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PREFACE 
This report has been prepared for Ministry for the Environment by Nick 
Carlaw, Tim Borren and Nick Davis from MartinJenkins (Martin, Jenkins & 
Associates Limited).  

MartinJenkins advises clients in the public, private and not-for-profit sectors. 
Our work in the public sector spans a wide range of central and local 
government agencies. We provide advice and support to clients in the 
following areas: 

• public policy

• evaluation and research

• strategy and investment

• performance improvement and monitoring

• business improvement

• organisational improvement

• employment relations

• economic development

• financial and economic analysis.

Our aim is to provide an integrated and comprehensive response to client 
needs – connecting our skill sets and applying fresh thinking to lift 
performance.  

MartinJenkins is a privately owned New Zealand limited liability company. 
We have offices in Wellington and Auckland. The company was established 
in 1993 and is governed by a Board made up of executive directors Kevin 
Jenkins, Michael Mills, Nick Davis, Allana Coulon and Richard Tait, plus 
independent director Sophia Gunn and chair David Prentice. 
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• EEZ – continuing to carry out core environmental management
functions under the EEZ Act. Funding is $3.9 million in financial years
2020/21 and 2021/22, and $3.4 million in financial years 2022/23 and
2023/24. The reduction in Crown funding in the out-years is in
anticipation of an increase of third-party revenue (which is the subject of
this review).

• Emissions Trading Register – upgrading the New Zealand Emissions
Trading Register ($1.9 million of capital funding)

• HSNO – expanding the Chemical Reassessment Programme by
responding to emerging issues and/or carrying out additional
reassessments. Additional funding is $1 million per year.

Exclusive economic zone: EEZ 
regulatory activities 

Background 
The total cost of all EEZ activity in 2018/19 was $5.828 million, of which 
$1.786 million (31%) was recovered.4 However, only 16% of costs were 
recovered in 2017/18.  

In 2018/19, EEZ decision-making costs were $3.184 million, of which $1.668 
million (52%) was recovered. EEZ monitoring costs were $2.644 million, of 
which $118,000 (4%) was recovered. Investigations and enforcement costs 
are not recoverable. 

4 EPA cost data. 

The current fee design is a variable charge based on 
an hourly rate and the time incurred 
The hourly rate charge is used to recover the cost of decision making and 
monitoring activity. The EPA also recovers the actual and reasonable costs 
for expenses such as travel, accommodation, and external technical 
expertise.  

There are pros and cons with the current cost 
recovery arrangements  
The total charges for an EEZ application can be high, and vary by 
application. Charging on a variable basis is the best way for the EPA to fully 
recover its costs in this situation.  

While the industry is accustomed to this approach, funders have uncertainty 
about the total cost of an application, especially at the outset of the 
application process. To counter this, EPA has a clear cost recovery policy, 
which seeks to provide transparency about the likely fees.  

The current hourly rate charges are not set to recover all relevant cost. The 
hourly rates have not been updated since 2013 and do not reflect the full 
cost of decision-making and monitoring activities.  

For several reasons, the EPA is recovering less monitoring cost than it 
should. It is difficult to allocate some tasks to a specific operator, and there 
are challenges for staff to record time accurately, and therefore invoice 
regulated parties for all time spent on monitoring activities.  
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Variable charge component 

Volumes sourced from EEZ Cost Recovery Review prepared by the EPA, 20 August 2019. 

Indicative fee volumes and amount of cost recovered 
The following table indicates what each operator would pay per year based 
on the hybrid fee design, and the amount of cost that would be recovered.  

The fixed fee component ranges from about $22,000 for an operator 
undertaking a permitted activity or a marine exploration consent holder, to 
$100,000 for a disposal consent holder.  

The EPA (under either cost recovery option) would 
recover more cost from regulated parties than it 
currently does and the MfE will need to consult 
industry about this change 
It is critical that the MfE consults with industry on any proposed changes to 
increase the level of cost recovery (as required under the Act), to make sure 
that the changes do not introduce any unintended behaviours or 
consequences, and to make sure the changes support – or at least do not 
hinder – the EPA’s ability to achieve its regulatory objectives. 

Activity Cost Volume Revenue

Petroleum and minerals inspections $5,465 7 $38,258 

Disposal inspection (and planning) $8,589 2 $17,177 

Review  and certif ication of plans

Routine $6,246 5 $31,231 

Medium $12,492 5 $62,462 

Complex $23,423 1 $23,423 

Burial at sea $1,288 2 $2,575 

Total variable revenue $175,127 

Operator type

Annual 
fixed fee Inspection

Review / 
cert of plan

Total 
variable 
charge

Indicative 
total 

charges
Petroleum extraction marine 
consent holder

$72,499 $5,465 $12,492 $17,958 $90,456 

Disposal consent holder $101,672 $8,589 $12,492 $21,081 $122,753 

Disposal consent, intermittent 
use of area

$28,956 $8,589 $6,246 $14,835 $43,791 

Minerals extraction marine 
consent

$72,499 $5,465 $12,492 $17,958 $90,456 

Petroleum extraction 
transitional consent

$58,129 $5,465 $12,492 $17,958 $76,087 

Exploration marine consent $21,771 $5,465 $12,492 $17,958 $39,729 

Permitted activity $21,771 $5,465 $12,492 $17,958 $39,729 

Variable charges



Pages 8 to 11 removed as out of scope in relation to the Proposed changes to the Exclusive Economic Zone and Continental Shelf (Fees and 
Charges) Regulations 2013 discussion document.
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INTRODUCTION 
Purpose and scope of the review 

