
Impact Summary: NZ ETS regulation updates 2018 – the synthetic greenhouse gas levy and imports of industrial water coolers
Section 1: General information

	Purpose

	The Ministry for the Environment is solely responsible for the analysis and advice set out in this Regulatory Impact Statement.  This analysis and advice has been produced for the purpose of informing final decisions to proceed with a policy change to be taken by Cabinet.

	Key Limitations or Constraints on Analysis

	There are no limitations or constraints on the analysis in this summary.

	Responsible Manager

	Mark Storey
Manager, Climate Change Policy
Ministry for the Environment


Section 2:  Problem definition and objectives
	2.1   What is the policy problem or opportunity? 

	Since 2013, importers of goods containing synthetic greenhouse gases (SGG), such as fridges, have faced emissions pricing through the SGG levy. The levy ensures all imported SGGs have emissions costs equivalent to NZ ETS costs, so to minimise competitiveness impacts on local manufacturers of goods who use imported bulk SGGs. The levy has considerably lower compliance and administrative costs for importers compared to NZ ETS obligations, as they can use the NZ Customs Service systems to pay the levy instead of reporting activities and surrendering emission units annually to the EPA. Many of the goods imported contain very small amounts of SGGs and NZ ETS compliance costs would outweigh any benefits gained from NZ ETS participation.

The levy rates are updated every year to track the prevailing market price for emission units as closely as practicable. A large range of goods are listed in Schedule 2 of the Climate Change (Synthetic Greenhouse Gas Levies) Regulations 2013, differentiated by type of good and type of SGG.  The schedule needs annual amendment to adjust levy rates, to ensure new goods and SGGs are included in the scheme, and to resolve any interpretative ambiguities. 

The levy is applied on an imported good in one of two ways:

1.
A cost per kilogramme of the type of SGG contained in the good – where there is a wide range of sizes of particular goods and variation in the SGG charge (eg, large industrial air conditioning units).

2.
A cost per good – where the goods are similar in application, have little to no variation in the amount of SGGs they contain, and where the numbers imported are often large (eg, domestic fridges and air conditioning units).

The problem has two sources: a lack of clarity for importers on how to correctly classify industrial water coolers in the Working Tariff Document; and the cost incentive to take advantage of that ambiguity.  

Water coolers containing the synthetic greenhouse gas HFC134a are currently levied per good as described in the table below.
Such water coolers should only be those used for office and domestic water chilling for consumption. These goods contain relatively small quantities of HFC134a. Large numbers of these units are imported in consignments, hence the levy being applied per good rather than per the quantity of HFC134a contained in the goods.

Table: Water coolers classifications in the Working Tariff Document of New Zealand
Description 

Working tariff class

SGG levy payable

Water coolers containing HFC134A
8418.69.00 10C

$1.05 per item

Water coolers containing other HFC
8418.69.00 12K

Free 

Other water coolers
8418.69.00 13H

Free




	2.2    Who is affected and how? 

	A stakeholder contacted the Ministry for the Environment in 2017 concerned about the ambiguity of the description and reported his awareness of one importer recording industrial water coolers under 8418.69.00 12K (12K). A review of NZ Customs Service import data since 2013 found 93 imports that were recorded under 12K, of which 15 were clearly industrial units. Most of the other entries used the generic description ‘water cooler containing other HFC’, so while the scale of the problem is unclear, there could have been considerably more than 15 industrial water cooler imports avoiding the SGG levy since 2013. 

Industrial water coolers can contain over 100kg of the gas R410A. If these were priced by the levy on the basis of the amount and type of SGG they contain, some of the goods would attract a levy of over $3000 per item.
Not paying the levy has the following impacts:

•
Competitiveness differences between those facing full emissions pricing (manufacturers subject to the NZ ETS and importers declaring goods under other parts of the schedule) and those importers using 12K to not incur emissions costs.

•
Reduced incentive for equipment users to avoid SGG leakage when emissions are not priced (although replacement refrigerant gases will likely carry emissions costs).
The Crown is also affected by this problem, in that less levy revenue is being received than should be. 


