revenue reduced by between 25%
the Capability Levy — that was time-bound to and 40% - estimated) with consequent major
the previous six-year OPL period (2016-2022) increase in impacts from any marine oil spills
but needs to be replaced in order to sustain the | — environmental damage, economic damage
capability endorsed and developed in that and severe reputational damage. Benefits
previous period. built and delivered in the previous 6 years
(2016 — 2022) would be substantially eroded.
7

recovered through fees.

The regime includes audits and inspections, and certification requirements. Associated regulatory activity associated is cost
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Reasonableness of levies rates arising from the proposals

There are two dimensions to consideration of reasonableness. The first is relative reasonableness, that is, whether
the proposed levies increases would result in new rates that are reasonable relative to equivalent levies in other
jurisdictions. The second dimension is reasonableness for those who are liable for levies.

In respect to equivalent levies in other jurisdictions there are no meaningful comparisons. This is because no two
comparable? jurisdictions have the same reliance on levies relative to other funding sources, have exactly the same
levies frameworks, or have levies that are paid on the same basis or by the same type of liable parties. Further, the
number of leviable parties across jurisdictions materially affects levies rates: the more payers, the lower the rate
per payer.

New Zealand, for example, has around 3,230 domestic ships (including fishing vessels) with Maritime Levies
liability while Australia has 31,000 leviable commercial vessels but does not levy its fishing vessels. Further, just
38% of the Australian Maritime Safety Authority’s cost recovery is through levies (the balance being Crown funded)
while Maritime NZ’s reliance on Maritime Levies is considerably higher (currently 63% of our total funding).

Canada’s maritime regulator receives 96% of its funding via the Crown, and the very small remaining portion
recovered through levies is recovered from both commercial and domestic vessel operators. Singapore’s maritime
regulator recovers all costs through four different levies applied variously to both commercial and domestic
operators.

On the basis of the above, the reasonableness of levies liability for a vessel operating in New Zealand cannot
meaningfully be measured against the liability of an equivalent vessel operating in any comparable jurisdiction.

Maritime NZ has commissioned an independent economic research company to undertake research into levies in
other jurisdictions and this supports our analysis in respect to the limitations of comparability. The International and
domestic levy comparisons report is on our website: www.maritimenz.govt.nz/funding

With respect to the reasonableness of potentially new and higher Maritime Levies rates, Maritime NZ has made
proposals only as necessary to:

address identified regulatory risk
attend to concerns raised by industry about the elements of Maritime NZ's performance that have a
negative impact on safety and environment outcomes, and also may be disrupting the efficient and
effective operation of the maritime sector with impacts on the broader New Zealand economy

e cost recover for activities that Maritime NZ needs to undertake or facilitate as a consequence of
Government decisions.

Maritime NZ therefore considers that it has no choice but to advance the proposals, which, if adopted, will result in
higher Maritime Levies.

Maritime Levies methodology does not factor in ability to pay. However, we have given full consideration to the
impact of increased Maritime Levies on different parts of the sector and different types of operation. We also note
that not making the changes can also impact on the economic operation of the levy payers and sector. Our
analysis is covered in the two sections below. Materially, it finds that the very largest domestic operators (who will
see proportionately the highest increase in liability) operate at a scale where that increase can be absorbed or
covered through a minimal per unit charge increase. For example, a very large passenger ship making an average
of 4 trips a day, and on each voyage carrying an average of 250 people has 365,000 passenger units across which
to spread increased levies revenue every year. For a much smaller operator, for example a 104 gross tonne
aquaculture vessel (mussel barge) would incur an increased levy of $236 per year, equivalent to 64 cents per day.
Further examples are set out in Tables 8 and 9.

For Oil Pollution Levies, we have set out the impact by vessel type in Tables 12 and 13. All vessels subject to Oil
Pollution Levies (vessels of over 100 gross tons and 24 metres in length) are subject to Maritime Levies.
Approximately 150 domestic vessels are liable for both levies. As the increase in Oil Pollution Levies is relatively
less than the increase in Maritime Levies, the volume and scale of activity conducted by these vessels means there
is capacity to absorb the extra cost through a small increase per unit (cost per freight or passenger unit).

The increased levies rates, if effected, will come into force in July 2024. This means that from their announcement,
which could be in August 2023, those who are liable have time to plan for, and as necessary make provision for,
any levy increases.