Purpose 
This report has been written for the Ministry for the Environment (MfE) and 
will ultimately inform advice from MfE and the Environmental Protection 
Authority (EPA) to the Minister for the Environment about what, if any, 
changes should be made to the EPA’s third-party funding arrangements.  

MfE and the EPA will also use the advice to consult with stakeholders about 
any proposals for change.  

Scope 
The project terms of reference were originally set so as to allow the review 
to consider any aspect of the EPA’s third-party funding arrangements. After 
an initial phase of work, the project scope was narrowed to focus on:  

• decision-making and monitoring activities associated with managing the
environmental effects of activities in the exclusive economic zone and
continental shelf

Out of scope 
The following were out of scope for this review: 

• a detailed assessment of the impact of proposed changes on funders
and other participants in the regulatory system (including impacts on
their economic viability and level of compliance)

• preparing the public consultation document and reviewing feedback

• drafting cost recovery regulations

• reviewing and re-designing the mechanisms for administering and
collecting the fees.

• a detailed assessment about whether the benefits of the third-party
funding proposals outweigh the associated change and administrative
cost.

We have also not been required to consider cost recovery design in relation 
to other agencies that share responsibility with the EPA for administering 
legislation and recovering their costs using fees or charges. 

Context of the review 
The EPA was established under the Environmental Protection Authority Act 
2011. Its statutory objective is to carry out its functions in a way that: 

• contributes to the efficient, effective and transparent management of
New Zealand’s environment and natural resources, and

• enables New Zealand to meet its international obligations.
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Options will initially be identified at a high level, but the subsequent process 
of calculating the dollar value of the fee or levy will often give reason to go 
back and refine the design of the proposed fee or levy (for example, if the 
fee levels risk driving unintended behaviours). 

Assessing the options against cost recovery 
principles 
The cost recovery principles we used in the review are set out in Appendix 
1. The principles draw on guidance from the Treasury,13 and the Office of
the Auditor‐General. The principles are consistent with what is often written
into legislation (for example, NSP and EEZ legislation).

13 https://www.treasury.govt.nz/publications/guidance-and-instructions/strategic-intentions-and-
statements-intent/planning (accessed September 2020) and Controller and Auditor-General: Charging 
fees for public sector goods and services; 2008. 

We did not consult with industry on how the cost 
recovery proposals would affect regulated parties 
Good cost recovery design will positively influence the behaviour of 
regulated parties and support the EPA to achieve its regulatory objectives. 
We have not talked directly to regulated parties about what the proposals in 
the report might mean for them.  

Until consultation is done (which is part of the regulations making process), 
any assessment about how the proposals may affect affordability and 
behaviour should be treated as indicative only.  

Structure of this report 
After this introduction, the report has a separate section on cost recovery 
design for each regime. Each section describes what we were asked to do, 
our approach to the analysis and conclusions.  

Terminology 
For ease of understanding, we use the following terms in the report. 

• Support activities –Includes development and training, staff meetings,
and general administration.

• Chargeable time –Time spent by staff on applications- or monitoring-
related activity that EPA can invoice to regulated parties.
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EXCLUSIVE ECONOMIC ZONE: EEZ REGULATORY 
ACTIVITIES  
What we were asked to do 
We were asked to: 

• Assess whether the existing variable fee design is appropriate and, if
necessary, calculate hourly rates so that they reflect the actual cost of
carrying out EEZ activities.

• Assess the EPA’s proposal to introduce new fees to recover the cost of
EEZ monitoring activities (including regulating burials at sea); and
provide advice about whether the proposal should be introduced and/ or
amended.

How we went about the work 

Our approach 
For this EEZ part of the project we did the following: 

• Reviewed background documents and spoke with staff from the EPA
and MfE

• Analysed EEZ costs for decision-making and monitoring for 2017/18
and 2018/19,14 and analysed the EPA’s overhead cost allocation model

14 Only the last two financial years were available as EPA had recently adopted a new finance system. 

• Assessed current arrangements for recovering the cost of monitoring
EEZ consents and the current level of cost recovery

• Calculated new hourly rates for EEZ staff roles based on 2020/21
salary band data and average indirect cost

• Assessed alternative arrangements for recovering the cost of EEZ
monitoring activities, including the EPA’s proposal to charge consent
holders an annual fee

• Developed a model to calculate fees and charges for different cost
recovery options for EEZ monitoring. This included a first-principles
assessment of the appropriate funding type (or mix of funding) for key
activities.

