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Purpose

1. This briefing provides a draft Cabinet paper on a regional fuel tax, for your consideration and
discussion with colleagues.

Draft Cabinet paper for you to consider

2. On 4 December 2017 you provided feedback on the dasign of a regupnaffuel{ax Ba’sed on™
your feedback we have drafted a Cabinet paper based on the feedback\yau/gave '\.,Q\ 3 }

o / \g P

3. The purpose of the attached draft Cabinet paper is td seek Ca’mnet’s approval ip\thad
fundamental design elements of a regional fuel tax and approvalior ieglslatlon tq §>e drafted

by Parliamentary Counsel Office.

4. This draft Cabinet paper has been prepared qUIckIy,We a*polog ise’ fo‘r“ahr)'rérrors and will
continue to work on the paper. . ;

Using the revenue for Auckland Transport Ahgnmemfjm je ﬁf o~ \\

5. In our briefing (OC05444 refers) we se(‘agtwmus ﬂptionéfffir’ the use of revenue from a
regional fuel tax. You indicated youfa\‘fq‘ured option. twc; Qphon two provides funding for
specific capital projects, assomate&debf ﬁ'ncur;ed\é‘&a result of the capital projects, and
operational expenditure whemﬁs assvﬁlatedwth the delivery of a package or programme of

projects. ™~

} !‘ TN \g

6. Auckland Council (the« Council)Wan;s élfqatén flexibility than that allowed by option 2. The
Council wishes to fuhd varidus “tra/ns;aomaef( vities” Including existing operating and capltal
expenditure specifiéd’in Its planning documents. We have also set out the Council's view,
which was alsp‘pm\{d'ed to theiré‘asu?y in the draft Cabinet paper.

: N

7. The Tre umh requested -gemment be included in the draft Cabinet paper, The
comment state,s hat,the reveritie should be used to fund capital payments and associated
debtfepayments forprale/cls proposed by the regional council and approved by joint
M}n)st@rs;ﬁ x o

x’)’*«“YOuJindlcateﬁyw\preferred the revenue from a regional fue} tax to be used to fund projects

”'*l*rd;eﬁtlf‘ eqi as }'t\of the update of the Auckland Transport Alignment Project (ATAP). We

f havgdraﬁéd%:e Cabinet paper to reflect your preference for this approach.

Xthe draﬂ Cabinet paper we have provided an estimate for a 10 cent per litre regional fuel

& ‘tax in Auckland. Since 4 December 2017 when we discussed briefing OC05444, we have

" estimated the potential effect of long haul trucks which travel between regions choosing to
fuel outside Auckland. Our current estimate is that this could reduce revenue by up to $20

miflion per annum.

Simplifying refunds for off-road use of diesel

10.  On Monday 4 December-2017 we discussed with you about how off-road diesel should be
treated. We thought it would be helpful to clarify the recommendation included in the
attached draft Cabinet paper based on that discussion.
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11.  The draft Cabinet paper provides that refunds for off-road use of diesel be available on the
same basis as Fuel Excise Duty Refunds are available for petrol vehicles. We consider this

to be the fairest and most logically consistent approach.

12.  The attached Appendix provides further information about refunds for off-road use of diesel.

A maximum rate provision will be required .

13.  Based on our earlier advice, you indicated you favoured flexibility abodt‘the fnaxtmurrjii:?ate of’> '
a regional fuel tax. Since that advice, we have been looking at Slmllarféxp\YQVISIOn$ that’ )
seek to give flexibility to adjust the rate, while providing for dlregt P@fﬁamentar(ta\ters@hf of

rates of taxation.

“ \

14.  We propose to base the model on the way excise rates farengine fuelyarg Stat under the
Customs and Excise Act 1996, which is a close analogy ,Uﬁider this ,pr,opo*saHhe maximum
rate of the tax would be specified in the primary leg&él@tlon (potent \}a §chedule) This
maximum rate would be able to be subsequently aménde,d by Qrder.inCoundil, with the
Orders in Council being subject to conflrmatlanEy\Parhamenttthubh’tﬁe annual
confirmation process. . ! LN

15.  We propose that the initial maximum nafe
prior to introduction of the BIll.

16. The following matters are shﬁ\being worked{hrem’h/

. a regulatory Impaot st?temeﬁt has~béén prepared to accompany the Cabinet paper.
The aﬁach#d,draftfegulataryzimpact statement has not been formally assessed by

the Treasui‘y' 7 \\\ S

. we are q hnulng fo. wark\wnh the Treasury to get agreement for Crown funding for
J"Iaus on Agency s Initial set-up costs.