8 Comparable in that these have developed regulatory frameworks that are given effect through legitimate law making processes
and there is accountability for the level of charges.
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The level of the proposed charge and its cost components

Tables 3 and 4 below show the proposed revenue from the Maritime and the Oil Pollution Levies, if all levies
related proposals are adopted.

Table 3: Proposed Maritime Levies revenue ($m)
The baseline in 2023/24 is assumed to be $35.4m.

2024/25 2025/26 2026/27 2027/28 2028/29 2029/30

45.7 46.7 49.0 51.2 53.6 55.8

Table 4: Proposed Oil Pollution Levies revenue ($m)

The baseline in 2023/24 is assumed to be $8.7m°.

2024/25 2025/26 2026/27 2027/28 2028/29 2029/30
9.2 9.5 9.8

10.1 10.4 10.8

Table 5 shows the cost components of the proposals.

If all proposals are adopted this would result in an average uplift of $10.3m per annum in maritime levy revenue
(approximately 29%) for the 3 year period 2024/25- 2026/27. Of that overall increase, 30% is to cover the cost of
commitments already made by Government (through proposals five and six) and 20% attends to normal inflationary
cost pressures in areas of work covered by the levy; with the remaining 50% addressing known regulatory risks
(through proposals one to four).

For the OPL, the proposal would restore levies revenue to that required to deliver the required capability that is
currently being delivered by the current OPL plus government top-up funding — so removing the cost to government
and returning to a full-cost recovery model. The proposal would result in an average annual uplift of $0.77m (from
the 2023/24 baseline) in Oil Pollution Levies over the same period; an 8.8% average annual increase over 3 years.

Table 5: Cost components of Maritime Levy proposals

Proposal FTE Personnel Operating Total

Proposals that offer more/higher quality of existing service and maintain the way costs are apportioned

1 | Maintaining and enhancing regulatory operations capacity 9 13 06 19
2 | Supporting the achievement of safety and marine protection outcomes

at reduced cost 5 0.7 0.3 1.0
3 Improving our performance in responding to notifications and regulatory 575 09 03 12

licencing

Proposals that offer new service/output and recover costs from beneficiaries through well-established cost
recovery method

4 | Establishing a third party oversight capacity 4 0.6 0.2 08
5 | Sustaining funding for MARPOL Annex VI administration 4 05 1.3 18
6 | Seafarer Welfare Services Funding 1 0.15 1.35 15

Address cost pressures and maintain the way those costs are apportioned
Maritime levy related cost pressures 1.6 0.5 2.1
Maritime Levies 28.75 10.4

Proposals that maintain an existing service and change the way those costs are apportioned
8 | Maintaining Marine Oil Spill Readiness and Response Capability N/A 0.06 0.37 0.4

Maritime Levies & Oil Pollution Levies 10.8

9 Target revenue — taken from Strategy Implementation Plan 2022-2028 at December 2022 Appendix 1, page 30.
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Table 6: Supporting evidence to costs

Proposal

Rationale for cost and what purchasing

Further evidence to support the investment

Counterfactual

Proposals that offer more/higher quality of existing service and maintain the way costs are apportioned

1 | Maintaining and
enhancing
regulatory
operations
capacity

2 | Supporting the
achievement of
safety and
marine
protection
outcomes at
reduced cost

3 Improving our
performance in
responding to
notifications and
regulatory
licencing

Increased resources to: undertake port State control (PSC) activity at the level necessary to
inspect all priority high risk ships; undertake sufficient regular inspections to support deterrence
of the arrival of sub-standard ships; and manage effectively any poor quality vessels that do
arrive.

There are currently only 5 maritime officers with the necessary experience and training in
international convention requirements to undertake PSC inspections, so a new model (increase
of 9 FTE) is required to address the risk identified.

This includes an Inspections Team made up of 6 FTE inspectors, a scheduling resource,
Manager, and a principal advisor which has been assessed as the necessary structure and
quantum to enable Maritime NZ'’s to achieve sufficient regulatory outcomes in the large ship area.
A team of this size and make up will mean Maritime NZ can inspect Priority 1 vessels (both to
comply with our Tokyo MOU agreement obligations and attend to high risk vessels); undertake
some minimal sub-standing shipping deterrence activity; inspect other vessels we have assessed
as high risk, and support inspections to occur when we find a ship with extensive issues which
may require more intensive resource.

Operating costs include motor vehicles for port State officers to do their role.