The documents we reviewed 
• EEZ Cost Recovery Review prepared by the EPA, 20 August 2019.

• Review of EPA’s “Oracle allocation worksheet v21”.

• “2017 18 EEZ Costs Breakdown” spreadsheet – a breakdown of direct
and indirect costs for EEZ decision-making cost centre and the EEZ
monitoring and enforcement cost centre.

• EPA organisational chart, as at 30 April 2020.
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investment. Many participants operate internationally and have experience 
seeking approval for similar activities in other countries.   

Regulated parties also pay costs charged by other enforcement 
agencies 

The EPA shares administration of the regulatory regime with other agencies, 
including Maritime NZ and WorkSafe. This has implications for how and 
when participants are charged by agencies as they interact with the 
regulatory system.  

The level of cost recovery for EEZ monitoring 
activities is low 
The total cost of all EEZ activity in 2018/19 was $5.828 million, of which 
$1.786 million (31%) was recovered.16 However, only 16% of costs were 
recovered in 2017/18.  

In 2018/19, EEZ decision-making costs were $3.184 million, of which $1.668 
million (52%) was recovered. EEZ monitoring costs were $2.644 million, of 
which only $118,000 (4%) was recovered. Investigations and enforcement 
costs are not recoverable.  

The direct costs of the Land and Oceans Compliance Team in 2018/19 were 
$651,393. Including indirect costs, the total cost of the Compliance Team 
was approximately $1.628 million.  

The EPA estimates the Compliance Team spent 30% of their time on cost-
recoverable activities (including 5% spent supporting work on EEZ 
applications). Based on this, and taking into account that only 80% of 
monitoring activity is cost-recoverable, the recoverable cost for the 
Compliance Team in 2018/19 was potentially $390,836.17 Therefore, the 

16 EPA cost data.  
17 $651,393 x 2.5 (overhead factor) x 0.3 x 0.8 = $390,836. 

cost recovered in that year ($118,000) was about 30% of staff time that 
should have been recovered.  

What works well under the current arrangements 

Although charges are open-ended, the EPA has a clear cost 
recovery policy, which provides transparency to fee payers 

The EPA provides applicants with an estimate of charges before they apply 
and at key points in the application process.18  

Charging on a variable basis works well for consent applications 
and is the best way for the EPA to fully recover its costs  

Charging a variable fee on an hourly basis for actual and reasonable costs 
works well for marine consent applications. Applications are complex, 
unique and low in volume, and this makes a fully variable fee preferable, 
which allows for full cost recovery. By comparison, a fixed fee would 
probably result in over- or under-recovery and in cross-subsidisation 
between fee payers. Importantly, the industry is accustomed to the EPA 
using a variable charging mechanism.  

Problems with the current arrangements 

The nature of EEZ applications create cost recovery issues 

The total charges for an EEZ application can be high (most notified 
applications are over $1 million). The number of applications can vary from 
year to year and are difficult to forecast.  

From a funder’s perspective, this creates uncertainty about the total cost of 
an application, especially at the outset of the application process. This can 
be a significant issue for applicants given the likely size of the charges – 

18 https://www.epa.govt.nz/assets/Uploads/Documents/Marine-Activities-EEZ/Policies/d48531f715/EEZ-
cost-recovery-policy.pdf. Accessed July 2020. 
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although in many cases application costs are only a fraction of the total cost 
of the project.  

Fee levels are not set to recover all relevant cost 

The hourly rates have not been updated since 2013 and do not reflect the 
full cost of decision-making and monitoring activities. Also, the hourly rates 
may not include all the indirect costs (for example overhead and non-
personnel costs) that should be allocated to the cost of staff directly involved 
in the decision-making and monitoring.19 

The EPA is recovering less monitoring cost than it should 

As mentioned on page 19, the Compliance Team recovered only about 30% 
($118,000) in the 2018/19 financial year, compared to what it potentially 
could have recovered ($390,840).  

The EPA notes in its EEZ Cost Recovery Review paper that: “costs not 
currently recovered include general operator liaison, development and 
training, systems and process developments, and general administration 
associated with monitoring work, and operator education. Many of these 
costs directly relate to the activities of consent holders, but are general costs 
that cannot be easily allocated or charged to a consent holder.”  

There are a number of reasons for the under-recovery of EEZ monitoring 
activity: 

• Difficulty allocating some tasks to a specific operator – The EPA
notes that:

“The low cost recovery in part relates to the EPA not being able to
assign charges for general administration costs related to inspections
and monitoring, some operator liaison, and operator education costs to
specific operators, as required with the current hourly charge out
approach.”

19 We have not been able to verify which indirect costs are included in the 2013 hourly rates. 

With the current charging regime, it is difficult to recover any of the 
supporting cost of development and training, general administration, or 
staff meetings, which are activities the costs of which could be partially 
recovered from the regulated parties.   