17. We‘W;I] prmnde sur w:th an update on these matters when it Is available. We will also
1o 'de *draft speakm'gﬁdtes for the Cabinet meeting.

18. ; Oneé:\);/éhave received any amendments you require to the draft Cabinet paper, we will
/PI'OVIde a revised paper to your office for lodging with the Cabinet Office. If your
amendments are substantive, it may be necessary for us to recirculate the Cabinet paper for

cy comme!
f/ ageny mment.

19~w To enable a Cabinet decision before Christmas, you have the option to take the paper to:
. Cabinet on 18 December 2017 or
. Cabinet Business Committee (with Power to Act) on 20 December 2017

20. We envisage that Parliamentary Counsel Office may be able to draft legislation more quickly
than normal given the new legislation draws on the dasign of the 2008 regional fuel tax

legislation.
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Recommendations

21.  We recommend that you:

(@)

(d)

()

agree to seek approval for legislation specifying a maximum rate of
regional fuel tax (noting this will replace your agreement to
recommendation () in our earlier briefing (0C05444)).

7 -

note a maximum rate will later be agreed with the Mmlster\ok ma

\ b
agree that refunds for off-road use of diesel should beevmjable in tk\: \Ye}é/%
same circumstances as a refund for Fuel Excise Duty WOu@be avail bIe

for off-road use of petrol (noting this will replace your a‘greemem:\to
recommendation (h) in our earlier briefing (006‘5444))

direct officials to make any changes to rpqawe'tq the Ca‘gtﬁet gaper by Yes/Mo
Tuesday 12 December 2017. s

note that the Cabinet paper will need to bb Todgeg&w;th ihe Cabinet
Office by 10am on Thursday 14 ‘Elécember 2017-for itdo be considered
by Cabinet on Monday 18 Decesibier 2017 or EyMCablnet Business
Comnmittee on WednesdayﬁbDecember (w(th}%wer to Act)

x \
1%
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Appendix

This Appendix follows up on the discussion at your meeting with Ministry officials on 4
December 2017 on off-road fuel use. It is an elaboration of paragraphs 58-62, and
recommendation (h}, in our briefing to you of 30 November 2017 (000544’4)_,

Cabinet agreed on 20 November 2017 that a regional fuel tax (RFT) shaul a’ﬁply to{ petro? and
diesel purchased for use on roads”. You have agreed to our recommendatjo’n that we. basé the
coilection rules on those already in place for the Local Authontge FueI\Tax (LAF*T)mWh;ch is

strongly supported by the fuel companies. ~ O ¢

\z

Fuel companies are required to pay LAFT on all petrol and d&el wnth iheeicgptlon of fuel
they deliver to be used for: < 5

» commercial marine purposes; or

o electricity generation.

This covers some categories of off-roaﬁ uaé) but in oﬂrylawfdoes not go far enough to meet

Cabinst's decision of limiting RFT tg-fuel: purchasediog use -on road. We do not think it would

be desirable to address this by adding’ tothe llgbqﬁeXGthlons that fuel companies must apply.’

Doing that would compromise the ijeéfIVe Qfé ‘RFT and LAFT compliance obligations,

and in many cnrcumstances ’fhe fuel compamgs\w now whether the fuel will be used off-road.
" }

We therefore recommené{hatffuel pumhésjs be able to claim refunds of RFT for off-road use
in addition to commare{tal\manne and ptectﬁéity generation.

o,

Petrol gj ) 'jw»%;.x*’

A mechantémﬂameady exusts to daim a refund of Fuel Excise Duty (FED) (59.24 cents per litre)

for fuel USe“dfmfdedlcated off-road vehicles. This mechanism does not allow a refund where

roackvehlclgs Aare used\off-road or a range of other uses, such as s In non~commercial boats or
atdgh‘too,lé The§e11mitaﬁons are to reduce opportunities for fraud and the number of small

clarm%tﬁat wald hav‘e“ﬂlspropomonately high transaction costs.
- ,“1 \ \ (-‘ﬁ \
Do petrol’user,fs,‘ We propose to align the ability to claim a refund for RFT with the existing
. ability fo’ cTalIr,La refund for FED — so a combined refund process will be developed to enable

FEB\an "RFT claims to be made through a single process.