Increased resources to deliver Maritime NZ’s annual regulatory (rules) reform programme and
speed up regulatory reform activity. Additional 5 FTE:

» 3 FTE as extra drafting, technical and implementation design resource to significantly reduce
bottlenecks in making changes to the most complex and impactful rules reforms we already know
we need to address; based on the existing rules programme; known future issues; and historical
pace at which new issues emerge from the rules programme and IMO.

* 2 FTE for regulatory policy capacity to ensure we can keep pace of the stream of issues
emerging from the rules programme and IMO: progressing a larger number of medium (at least
one) and smaller changes and speeding up processes around large or very large changes.
Enables more consistent, timely and accurate incorporation of IMO rules changes.

Alongside investment above, would ensure that we address existing issues at least as fast as
new issues emerge; so our backlog of issues does not grow faster than our ability to address
them; based historical pace at which new issues emerge from the rules programme and IMO.
There are currently around 20 FTE directly supporting the rules programme in policy, drafting,
technical or implementation / service design roles.

Staff for the centralised notifications and response team (NET) to more efficiently deliver
regulatory licencing functions, and to continue the certification administration team.

5.75 FTE to:

* make the necessary links between notifications and points of vulnerability in safety system or
other rules requirements

* reduce backlogs in certifying vessels, operators and seafarers which will prevent operating
disruption and loss of income

In FY2022 161 PSC inspections were undertaken on the 1070 foreign vessels visiting New
Zealand ports, some ships with identified deficiencies had multiple inspections, so it is not 161
ships that were inspected. This does not enable us to inspect priority 1/high risk vessels; the
inspection of other vessels that our intelligence signals are high risk; and a small number of
random inspections that are critical as a deterrent to poor quality vessels being sent to New
Zealand. 100% of domestic SOLAS vessels were inspected on schedule, however, the domestic
fleet is aging and maintenance issues are requiring more inspections and intensive work we are
finding hard to manage.

The mix of Priority 1 and other high risk vessels identified may change; as too might the mix of
vessels (for example more Cruise ships) and this will impact both the need for more inspections
and the number of additional inspections that can be undertaken. For example, a Cruise ship
can take 5-7 days to inspect and require 4 inspectors; a less complex and smaller scale
inspection takes between 2-3 days; and if a vessel is detained or specific compliance action is
required an inspector may be fully engaged for several weeks on matters arising from a single
inspection. As a case in point, a number of inspectors have been fully engaged for two weeks on
just two vessels with issues in our coastal waters But assuming the Inspections capacity uplift
will roughly align to an inspection number uplift, this could see an increase of inspections from
161 to 320 or more with the full team in place, and more time to work intensively with some
vessels holding a number of deficiencies, and to allow our inspectors to undertake the necessary
learning and development to keep up with changes to international conventions and to
continually improve the practice involved.

The rules programme is agreed with the Minister and Ministry and made up of: identified
problems with current rules; political priorities for new rules; and incorporation of new
international requirements from IMO. It incorporates policy, drafting and support for planning
implementation. New issues and requirements for changes constantly arise.

Current resources can progress 2 big or very big rules reform, as well as 2-4 medium issues and
a small but variable number (depending on complexity) of smaller issues at once. For example, in
the last 12 month period this has included rules work on 40 series as a ‘very big’ reform;
MARPOL VI as a ‘big’ reform; work on recreational boating rules and rules to implement the
Cape Town agreement as ‘medium’ reforms; and a wider variety of smaller rules or connected
issues, such a pilot ladders, STCW issues or watch-keeping.

Current resources are not sufficient to keep pace with pace of issues emerging. There are
currently around 700 issues on our (which is non exhaustive and continuously evolving) register
of issues with existing rules. There are a number of significant (very large, large or medium)
issues we are not currently able to start work on, including issues relating to Seafarer
Certification rules, pilotage rules and MOSS settings; and we have fallen behind on the
incorporation of international rule changes, which is also problematic for industry and a source of
criticism for NZ from IMO.

Of the 5.75, 2.75 FTE, will form the NET team. In confirming the required size and make-up of
the NET Maritime NZ undertook a detailed analysis of the nature, scale and complexity of
incoming enquiries and notifications and the quantum of effort likely to be required in their
receipt, triage and response. We also factored in other elements of the NET function; recording
and analysis of notification and enquiry trends, and providing insights into where guidance and
education is needed.