• Challenges for recording time – The EPA does not accurately record
the staff time spent on monitoring activities, partly because it does not
have a time recording system that enables this to be done easily and
quickly. There is a tendency to not charge time to an operator for
incidental work, such as a 10-minute phone call or responding to an
email.

The EPA says:

“There is also a cost associated with time recording and raising invoices
for work. If particular tasks are below a de minimis, for example, less
than 15 minutes work, such as emails and telephone calls, it is also not
cost efficient to raise an invoice. However, overall a large amount of
operator liaison work falls into this category.”

• Not all roles are recoverable under the EPA’s existing cost
recovery policy – Managers do not charge their time for work done on,
for example, assessing marine consents for dumping. While the
legislation allows this time to be charged, it is not in the EPA’s cost
recovery policy and no hourly rate for managers exists in the
regulations.

There is also not an hourly rate for Principal Advisors, meaning work
done by someone in this role would be under-recovered. However,
there is a rate prescribed in the current regulations for a “Principal
Technical Advisor”, but this role is no longer resourced. EPA purchases
the technical expertise when required.
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How the rate of increase compares to the Labour Cost 
Index 
For context, the Labour Cost Index (LCI) has increased 13.6% between 
2013 (when the current hourly rates were set) and 2020. Extrapolating 
forward to 2021 (as our calculation uses 2021 costs), the LCI would have 
increased by about 15.7% from 2013. On average, the recommended new 
hourly rates are 57% higher than current rates.  

There are three main reasons why the hourly rate increase could be greater 
than the LCI:  

1 Salaries, particularly for advisors and senior advisors, have increased 
more than general wages. This reflects a recent reset of EPA salaries 
to catch up with market rates.  

2 Development and training costs, meetings and general administration 
(equivalent to 486 hours of time) are taken into account in the new 
hourly rates, but were not factored into the current rates.  

3 The amount of overhead cost incorporated in the new hourly rates may 
be different to what was included in the current rates (although we do 
not have any data to verify this).  

How the recommended hourly rate compares with 
other regulators and regional councils 
The tables below compare the EPA’s recommended hourly rates with other 
regulators and regional councils. The EPA’s new hourly rates are somewhat 
higher than the regional council comparators. 

We caution that comparing the EPA’s hourly rates with other entities should 
not provide the sole basis for judging whether the EPA’s rates are set at the 
right level. There are several possible reasons for why a difference may 
exist.  

• Regulators and regional councils need different types of capability –
that is, the type and cost of the roles are not the same.

• Some of the other organisations use a blended rate that was based on
a number of different roles.

• The hourly rates were set in different years and different salary levels
were used.

• The hourly rates were set using different levels of cost recovery.

Applications Compliance

EPA
Principal Advisor N/a $287 $229 

Project leader $140.80 $239 $191 

Senior advisor $116.12 $201 $161 

Advisor $103.75 $160 $128 

Administrator $97.43 $126 $101 

Other regulators $/hr Year set

Financial Markets Authority:

Board member $200 2014

Staff $155 

Civil Aviation Author $284 2017

Maritime NZ $213 2019

Recommended new rates
Current 

rates (full)
Role



27 

Commercial In Confidence 

* Unknown what year hourly rates were set.

22 The hourly rate for decommissioning-related activity was based on the average of the mid-point of the 
EPA’s Manager and General Manager salary bands ($177,000 per year), 1,720 hours per year, and an 
allocation of overhead cost based on a multiple of 2 5 of direct cost.  

Other points 
New hourly rate to recover cost of decommissioning-related activity 

At the time of writing the report, new decommissioning policy had been 
agreed by Cabinet and regulations were being drafted. Regulation 4(1)(a) of 
the cost recovery regulations will introduce an hourly rate of $257.04 for a 
delegated decision-maker to recover the cost of assessing and determining 
whether to accept a decommissioning plan. The new hourly rate was 
calculated using a different methodology to the recommended approach set 
out in the report.22 Targeted consultation took place in June 2020.  

The EPA cost recovery policy would need to be updated 

Depending on what changes are made to the cost recovery arrangements, 
the EPA cost recovery policy document would need to be updated to include 
the new hourly rates for decision-making and monitoring, and provide clear 
guidance about when a manager’s time should be charged.  

The new hourly rate charges could be used for other EPA cost recovery 

The EPA recovers the actual and reasonable cost of applications under the 
RMA and the COVID-19 Recovery (Fast-track Consenting) Act. The 
recommended hourly rates charges for EEZ could be used for these regimes 
too.  

Regulated parties pay other costs charged by other enforcement agencies 

As noted above, the EPA shares administration of the regulatory regime with 
other agencies. Ideally, agencies set fees and charges consistently and the 
different parts of the overall cost recovery regime work together 
harmoniously to support regulatory objectives. 