	2.3   Are there any constraints on the scope for decision making? 

	There are no constraints on the scope for decision making, or interdependencies or connections.


Section 3:  Options identification
	3.1   What options have been considered? 

	There are two options to address this problem. One option is to expand the schedule of goods subject to the levy by explicitly listing water coolers containing R410A or R407f and levy those goods according to the quantity and type of SGG they contain. Such new line items could be:

•
Water coolers containing R410A (levied per kg of R410a)

•
Water coolers containing R407f (levied per kg of R407f). 

To manage water coolers containing large amounts of HFC134a, it would be possible to split 8418.69.00 10C into two classifications:

•
Water coolers containing less than 0.2 kg of HFC134a (levied per item)

•
Water coolers containing more than 0.2 kg of HFC134a (levied per kg of HFC134a).

The 0.2kg threshold is estimated to capture all office and domestic water chilling for consumption below it, and other commercial and industrial equipment above it.

This option will improve the accuracy of the SGG levy scheme and the Inventory as better information would be provided by importers.

Importers and purchasers would be impacted. We consider the cost impact of the levy is expected to be very small relative to the purchase price of a commercial or industrial water cooler, although purchase price information has been difficult to identify for this consultation document due to commercial arrangements. 

A second option is to advise New Zealand importers and suppliers of these goods of the more accurate classifications to record imports against. Assuming this is successful, the Inventory and the SGG levy would be improved as a result of better information and consistent treatment of similar emitting activities. However, this option is likely to be ineffective as not all current or future importers are known, and, given the classification ambiguity, it is unclear if there are likely to be compliance issues should importers continue to use 12K and 8418.69.00 13H. Publication of this issue also increases the risk that other water cooler importers take advantage of the ambiguity.


	3.2   Which of these options is the proposed approach?  

	We propose to add the following entries to the schedule of goods subject to the SGG levy:

•
Water coolers containing R410A (levied per kg of R410a)

•
Water coolers containing R407f (levied per kg of R410a)

•
Water coolers containing 0.2kg or less of HFC134a (levied per item)

•
Water coolers containing more than 0.2kg of HFC134a (levied per kg of HFC134a).

And to remove:

•
Water coolers containing HFC134a (levied per item).


Section 4:  Impact Analysis (Proposed approach)
	4.1   Summary table of costs and benefits


	Affected parties Some importers of industrial water coolers, the Crown
	Comment: nature of cost or benefit (eg ongoing, one-off), evidence and assumption (eg compliance rates), risks
	Impact

$m present value,  for monetised impacts; high, medium or low for non-monetised impacts  

	

	Additional costs of proposed approach, compared to taking no action

	Regulated parties
	Importers previously avoiding the SGG levy
	Up to $3000 per item

	Regulators
	
	Nil

	Wider government
	
	Nil

	Other parties 
	
	Nil

	Total Monetised Cost
	
	Low

	Non-monetised costs 
	
	Nil


	Expected benefits of proposed approach, compared to taking no action

	Regulated parties
	Improved competitiveness between importers
	Low

	Regulators
	
	Nil

	Wider government
	Increased in SGG levy revenue
	Low

	Other parties 
	
	Nil

	Total Monetised  Benefit
	
	Low

	Non-monetised benefits
	
	Low


	4.2   What other impacts is this approach likely to have?

	No other impacts


Section 5:  Stakeholder views 
	5.1   What do stakeholders think about the problem and the proposed solution? 

	Consultation on the issue and proposal was performed over May to June 2018. No submissions were received despite the New Zealand Customs Service contacting every person who had imported under the water cooler classifications in the last five years. 


Section 6:  Implementation and operation 
	6.1   How will the new arrangements be given effect?

	The proposal will be given effect through amendment of the Climate Change (Synthetic Greenhouse Gas Levies) Regulations 2013 and changes to the Working Tariff Document, to come into force from 1 January 2020.


Section 7:  Monitoring, evaluation and review
	7.1   How will the impact of the new arrangements be monitored?

	No monitoring of impacts is planned.


	7.2   When and how will the new arrangements be reviewed? 

	No review of the arrangements is planned.


Treasury:3720848v3 
  Impact Summary Template   |   1