The balance of 3 FTE represents the proportion of the regulatory licencing workflow and
administration team that we propose is cost recovered through Maritime Levies. Accounting for
the uplift in fees revenue anticipated as a consequence of MOSS certification renewal activity
and MARPOL Annex IV certification activity (around $400k per annum averaged over the six
years from 2024/25), the cost of a 3 FTE positions is the shortfall.

The workflow and administration team is already in effect and has been instrumental in removing
an administrative backlog, and reducing application processing timeframes from 32 to 18 working
days, but this money will not be available when the Multi-Year Appropriation is completed.

More risk of catastrophic harm events with large
fatalities, poor environmental outcomes and cost, and
also the potential for more individual serious injuries
and fatalities. It will not address the areas requiring
action identified by unions, stevedores, Port
operators, other government agencies and pilots, as
well as the Port Health and Safety Leadership Group.

Issues with the rules will grow faster than our ability
to address them and New Zealand will fall further
behind on consistency with international standards.
Industry will bear the cost of maritime and marine
protection rules that are not fit for purpose, over a
longer timeframe; with a significant risk that cost will
grow further.

Notification and enquiry management issues
identified by stakeholders will not be addressed and
regulatory licencing backlogs will return.
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Proposals that offer new service/output and recover costs from beneficiaries through well-established cost recovery method

Establishing a
third party
oversight
capacity

Sustaining
funding for
MARPOL
Annex VI
administration

Seafarer
Welfare

Services
Funding

New resources to provide oversight of third parties performing regulatory functions to reduce the
risk of third party regulatory failure. This will improve our understanding of the key risks posed by
third parties undertaking regulatory functions and take a consistent, risk-based, approach to
monitoring the performance of third parties undertaking regulatory functions.

A new team of 4 FTE will:

« Establish basic tools to oversee important (and high risk) regulatory functions that have been
delegated to Third Parties including a monitoring and oversight of some of the highest risk
arrangements.

» Complete service design work to develop and implement a consistent approach to oversight of
third parties under existing and any new regulatory design.

The team would report to an existing manager. It would be made up of a principal advisor, senior
level technical advisor, an operational policy advisor, and a trained auditor. This mix of
competencies ensures there is expertise across all elements of the framework.

An additional 4 FTE to administer MARPOL Annex VI is made up of two and a half FTE frontline
staff, one technical specialist and half an FTE senior solicitor.

The additional regulatory work includes new functions to test fuel from ship bunkers and develop
new surveys as well as extensions to existing functions such as ship certification. A small
amount of cost will be recovered through direct charges to the maritime sector for certification
activities subject to pending changes to the Maritime (Charges) Regulations 2014.
Implementation of new legal requirements - some requirements in the marine protection rules
must be complied with from the date the rules come into force in 2022, some later in 2022 and
some from 1 January 2023.

Operating costs for fuel sampling and testing services are approx. $900Kk.

This detail was submitted to Treasury for Budget 2022 on which liquidity funding was provided
for this amount until a funding review could take place.

Resources to provide seafarer welfare services in New Zealand:

* $1.2m contract funding resource to support the coordination and provision of counselling and
pastoral support in the larger ports across New Zealand including a sum for the provision of
facilities and supplies.

« $0.3m Maritime NZ expertise to support, provide oversight and monitor the SWB contract

Funding to Seafarers Welfare Board (SWB) of Aotearoa to ensure:

« Seafarers have access to shore-based welfare facilities and services;

» a technically competent person is available at each facility.

« promote the development of welfare boards to regularly review facilities;
» Monitor quality of delivery of services

This detail was submitted to Treasury for Budget 2022 on which liquidity funding was provided
for this amount until a funding review could take place.

Address cost pressures and maintain the way those costs are apportioned

Maritime levy
related cost
pressures

Costs (such as existing staff salaries) have increased for core Maritime Levies funded regulatory
functions since the last funding review to maintain the current level of capability (currently
covered by Crown funding).

This has currently been met by the provision of Crown Liquidity funding during shortfall of levy
funding.

Proposals that maintain an existing service and change the way those costs are apportioned

Maintaining
Marine Oil Spill
Readiness and
Response
Capability

Develop, sustain and evolve capabilities so that New Zealand can respond to, and provide an
effective and efficient response to, marine oil spills.

Training, exercises, organisation, people and equipment costs as per the Strategy
implementation plan 2022-2028.