Regional councils Hourly rate 
excl. GST

Year 
set

Greater Wellington *
Technical or science expert services $145 
Consent processing services $130 
Administration services $110 

Otago *
Management $165 
Team Leader / Principal $148 
Senior Technical $117 
Technical $100 
Field staff $100 
Administration $74 

Auckland *
Technical level 3 (Manager, Project lead, legal) $179 
Technical level 2 (Senior, Intermediate, Principal, Team leader) $172 
Technical level 1 (Planning, compliance, monitoring etc) $148 
Administration $97 

Environment Canterbury 2009/10
Consent monitoring:

Senior scientist $109 
Resource management off icer $104 
Science technician $91 

Processing applications:
Consents senior planning off icer/science off icer $135 
Consent planning off icer $117 
Customer services advisory off icer $91 

Building consents and monitoring
Building consent authority coordinator $104 
Administration off icer $70 
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Potential impact on funding 

Increased cost recovery levels 
We analysed how much extra cost could be recovered by the EPA if the 
EPA:  

• invoiced operators for more monitoring activity but held hourly rates at
current levels (this is shown in the tables that follow under the column
header called “Current hourly rates”); and,

• increased its hourly rates and invoiced for more monitoring activity (this
is shown in the column header called “New hourly rates”).

According to the EPA’s staff time survey, the Compliance Team spent 16% 
of their time on direct monitoring activity and 20% on operator liaison activity 
(this is set out in the report on page 24).  

The analysis compares the current situation where only some direct 
monitoring activity is charged for with alternative scenarios that charge for all 
direct monitoring activity and varying amounts of time spent on operator 
liaison activity.  

EPA advised they could recover about 50% of the cost of the operator 
liaison activity in the future. This is because some of the operator liaison 
activity cannot be easily charged to an individual party (eg meetings, 
newsletters and emails with industry on compliance matters). 

We have only done this analysis for the Compliance Team because the 
Applications Team charged their time in line with expectations.  

We present the analysis using two tables in order to clearly isolate the 
potential impact of increasing the amount of staff time that is charged for and 
making a like-for-like comparison.  

The first table was calculated using the assumption that the Compliance 
Team is the same size as it was in 2018/19 (6.55 FTEs and total cost of 
$1.63 million). The second table was calculated using the current cost of the 
Compliance Team (which has increased to 9 FTEs and total cost of $2.31 
million). 

The first table shows that $118,000 of cost was recovered in 2018/19, 
equivalent to 11.8% of staff time being charged for.  

Holding hourly rates at current levels, if chargeable time increased to 16% 
(equivalent to charging for all direct monitoring activity), revenue would 
increase to $160,000. If direct monitoring activity and 50% of operator liaison 
time were charged for, revenue would increase to $260,000. Even more cost 
would be recovered if the hourly rates are updated based on current cost.  

The next table provides the same analysis but is based on the current cost 
of the Compliance Team. Because the team is larger than in 2018/19, the 
revenue from cost recovery is greater for a given proportion of staff time 
charged.  

For example, using the same chargeable percentage as in 2018/19, revenue 
is expected to be $175,000 compared to $118,000 in 2018/19.  

In a scenario where staff charge 26% of their time (equivalent to all direct 
monitoring activity and 50% of operator liaison activity) at the new hourly 
rates, revenue would be $662,000 per annum. 

Current 
hourly rates

New hourly 
rates

2018/19 actual $1.63 11.8% $118,000 N/a

Future:
Same as 2018/19 $1.63 11.8% $118,000 $205,000 

Direct monitoring activity only $1.63 16% $160,000 $278,000 

Direct monitoring + 25% operator liaison time $1.63 21% $210,000 $365,000 

Direct monitoring + 50% operator liaison time $1.63 26% $260,000 $452,000 

Direct monitoring + 75% operator liaison time $1.63 31% $310,000 $539,000 

Direct monitoring + 100% operator liaison time $1.63 36% $360,000 $626,000 

RevenueTotal 
cost 

$m

% staff 
time 

charged
Scenario for staff time charged
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Impact on funding 
The following table compares the current cost and funding for 2018/19 with a 
scenario based on the recommended hourly rates. 

The possible cost recovered is based on the following assumptions. 

• Application volumes are the same as the 2018/19 year.

• The Applications Team charge 42% of their time. This was the
approximate proportion of time charged by the team in 2018/19.

• The Compliance Team charge 26% of their time (direct monitoring plus
50% of operator liaison time), meaning they would recover 29% of their
total cost. By comparison, in 2018/19 the team recovered 4% of its total
cost.

