














Budget: Sensitive
Office of the Minister for Primary Industries
Office of the Minister of Customs

Chair
Cabinet Business Committee

introducing a biosecurity and customs border clearance
levy on passengers and crew

Proposal

1.

This paper proposes the introduction from 1 January 2016 of a levy to fund the
costs of Ministry for Primary Industries (MPI) biosecurity and Customs
passenger and crew border clearance (border clearance levy). This will require
Budget night legislation for MP1 and Customs to directly impose the levy, with
consultation to follow on the level of the levy.

The paper also seeks agreement to reinvest, as part of Budget 2015, °@®@)

$9@O® per annum from the funds returned to the Crown to further strengthen

the biosecurity system.

Executive Summary

3

The demand for Customs and MPI border clearance activities is increasing due
to increasing volume of travellers, which is forecast to grow by 3.5 percent, and
changes in the risks that both agencies must now manage. [n addition,
passengers now have higher expectations about the level of service that will be
delivered at the border. Border sector agencies’ have worked together to
manage their increasing pressures within constrained baselines, but they are
now reaching the limits of their capacity.

We recommend Cabinet agree to implement full cost recovery for border
clearance services for passengers and crew. All travellers derive private
benefits from travel, whether for personal or business, and in addition, from a
biosecurity perspective, all passengers and crew are risk exacerbates as they
may inadvertently carry “hitchhiker” pests. Therefore it is appropriate that
travellers share in the costs associated with MP] and Customs border
operations.

We estimate the levy will be approximately $16.25 per arriving passenger and
$5.90 per departing passenger, comparing favourably with border processing
charges applied in other jurisdictions. We do not consider that this will have a
substantial impact on the number of people choosing to visit New Zealand.

1 Customs, MP! and MBIE
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A border clearance levy will ensure that revenue will increase in line with
increasing travel volumes. This also offsets future costs that would otherwise
need to be met by the Crown. In addition, replacing existing Crown funding with
a levy frees up approximately $103.4 million when fully implemented. There are
options for reinvesting a portion of this funding to strengthen the border.

The Minister for Primary Industries is seeking investment of around #*@®)
$9@O@® ner annum and a one off capital injection of $2 miliion that would
enhance-its-ability-to-keep-biosecurity-risks. offshore.-stop-risks -at the border.

2 2
and respond to risks post-border, **@®¢
s 9Q)OGV)

In order to implement these arrangements for 1 January 2016, legislative
changes will need to be made under Budget Night urgency. The levy directly
imposed under primary legislation and there will be substantial public interest in
this proposal. We will work proactively to engage with key stakeholders as soon
as announcements are made. A public consuitation document will seek
feedback on the detailed design for implementation and we will seek Cabinet’'s
agreement to this consultation document in late May 2015.

Background

Current funding of border services

9.

10.

The Crown currently funds MPI's biosecurity and Customs’ clearance of air and
cruise ship passengers and crew, craft and mail. Cargo clearance is cost
recovered and funding of cruise ship passenger clearance is Crown funded.

The current approach to funding air passenger clearance services has been in
place since 2004 and is based on a “beneficiary pays" principle. It was agreed
at that time that broadly speaking, biosecurity and customs (and immigration)
border services deliver primarily (but not only) public benefits and therefore
should be funded by the Crown, while aviation security services were
considered to deliver primarily private benefits and should be funded by a per
passenger charge levied on airlines.

MPI and Customs passenger clearance activities and costs

11.

The primary activity of border clearance and targeting staff is to detect
undeclared risk or prohibited items, and ensure passenger's persconal items
meet relevant requirements. MPI and Customs interact with each passenger
arriving by air or cruise ship through:

a. Pre-border activity such as risk profiling and placing alerts to direct high

risk passengers for further intervention, such as x-ray screening or full
search;
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b. Increasing numbers of craft and passengers arriving at airports and
seaports which are not designated as places of first arrival, and where MPI
and Customs do not have a permanent presence (eg. charter flights,
cruise ship arrivals);

c. Changes to flight schedules at established ports (eg. Jetstar has recently
scheduled additional flights into Wellington Airport outside current rostered
shifts);

d. Other increasing service expectations eg. faster processing times for
cruise ships.

MPI and Customs have taken steps to drive efficiencies but are reaching the

limit

16.

17

18.