" ES 40 per cent of diesel is used off-road, but there is no tax on diesel for road use and

- therefore no mechanism to claim a refund for it where diese! is used off-road. Road-going
diesel vehicles pay for road use by way of kilometre-based Road User Charges (RUC). A
refund scheme does exist for RUC, which enables it to be refunded when a RUG vehicle is

driven off-road.

1 One possible exception is diesel fuel supplied exclusively for use in raitway locomotives — if this cannot
be achieved, a refund will be available.
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We considered fwo options for determining eligibility to claim a RFT refund for off-road use of
diesel:

Diesel refund option 1 - align with ability to claim FED refund (recommended)

Under this option, a diesel purchaser will be able to claim a RFT refund ,wffere the fuel wa s,
used in a dedicated off-road vehicle — such as a tractor or earth-moving, machméry Nafeiund’
would be able to be claimed where a diesel road-going vehicle was- dr/yenoff road —‘\SL!CIJ Asa
diesel ute driven on a farm. g g

Advantages Dlsadvantages W ]

Equity and fairness — the same approach is taken | Not canwm?;’%nslve offaro?adﬂsa of diesel road
to petrol and diesse! vehicles stijl siibject (o-RFT. ™

Paténtial volume ofp[a/ms } off-road use of diesel
rGad veh&;ies is rore p prevélent than off-road use
y étrQI/Vehlgfes ‘so*md‘ust/y may lobby for a

| widlar abilityto-claim exemption
"[ﬂﬂﬁﬂSlS{@ﬁf«W@\RUC the ability to claim RUC
“refunds foroff-rdad use s well-understood —
appﬁ(lug RET to off-road use may be argued to be

Diesel refund option 2 — aw urther ground for;ﬂlalm which aligns with RUC refund
- \ t ’ ,y—mg

Operators of RUC vehlokqs” paff\RUC in @gvahde ‘When a RUC vehicle is subsequently driven

off-road, a refund of the rele\lgm RUQ)> én‘beclalmed

Under this optlon,,gn\jeldﬁfon to a“waTng a RFT refund to be claimed for dedicated off-road

vehicles as desgnb\dunder gpﬁ@mLIthere would also be an ability to claim a refund for fuel

used in a RUC \ieh”cle off-roﬁ@,imparallel with the RUC claim.

Advantages NN Disadvantages
RFT s refifided fg faﬂ‘erf«(bad use Unfair - off-road use of diesel road vehicles would
L N PR be eligible for a RFT refund, where off-road use of

petrol vehicles would not be.

Complex — a mechanism is heeded fo determine
the number of litres of fuel associated with a
number of off-road kilometres. This is likely to be
costly to comply with and administer, and creates
a risk of fraud.

Not coherent -~ mixing a fuel-based tax with
location based rules is not coherent, Generally
RFT applies to fuel purchased in Auckland,
regardless of where fuel is used. If a refund is
allowed for off-road use inside Auckland, this may
raise a question as to whether a refund should
also be allowed for on-road use outside Auckland.
If it was, this would create a situation where RFT
is not applied where dlesel road vehicles are
driven outside Auckland, and RFT is not paid
where diesel road vehicles are driven inside
Auckland using fuel bought outside it




Our view is that the “not coherent” disadvantage of Diesel option 2 set out above highlights the
risk and complexity of mixing refunds based on lgcation of use with a charging mechanism
based on location of fuel purchase. We see this as a fundamental issue with this approach,-,
Complexity and cost are also issues, and we think that applying the same-ules to petrol arfd
dlesel vehicle owners is important. In our view these dlsadvantages outwéngh the argyabfe
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