Current 
hourly rates

New hourly 
rates

2018/19 actual $1.63 11.8% $118,000 N/a

Future:
Same as 2018/19 $2.31 11.8% $175,000 $300,000 

Direct monitoring activity only $2.31 16% $237,000 $407,000 

Direct monitoring + 25% operator liaison time $2.31 21% $311,000 $535,000 

Direct monitoring + 50% operator liaison time $2.31 26% $386,000 $662,000 

Direct monitoring + 75% operator liaison time $2.31 31% $460,000 $789,000 

Direct monitoring + 100% operator liaison time $2.31 36% $534,000 $917,000 

Scenario for staff time charged
Total 
cost 

$m

% staff 
time 

charged

Revenue

$ million

Cost Revenue
EEZ Decision-making:

Staff time 2.08 0.59 0.99 0.40 

Expenses 1.11 1.11 1.11 0.00 

Total 3.18 1.70 2.10 0.40 

EEZ Monitoring and Enforcement 2.64 0.12 0.66 0.54 

Total cost recovered revenue 1.82 2.76 0.95 

Crown allocation N/a 4.00 3.40 (0.60)

Total 5.83 5.82 6.16 0.35 

2018/19 Actual
Possible revenue, 

out-years
New hourly rates

Possible 
revenue 
increase
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The biggest and most difficult change to make, however, will be the shift in 
staff behaviour to accurately record time spent on all compliance activity. In 
our experience, this change can only be achieved if it is given proper 
management focus over a long period and has the support of staff.  

While we consider the decision about what to do is 
finely balanced, we recommend the EPA continue to 
recover the cost of monitoring activity using the 
hourly rate charge 
The EPA have indicated they are willing to try to improve their time 
recording practices. In addition, the hourly rate charge is familiar to the 
industry and is the best option for closely recovering the cost of the EPA’s 
monitoring activity.  

We also consider that, even if new annual fixed fees are introduced, the 
need for better time recording will not go away. The EPA will still have to be 
accountable for how it spends its time and justify the amount of the fees to 
industry. Some level of staff time recording would still need to happen to 
achieve these objectives.  

Further analysis on what alternative cost 
recovery design options could look like 
While we recommend the EPA continues to recover the cost of monitoring 
activity using the hourly rate charge, we acknowledge the challenge that lies 
ahead to shift staff behaviour to more accurately record all time spent on 
compliance activity.  

If the EPA tries to improve its time recording practices but still finds it is 
under recording (and therefore under charging) for its time, we think it is 
feasible to look more closely at introducing an alternative cost recovery 
design – noting that some improvement to time recording practices will still 
be needed, and industry would need to be consulted as part of the change. 

This section explores alternative cost recovery design options in more detail 
and recommends the best alternative option to the current hourly rate 
design.  

There are several possible cost recovery design 
options 
These include the following: 

• a fixed fee

• a hybrid fixed and variable fee

• a risk-based charging approach

• a deposit (provided for in section 144 of the EEZ Act).

Fixed fee 

A fixed annual fee would give certainty of revenue to the regulator and the 
amount payable to the fee payer. However, it may result in some cross-
subsidisation if more or less regulator effort is required in a given year. It 
would not provide the flexibility to vary the charge imposed on an operator if 
certain activities are not required every year (such as reviewing or certifying 
plans). 
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Hybrid fee 

A hybrid fee structure involving a fixed fee component and a variable charge 
would be appropriate if there is a base level of effort required to deliver a 
particular service, but also some variation in individual circumstances.  

The hybrid fee structure gives some of the benefits of a fixed fee  for 
example, certainty of revenue for the regulator. However, it provides less 
certainty to the fee payer compared to a fully fixed fee.  

Risk-based charging 

A risk-based approach to cost recovery design can encourage compliance 
with the regulatory regime  for example, participants are charged 
proportionately less if they have a proven track record of compliance. 

This approach would be better aligned with the Equity principle in that, for 
example, those that require more intensive monitoring by the EPA pay more. 
However, for a risk-based charging regime to work, the regulator must also 
have an established intelligence-led, risk-based approach to compliance.  

Deposit 

The EEZ Act allows for a refundable or non-refundable deposit to be paid 
before the function or service is performed. Introducing a deposit that is 
refundable at the point of exit could incentivise compliance. The amount of 
the deposit could be scaled according to risk, and good compliance would 
result in a larger refund at point of exit. 

However, we did not assess the deposit approach further because it was not 
clear what benefit it would provide over a fee-based approach – which can 
be designed to recover the costs associated with exiting the regulatory 
regime.  

The deposit approach would also risk introducing undesirable levels of 
complexity into the cost recovery regime and greater administration cost. In 
addition, a refundable deposit could not be accessed as funding for 
monitoring activities, and therefore while it may incentivise compliance, it is 
not useful as a cost recovery mechanism.  

We concluded that a hybrid fee design is the best 
alternative option 
If the EPA were to recover its monitoring costs using a cost recovery design other 
than the hourly rate charge, a hybrid fee design would be the best alternative.  

The fixed fee component would recover the cost of annual monitoring 
activity and a variable charge would be imposed for additional activity such 
as inspections and certifying plans.  

There are options for how to design the fixed fee component of 
the hybrid fee  
Two alternative options could be used to set the fixed component of the 
hybrid fee:  

• Consents – The fixed fee could be based on the number of consents
an operator has. Appendix 2 includes a table that shows how many
consents each operator currently holds.