The programme has been highly successful, increasing overall capability and ensuring that
assets are fit-for-purpose, of a manageable age and that the overall asset management
programme going forward will be sustainable at a reduced level of capital spend (as reflected in
the Strategy Implementation Plan - SIP). The consequence of this successful capability uplift is
that the costs to sustain capability have risen over time. Together with inflation, contract
indexation and other time driven cost increases the total overall per annum OPL revenue
requirement going forward does not reduce even though the Plan has been completed. Rather a
comparable level of overall funding is required going forward to sustain the capability build over
time.

There are 250 individuals and entities performing around 23 regulatory functions and exercising
regulatory powers under a delegation, recognition or approval granted by Maritime NZ.

We have built the size and composition of the proposed team around the skills and nature of
effort needed to effectively roll out the third party regulators stewardship framework. The
establishment of a dedicated small team is necessary to ensure the framework’s application
and delivery. Having such a resource also means subject matter expertise would be built,
documented and sustained.

The government committed to acceding to MARPOL Annex VI by the end of 2021 and the
marine protection rules come into force three months later, as is required by the MARPOL
convention. This initiative introduces the regulation of air pollution from ships to Maritime NZ
which is a new function. New functions required are a cost pressure.

Previously this has been supplied on a voluntary basis which is no longer considered
appropriate given seafarer health and wellbeing are at crisis levels, partially as a result of
COVID-19. While seafarer mental health statistics have always been comparatively high to
global norms, the global pandemic has significantly exacerbated the issues with seafarers
being at sea for indefinite periods of time and under shore-leave restrictions. The impacts on
mental health are staggering and the global issue has been in the spotlight over the last 12
months. Through the pandemic, Maritime NZ and the Ministry of Transport has sought to
provide through the Seafarer Welfare Board including providing wi-fi in port, shopping for
personal supplies (given shore-leave is prohibited) and critical pastoral care. Even with this very
modest support, the risks of physical or mental health incidents in seafarers are high.

The Labour Party 2020 Workplace Relations and Safety manifesto included a commitment to
ensure that Seafarer Welfare Centres provide welfare services, as required for New Zealand to
meet Maritime Labour Convention (MLC) requirements.

COVID-19 has highlighted issues with the limited provision of seafarer welfare services in NZ
which are in high demand and the mental health of seafarers is considered to be at crisis levels.

Maritime NZ face ongoing inflationary cost pressures via rising salary and operating costs.
These have been modelled at 3% salaries and wages and 3.3% for other operating costs as
guided by Treasury.

At the last OPL Review (2015/16) Government agreed to a very significant increase in Marine
Oil Spill Readiness and Response Capability with a major asset replacement and upgrade
programme, additional training capacity and increased operational spending. This programme
was described in detail in the Capability Plan (the Plan) and funded by one element of the levy
— the Capability Levy. Originally a three year Plan, Government directed its delivery over a six
year period and the Capability Levy element of the levies was time-bound to this period.

A risk that a significant harm-causing regulatory failure
will occur involving the large number of third-party
entities who are not currently being robustly monitored,
but who have a key role in the Maritime system.

If the proposal is not funded or is deferred, New
Zealand will not meet the obligations of the MARPOL
Annex VI international. If New Zealand does not
properly implement Annex VI now, the New Zealand
shipping industry will fall further behind the world in
controlling air pollution and greenhouse gas emissions
from ships and the future gap will be harder for industry
and the regulators to fill.

This initiative cannot feasibly achieve its objectives
without full funding as there are eight different air
pollutants regulated by Annex VI, impacting all ships
operating in New Zealand coastal waters. Less than full
funding will leave New Zealand unable to reliably meet
the international obligations to which the government is
committed.

* These high demand services may or may not be
delivered by volunteers.

* A lack of seafarer welfare services will impact
international seafarers and shipping lines may choose
to withdraw shipping services to New Zealand if their
seafarers are not able to access essential services.

* Supply chain risks arise from the impacts on crew
(given New Zealand is geographically isolated).

* New Zealand would breach obligations under the
Maritime Labour Convention.

If these cost pressures are not addressed then Maritime
NZ will need to cut regulatory services which will further
exacerbate risk.

Reduction in Marine Oil Spill Readiness and Response
Capability and deterioration of assets over time.
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Impact analysis

Maritime Levies

If all proposals are adopted the new rate alongside the current rate for the three factors used to calculate the
Maritime Levies payment for a vessel is shown in Table 7 below.