MPI and Customs have worked together to manage increasing demand
pressures through improvements to the way they deliver their passenger
clearance services at the border. Initiatives include:

a. Use of new automated systems, such as SmartGate;

b. Major change processes across all areas of Customs to reduce operating
costs - this includes the current Operations Transformation Project and the
Continuous improvement project on Auckland Airport departures;

Shared use of facilities and cross-warranting of staff;

Biosecurity awareness raising activities targeted at passengers;

Enhanced profiling and targeting to segment incoming passengers;
Additional detector dogs allowing more passengers to be directed to the
green lane for biosecurity clearance;

g. Working with cruise ship operators to pre-clear passengers.

"o oo

While MPI and Customs will continue to look for further efficiency gains, on their
own these will not be enough to cope with demand pressures in the longer term.
Funding for Customs sought through Budget 2015 and MPI’s proposed re-
prioritisation of $9.1 million of Primary Growth Partnership funding will help
address key pressure points in the short term, but if we do not take other
measures, the gap between increasing demand, risks and service expectations
and available resources will continue to grow. This increases the risk of
biosecurity incursions and customs harm. The cost of such incursions is very
high - for example, the current Queensland Fruit Fly response will cost an
estimated $20.5 million?, and MPI estimates the cost to the New Zealand
economy of a Foot and Mouth Disease outbreak would be up to $16 billion3. It
also makes it harder to maintain service levels that facilitate trade and travel.

s 92)(HGEV)

2 This involves seeking funding of 5 9XHG) in Budget 2015

3 The potential harm avoided by interceptions of some major classes of illicit drugs in 2013/14 has
been quantified using the New Zealand Drug Harm Index at a little over $107.4 million, an increase
from just over $57 million in 2012/13.
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50.

571

52.

53.

Introduction of passenger cost recovery also provides an opportunity fo reinvest
in the short term some of the funding returmned to the Crown to enhance the
overall biosecurity system to ensure it remains fit for purpose in the face of
increasing risk, while improving the facilitation of travel and passengers’
experience at the border.

MPI has identified investments totalling® *®®®? per annum in operational
funding and a one off capital injection of $2 million that would enhance its ability
to-keep-biosecurity-risks-offshore;-stop risks-at-the border;-and-respond-to-risks
post-border. The investments build on, but are in addition to, current plans for
$9.1 million of reinvestment over four years in the biosecurity system set out in
MPI's Four Year Plan. These enhancements will help to reduce pressure at the
border. Detailed information on the proposed investments in contained in

Appendix A.* @0
GIE)

The Minister for Primary Industries seeks agreement to **@® per annum
ry g

in operational funding and a one off capital injection of $2 million in 2015/186,
from the freed up from funds returned to the Crown, being used to reinvest in
the biosecurity system, as per Appendix A, and as announced as part of Budget
2015.

The Minister for Primary Industries has also directed MPI to review the
biosecurity system over the next 6 months, in consultation with stakeholders, to
ensure that the system remains resilient to emerging risks and developments
over the longer term (the Biosecurity 2025 project). The project will provide a
clear direction for the biosecurity system over the next ten years, and replace
the 2003 Biosecurity Strategy. The Minister for Primary Industries intends to
seek Cabinet agreement later in 2015 to the update, which is expected to
include a vision statement for biosecurity, one or more direction statements to
signal expectations of what the biosecurity system will deliver or have in place
by 2025, and priorities for action and improvement. This will inform further
investment opportunities beyond 2016.

Consultation

54.

55.

The following departments have been consulted, and their views incorporated in
this paper: Ministry of Transport, Ministry of Business, Innovation, and
Employment (immigration and tourism policy), the Treasury, and the
Parliamentary Counsel Office. The Department of the Prime Minister and
Cabinet and the Ministry of Foreign Affairs and Trade have been informed.

We intend to seek Cabinet agreement to release of a public consultation
document on levy design options in June 2015. This document will be placed on
MPI’s and Customs' website and the public will be given the opportunity to
submit on the proposed levy. Consultation will also involve targeted meetings
with key stakeholders impacted by the levy and other key stakeholders,
including: the Board of Airline Representatives of NZ (BARNZ), airlines, Cruise

5 s9)®HGEv)
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Appendix B - Options for reinvestment in the biosecurity system

Categories Keeping Risk Offshore Stopping Risk at the Border® Responding to Risk Post Border
of New s 9)DG) < 9D GY) s 9DV
Investment
Total: +$2.0 million CAPEX
$16.6m
(+ $2.0m
CAPEX)