• Type of operator – The fixed fee could be based on the type of
operator  for example, a petroleum extraction consent holder, a
disposal consent holder, or an exploration consent holder.

The EPA has informed us that, for the reasons below, consents would not 
be a good basis for setting a monitoring fee:  

• The number of consents held by similar operators varies.

• The number of conditions on each consent varies, and in particular the
number of monitoring conditions varies.

By contrast, the type of operator is a key driver of the level of monitoring 
effort required, and the level of monitoring effort is broadly similar for 
operators of the same type.  

The table below shows the monitoring costs recovered in 2018/19 for the 
four petroleum extraction operators and an operator with a dumping 
consent. The monitoring cost for petroleum extraction operators varies from 
$12,000 to $25,000 – mainly due to petroleum fields that have transitional 
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consents (and therefore less conditions and monitoring needs), than those 
that do not.  

The hybrid monitoring fee would consist of a fixed fee 
and a variable charge 

Fixed fee component of the hybrid monitoring fee 

The fixed fee component of the hybrid fee would recover the following 
monitoring costs: 

• Receiving, assessing and managing records and reports of operations
covered by a marine consent or other permission (excluding marine
science research)

• 50% of time spent on operator liaison

• A portion of the supporting activities that staff do to enable the
monitoring function, namely:

- development and training

- meetings and general administration.

The following table shows the cost of the monitoring activities (including both 
direct costs and costs of supporting activities). These costs were used to 
calculate the fixed fee component.  

The approach for estimating the cost ($478,752) is summarised below (and 
described in more detail in Appendix 2).  

• The total Compliance Team cost was estimated at $2.31 million (direct
cost of $925,000 and indirect cost of $1.38 million).

• The total Compliance Team cost was allocated to key activities based
on the EPA’s assessment of how the team spent their time (shown in
the table on page 24), and an assessment of which activities had
private benefit characteristics and therefore were suited to funding by
third-parties.

• The compliance costs attributable to operators was multiplied by 80%,
(to give $478,752). This figure was used to calculate the fixed
component of the compliance fees.

Variable charge component of the hybrid monitoring fee 

The variable charge component would recover monitoring costs associated 
with inspections and certification of plans.  

The variable charge is calculated using the new hourly rate charge 
discussed in the previous section, with one adjustment: the hourly rate did 
not include the cost of supporting activities because this cost was already 
included in the fixed fee component. 

Activity included in fixed fee Time (hrs)

Cost 
attributable 

to 
operators

80% of cost 
attributable to 

operators

Receipt, assessment or records and reports:

Quarterly reports 640 $124,924 

Monitoring oil record books 80 $15,616 

Operator liaison (50%) 230,767 $184,613 

Development and training 89,999 $71,999 

Meetings and general administration 101,999 $81,599 

Total $478,752 

s 9(2)(b)(ii)
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The fee schedule for the hybrid monitoring fee 
The schedule of fixed fees and variable charges is shown in the two tables 
below. The fees have been calculated using time and resource assumptions 
detailed in Appendix 2. 

Fixed fee component 

Volumes sourced from EEZ Cost Recovery Review prepared by the EPA, 20 August 2019. 

Variable charge component 

Volumes sourced from EEZ Cost Recovery Review prepared by the EPA, 20 August 2019. 

Indicative fee volumes and amount of cost recovered 
The following table indicates what each operator would pay per year based 
on the hybrid fee design, and the amount of cost that would be recovered.  

Fixed fees range from about $22,000 for an operator undertaking a 
permitted activity or a marine exploration consent holder, to $102,000 for a 
disposal consent holder. Including the estimated variable charges, indicative 
total charges range from $40,000 to $123,000. 

The proposed hybrid fees would recover significantly greater cost from the 
industry. The total cost recovered in 2018/19 for monitoring activities was 
$118,000. By comparison, just four of the proposed new fees would recover 
more than that amount alone. 

In total, fixed and variable fees would recover $653,879 in revenue for 
compliance monitoring (28% of total monitoring cost), as shown in the table 
below. 