Table 7: Current versus Proposed Maritime Levies factors

Vessel Gross Deadweight Passenger Overall length
tonnage tonnage capacity
. 0.1004 0.0082 2.0248
Foreign passenger 0.1282 0.0105 25839 NIA
Foreign non passenger giégj ggcl)gfrl) N/A N/A
7.7931 0.4607 46.71
NZ SOLAS 9.9449 0.5879 59.6072 NA
NZ non-SOLAS (24m or more in length) 18624189770 N/A ggggi N/A
NZ non-SOLAS (less than 24m in length) N/A N/A ggggi igégig

Note: The overall length in metres (Length) is used for New Zealand non-SOLAS under 24 metres and gross tonnage (GT) for all
other vessel categories.

As was undertaken during the 2019 funding review these factors will be built into a levies calculator so payers can
calculate their liability under the proposed rates. This is an important tool as the Maritime and Oil Pollution Levies
costs are unique to individual vessels and are dependent upon vessel characteristics. All examples below in Tables
8 and 9 are indicative only.

Table 8 Examples of current versus proposed Maritime Levies for indicative foreign vessels

Vessel type FY23 current FY25 proposed Variance from
Paid per port visit rates rates FY23 to FY25

International Oil Tanker (SOLAS)

GT 25,000 PAX 0 DWT 45,000 e e el

GT 40,000 PAX 0 DWT 52,000

International Cruise Vessel
(SOLAS) $16,229 $20,715 $4,486
GT 110,000 PAX 2500 DWT 15000

International Container Ship
ﬂ (SOLAS) $5,206 $6,643 $1,437
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Table 9: Examples of current versus proposed Maritime Levies for indicative domestic vessels

Vessel type FY23 current FY25 proposed Variance from

Paid Annually rates rates FY23to FY25
u $240,020 $306,293 $66,273
ﬂ $51,366 $65,548 $14,182
m $4,348 $5,548 $1,200
ﬁ. $90 $115 $25
ﬂ $855 $1,091 $236
‘b $1,233 $1,573 $340
d $363 $467 $104
_ ﬁ _ $121 $156 $35
h $7,564 $9,651 $2,087
E > $2,729 $3,485 $756
E ; $367 $470 $103
N $265 $339 $74
_— $138 $177 $39
s $74 $95 $21

Foreign vessels make up 91% of Maritime Levies revenue while the domestic sector makes up only 9%. In the
domestic sector 45% of vessels attract levies liability of less than $200 and 81% of vessels less than $500 as

shown in Figure 1.
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Figure 1: Proportion of Vessels
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Oil Pollution Levies

In percentage terms, there are significant changes in the shares paid by the sectors (Domestic and International
and their sub-sectors). These sector shares are shares of the assessed overall “system” risk. These have changed
due to a number of significant changes from the last assessment in 2018/19 — the OPL “Mid-Point” Review. At that
time and previously (the 2016 OPL Review) there were also significant changes in sector risk share: sector risk
share changes are not, therefore uncommon.

For this review there have been some major shifts in vessel activity patterns and activity types and volumes. In
addition the fundamental “balance” between the two types of oil imported as cargo (and to a far lesser extent used
as bunker fuel) has changed with the closure of the Marsden Point Refinery operation — previously New Zealand
imported large volumes of “persistent” oil for refining into other hydrocarbon products. Now the bulk of imported oil
is already refined into those specific products. As such the risk profile overall has changed significantly.

Further the proposal to refine the OPL allocation methodology to align it to the Maritime Levy methodology has flow
on impacts around sector share. The proposal is to take a whole of system approach that looks at system risks if
unmitigated to determine who should pay to ensure a safe and effective system vice the previous OPL
methodology that used a dynamic, detailed and expensive likelihood and consequence model focused on statistical
accident and incident data in the system and actual shipping activity and specific geographical location impacts.

As a result of all of the above factors, one sector that previously made a large revenue contribution — the domestic
tanker sector has in effect ceased to exist. Foreign tanker cargo, now in the form of non-persistent oil, has
increased substantially, as refined products are now shipped by this sector. The foreign passenger, cargo and
tanker bunker contribution also increase. This is driven by the fact that there is a lot of activity in this sector and the
need to raise the required revenue is allocated across the sectors, in part by the amount of activity forecast.