Key Managing risk Smarter tools and Improved risk Make compliance Improved detection Enhanced surveiliance | Strengthening readiness
Initiatives offshore treatments to profiling and easier for arriving programme onshore and response
Proposed isk targeti Increased detector dog

P Regular proactive Manage:ns rgetng passengers programme to all ports of first | |ncreased capacity to detect | Increase capacity in laboratories

auditing of export Increase research into Increased ability to use Provide market and culture | 3mMval (from 4010 60 dogs) risks that have arrived post | to meet expected demand due
;Z:E:Zﬁ;b;?:::ﬁirrztg risk treatment options to intelligence to target specific information before Introduce hand luggage x- border to increased surveillance
t t Ve _effectl\{e interventions, (e.g. peoplg pack t9 travel to NZ raying e.g. trapping and monitoring Maintaining a world class
programmes o preven intervention while passenger searches, x-ray, | so that if is easier for them to 2 oy
isks arriving in NZ ; g : : response capability within our
ns 9 reducing toxicity or carge inspections) based comply laboratories

e.g. ensuring the US invasiveness on risk profiles

i A ; 3 > : Increase current baseline
screening programme of | e g finding an alternative | e.g. increased interventions

b!'own m.armorat.ed for highly toxic treatments on passengers from fundl?é; ;,z drii?:l: :;soigg ssmall
stinkbug Is effective such as methyl bromide | Australia during peak fruit
fly season
Expected Ensuring risk is managed Identifying treatment Improved efficiency in Enhanced customer Improved detection of risk Improved early risk detection | Better prepared and better able
Benefits offshore to our standards | options and opportunities | applying interventions and experience on arrival items at the border (dogs are onshore to manage pressure during
! s : resource ) . the most efficient and effective ¢ . responses
Higher assurance Making sure we are using Reduce interventions intervention) Quicker response time and
offshore systems are the best available tools Increased confidence that increased likelihood of Improved [aboratory anaiysis
managing our risks —— risks are being Shorter queues X-raying hand luggage will successful interventions and response times
appropriately managed to g rovide another layer of
Reduces our need to be | known risks in advance BRIRPIRECY g Faster processing times for P tecti X Earlier detection results to
: assengers protection
reactive e.g. brown marmorated P lower response costs
stinkbug Keeps risk offshore
Switch to less toxic
treatments

Less impact on the
environment

B Proposed investments in this section are technically on the passenger pathway so could be included in the potential border clearance levy {but this is not currently included in the $50 million proposed levy referenced above). CAPEX would need to be Crown funded, but OPEX
depreciation could be recovered to allow replacement.




Consultation on Cabinet and Cabinet Committee Submissions

T —. caoa, er

Certlficatton by Depa“rtrﬁ"ent:

Guidance on consultation requirements for Cabinet/Cabinet committee papers is provided in the CabGuide
(see Procedures: Consultation): http://www.cabguide.cabinetoffice.govt.nz/procedures/consultation

Departments/agencies consulted: The attached submission has implications for the following

depariments/agencies whose views have been sought and are adcurately reflected in the submission:

Ministry of Transport, Ministry of Business, Innovation, and Employment (immigration and tourism policy), Treasury,
Parliamentary Counsel Office.

Departments/agencies informed: In addition to those listed above, the following deparimentsfagencies have an
interest in the submission and have been informed:
Department of the Prime Minister and Cabinet, Ministry of Foreign Affairs and Trade have been informed.

Others consulted: Other interested groups have been consulted as follows:

Deborah Roche, Deputy Director-General, Policy and Trade Branch, Ministry for Primary Industries

Date: '1 OM/ ‘?’ / j.f Slgnature %&

Cert!flcatlon by Mmlster

Ministers should be prepared to update and amplify the advice below when the submission is discussed at
Cabinet/Cabinet commitiee,

The attached proposal:

Consultation at [Q/ has been consulted with the Minister of Finance
Ministerial level E/ frequired for afl submissions seeking new funding]
h

as been consulted with the following portfolio Ministers: CU&% Srag

M did not need consultation with other Ministers
Discussion with | [ has been or T will be discussed with the government caucus
National caucus | [ does not need discussion with the government caucus
Discussion with | [ has been discussed with the following other pariies represented in Parliament:
other parties [ Act Party [ Maori Party [] United Future Party

[] Other [specify]
| will be discussed with the following other parties represented in Parliament;
(] Act Party (I Maori Party [] United Future Party

[] Other [specify]
M~  does not need discussion with other parfies represented in Parliament

Portfolio Date . Signature
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