Type of consent holder Fixed fee Volume Fee 
revenue

Petroleum extraction marine consent $72,499 3 $217,496 

Disposal consent $101,672 1 $101,672 

Disposal consent, intermittent use of area $28,956 2 $57,912 

Minerals extraction marine consent $72,499 0 $0 

Petroleum extraction transitional consent $58,129 1 $58,129 

Exploration marine consent $21,771 1 $21,771 

Permitted activity $21,771 1 $21,771 

Total $478,752 

Activity Cost Volume Revenue

Petroleum and minerals inspections $5,465 7 $38,258 

Disposal inspection (and planning) $8,589 2 $17,177 

Review  and certif ication of plans

Routine $6,246 5 $31,231 

Medium $12,492 5 $62,462 

Complex $23,423 1 $23,423 

Burial at sea $1,288 2 $2,575 

Total variable revenue $175,127 

Operator type

Annual 
fixed fee Inspection

Review / 
cert of plan

Total 
variable 
charge

Indicative 
total 

charges
Petroleum extraction marine 
consent holder

$72,499 $5,465 $12,492 $17,958 $90,456 

Disposal consent holder $101,672 $8,589 $12,492 $21,081 $122,753 

Disposal consent, intermittent 
use of area

$28,956 $8,589 $6,246 $14,835 $43,791 

Minerals extraction marine 
consent

$72,499 $5,465 $12,492 $17,958 $90,456 

Petroleum extraction 
transitional consent

$58,129 $5,465 $12,492 $17,958 $76,087 

Exploration marine consent $21,771 $5,465 $12,492 $17,958 $39,729 

Permitted activity $21,771 $5,465 $12,492 $17,958 $39,729 

Variable charges
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How this compares to what other regulators charge 
Under the Crown Minerals (Petroleum Fees) Regulations 2016, the holders 
of mining permits are required to pay an annual fee to New Zealand 
Petroleum and Minerals that covers the costs associated with administration 
and monitoring. The annual fee is between $15,000 and $94,950 per year. 

Under the Health and Safety at Work (Petroleum Exploration and Extraction) 
Regulations 2016, the operator of an offshore petroleum installation is 
required to pay a fee for approval of a safety case that lasts for five years. 
Safety case fees range from $73,000 to $104,000, and amendments to 
safety cases attract fees between $34,000 and $54,000. 

In Australia, the National Offshore Petroleum Safety and Environmental 
Management Authority charges an annual levy for its environmental 
management work. The levy for an individual offshore petroleum facility is 
AUD534,600 per year.  

The EPA (under either cost recovery options) would 
recover more cost from regulated parties than it has 
before, and industry should be consulted about this 
change 
It is critical that MfE consults with industry on any proposed changes to 
increase the level of cost recovery (as required under the EEZ Act), to make 
sure that the changes do not introduce any unintended behaviours or 
consequences, and to make sure the changes support – or at least do not 
hinder – the EPA’s ability to achieve its regulatory objectives. 

Indicative revenue

Fixed fee 478,752 

Variable charges 175,127 

Total $653,879 
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APPENDIX 1: COST RECOVERY PRINCIPLES 
We used the following cost recovery principles in our review. The principles 
draw on guidance from the Treasury and the Office of the Auditor‐General, 
and are consistent with what is often written into legislation (for example, 
NSP and EEZ legislation). 

Authority 
The EPA must have the legal authority to recover costs. 

Effectiveness 
The fees and charges regime should support the EPA’s regulatory objectives, 
and evasion opportunities should be mitigated to acceptable levels. 
Resources should be allocated in a way that contributes to the outcomes being 
sought by the activity. The level of funding should be fit for purpose.  

Efficiency 
Costs should be allocated in a way that ensures that maximum benefits are 
delivered at minimum cost, in relation to both the EPA’s administration costs 
and fee payers’ compliance costs. Cost recovery design should enable 
activity to be delivered to a level of quality appropriate for the 
circumstances.  
Fees and charges should be proportional to the costs and benefits of the 
regulated activity. 
Costs should be recovered only to meet the actual and reasonable level of 
expenditure (including indirect costs) that the EPA incurred in carrying out a 
particular function or activity. 

Consultation 
The entity should engage in meaningful consultation with stakeholders, and 
there should be an opportunity for stakeholders to contribute to the policy 
and design of the cost recovery activity. 

Transparency 
Information about the EPA’s activity and its costs should be available in an 
accessible way to all stakeholders. The cost recovery analysis should be 
approached in an ‘open book’ manner. Detailed information about the cost 
drivers and the components that make up the charges should be made 
available to stakeholders. 
The basis for cost recovery should reflect the following underlying drivers of 
cost. 
• As closely as practicable, costs should be identified and allocated in

relation to a function or service for the period in which it is performed.
• The fee payer should be able to understand the basis for the fee or

charge, and its underlying cost.

Equity 
Fees and charges should recover costs from those who create the need for the 
relevant activities. 
• Cost should be recovered from those who benefit from a service, or who

create the need for the EPA to take a particular action (that is, those who
increase a risk).

• The immediate and long-term impacts of the cost recovery regime should
be identified, including with respect to stakeholders being treated
equitably.

• Fees and charges should be applied consistently. Those in like
circumstances should be liable to pay the same amount

Simplicity 
The cost recovery regime should be straightforward and understandable to 
relevant stakeholders. The costs of participation should be kept low and 
evasion opportunities mitigated to acceptable levels. The amount payable 
should be predictable.  

Accountability 
Public entities are accountable to Parliament and to the public. In practical 
terms, this can be demonstrated by consultation with stakeholders about 
change, through recording any surpluses and deficits generated by cost 
recovery regimes, through reporting on performance, and through reviews 
of the use of powers to set fees under regulation. 
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