There is also a substantial percentage change in the contribution proposed to be raised from the Floating
Production Storage Offloading (FPSO) facility. While the amount sought is not significant in the overall revenue
required or significant to the one payer in the sector the percentage change is very large. Noting however that the
FPSO sector, under the previous methodology, has for some time had very limited or nil liability. The significant
increase reflects that this sector (currently one operator) brings risk to the system and creates the need for it. The
levies liability uplift comes from a very low base and as a percentage of total risk / liability is relatively small.

As above, the change results from the application of the Maritime Levies risk methodology — that methodology
considers the possible or potential risk from a sector that needs to be mitigated by the regulation and compliance
capabilities of both the national and international systems and seeks funding based on these unmitigated system
risks from system participants.

The previous OPL methodology looked at the statistical risk of the FPSO (and all other sectors) using historical

accident rates and forecast activity levels. As such it took account of the risk level of a sector where the mitigations
are already in place.
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FPSOs in New Zealand are statistically ‘very safe”; as such, the previous OPL methodology resulted in a very low
contribution. But, under the proposed methodology, the reason that FPSOs in general are “safe” is that the
domestic and international system has evolved to make them so; as such they should be contributing more
significantly to that overall system than under the current methodology.

Overall, as for the Maritime Levies, while the percentage increases in rates are significant for some sectors, the

amounts sought as a result are in general not, and, their impacts on individual parties within each sector is small in
relation to the scale of their economic activity.

Table 10: Impact on Oil Pollution risk allocation

essel oro e type O pe g Proposed
o | Passenger, cargo, and tanker bunker fuel Bunker fuel 16.7% 3.6%
é Oil tankers carrying oil as cargo Persistent 3.1% 0.1%
8 ying 9 Non Persistent 8.3% 0.0%
Fishing 1.1% 0.2%
Passenger, cargo, and tanker bunker fuel Bunker fuel 26.8% 67.9%
=
8 Oil tankers carrying oil as cargo Persistent 34.9% 1.6%
= ying 9 Non Persistent | 9.2% 25.6%
L
Offshore oil & gas (FPSO) Persistent 0.02% 0.9%
100.0% 100.0%
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Table 11: Impact on Oil Pollution Levies rates

Vessel or oil site type

Oil Type

Basis of calculation

Current Levy

Proposed

$ Change

%

Levy Change
NZ vessels
Passenger and cargo ships,
harbour tugs and oil tanker Bunker fuel Faenrn%rgl\;‘s TN £ Vel 414.69 cents 1Z§n9tg -240.74 cents -58%
bunker fuel
T . . Persistent Per tonne of oil carried as cargo 29.96 cents | 12.85 cents -17.11 cents -57%
ankers carrying oil as Non
cargo Persistent Per tonne of oil carried as cargo 26.76 cents 7.56 cents -19.2 cents -72%
Fishing vessels (Paer:n%r:ﬁs B e Ve 73.56 cents | 30.86 cents |  -42.7 cents -58%
Oil sites
| Offshore oil and gas (FPSO) | Persistent | Fixed Fee (annual) | $858.66 | $82,055.19 | $81,196.53 | 9456%
Foreign vessels
Passenger and cargo ships,
harbour tugs and oil tanker Bunker fuel Pgrrt%rigi‘)s i ering ez (F2 0.54 cents 2.63 cents 2.09 cents 387%
bunker fuel P
. ) Persistent Per tonne of oil carried as cargo 36.14 cents | 35.46 cents -.68 cents -2%
Tankers carrying oil as Non
cargo . Per tonne of oil carried as cargo 7.6 cents | 20.86 cents 13.26 cents 174%
Persistent

Initial Cost Recovery Impact information | 20



Vessels paying both Maritime and Oil Pollution Levies

Table 12: Examples of Foreign vessels paying both Maritime and Oil Pollution levies

FY25 FY25 Proposed total
Vessel type d 4 Oil -
Paid per port visit PT‘?Pose Prop(_)se Oi LEES
Maritime Levy Pollution Levy Increase

| i" | ‘ $4,305 $658 $1,455
“’ $6,645 $1,052 $2,275
é $20,719 $2,893 $6,789

Table 13: Examples of Domestic vessels paying both Maritime and Oil Pollution levies

Vessel type FY25 FY25 Proposed total
Paid Anzﬁall Proposed Proposed Oil Levies
Y Maritime Levy Pollution Levy Increase
$306,294 $38,904 $12,432
$65,548 $10,437 -$262
$5,548 $163 $974
$115 NA $26
$1,091 NA $236
$1,573 NA $340
$467 NA $104
$156 NA $35
$9,651 $487 $1,414
$3,485 NA $757
$470 NA $103
$339 NA $74
$177 NA $39
$95 NA $21
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Conclusions and recommendations

As this is an interim CRIS on matters that are under consultation, no conclusions have been reached and no
recommendations can be made.

Consultation

Maritime NZ has not consulted with any parties on any of the proposals that have Maritime Levies implications. It is
the purpose of the formal consultation process to give all affected and interested parties equal opportunity to
consider and to provide feedback.

However, in respect to Proposal 6 (Seafarer Welfare Services funding) Maritime NZ has had some interim
engagement with the Seafarers’ Welfare Board, some port welfare providers, seafarer representative groups, and
ship owners’ representatives, including New Zealand maritime levies payers. These meetings set out the
background to Maritime NZ funding of some seafarer welfare services and the levies review process, and noted the
amendment to the Maritime Transport Act that allows these services to be funded by Maritime Levies. The
meetings were an opportunity for Maritime NZ to listen to the sector, and to get participants’ initial views about and
experiences of seafarer welfare, including what the strengths of the current system were, how it could be improved,
and what sort of arrangements should be put in place for sustainable funding and delivery. Discussions have also
been had with the Australia Maritime Safety Authority over the policy direction in Australia. Throughout that
engagement there was no discussion of the specific proposal nor any others.

The two proposals relating to Oil Pollution Levies (OPL) (Proposals 7 and 8); going respectively to revising the OPL
liability allocation methodology and raising additional OPL revenue have been discussed with the Oil Pollution
Advisory Committee (OPAC). OPAC represents all OPL paying sectors. The proposal to revise the OPL is for the
purposes of continuing to give full effect to the strategy and detailed implementation plan for marine oil spill
preparedness and response that has already been endorsed by OPAC, and supported via interim Government
funding.

OPAC is aware of the drivers for reduced OPL revenue giving rise to the risk of a capability gap. OPAC s a
statutorily appointed committee with whom all matters concerning the OPL and its expenditure are discussed as a
matter of course.

Implementation plan

Five of the eight proposals concern funding for activities that are already in effect or are in the process of being
implemented under established plans. There are only three new implementation plans that would need to be
developed (assuming the relevant proposals are adopted) and Maritime NZ has not invested in such planning
ahead of consultation. Further, cost recovery required to effect the proposals is not intended to commence until 1
July 2024.

Based on planned decision timeframes, there will be a reasonable period between confirmation of a proposal’s
adoption and the commencement of implementation. In all these circumstances, implementation planning is
considered premature and an inefficient use of resources.

The three proposals for which no implementation planning will occur until decisions have been made post
consultation are: the establishment of a third party oversight capability; a new OPL allocation methodology; and
seafarer welfare funding (the current funding distribution model could change).

The delivery plan for Marine Oil Spill Readiness and Response is already in effect and is delivering on the first year
details of the Strategy Implementation Plan (SIP). For 2023/24 Maritime NZ will use the SIP as the basis for the
planned activity. Current planning would have the revised OPL coming into effect from 1 July 2024 and delivering
the Year 3 (and onwards) activities of the SIP.

Monitoring and evaluation

Regular monitoring of Maritime NZ's performance is undertaken by Te Manatl Waka as the monitoring agency for
transport sector agencies. This will include performance targets for the proposals where the increase in funding
proceeds.

The funding review changes based on the above proposals (including the Crown budget bids) will be evaluated in
2022/23.

Changes will be successful if Maritime NZ’s performance is assessed as:
meeting Maritime NZ's Statements of Performance Expectations each year to 2022/23
continuing to meet international good practice guidelines (including through audits under international

conventions, e.g. by the International Maritime Organization, to retain New Zealand’s ‘acceptable’ status
under international conventions.
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Review

Maritime NZ does a full funding review every six year with a midpoint review as a check at year three of that next
six year period. The last full funding review was 2018/19 with a midpoint review due in 2021/22, but this was
delayed until now due to a government decision during COVID-19.

Under the current Transport Sector funding review programme Maritime NZ is scheduled to undertake a full funding

review in 2025/26 if it is considered necessary should revenue, activity volumes and cost pressures change due to
demand or a change in the operating environment.
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