
 
 

 
   

 

NEW ZEALAND: INVENTORY OF ESTIMATED BUDGETARY SUPPORT  
AND TAX EXPENDITURES FOR FOSSIL-FUELS 

 

Energy resources and market structure 

Relative to the size of its market, New Zealand is reasonably well-endowed with fossil-energy resources. It is 
a net exporter of coal, but imports the lion’s share of its oil; natural-gas production is in decline, as the Maui 
field—the main producing field since the end of the 1970s—nears economic exhaustion, which is forcing down 
consumption as there are no facilities to import gas. Oil is the leading fuel in the primary energy mix, accounting 
for about a third of total energy supply, followed by natural gas, with 19%. Renewable sources like geothermal 
energy, wind, and solar power together supply a further 21%—the second-largest share of geothermal energy in 
the OECD (after Iceland)—hydropower 12%, coal 9% and biomass 6%. On balance, imports account for only 
10% of total energy supply.  

Despite pioneering moves to liberalise the energy industry in the 1980s and 1990s, the state retains 
significant ownership stakes, notably in electricity. The oil industry was liberalised in the 1980s, removing price 
controls, government involvement in refining, licensing requirements for wholesalers and retailers, and 
restrictions on imports of refined products. Upstream oil and gas production is dominated by Shell, which operates 
the Maui field in partnership with Todd Energy through Shell Todd Oil Services. BP, Caltex, Mobil and Z Energy 
own more than two-thirds of New Zealand’s only refinery at Marsden Point; the remaining shares are owned by 
outside and institutional investors. Together with Gull Petroleum, these companies are responsible for wholesaling 
and retailing. The natural-gas market was deregulated in the 1980s and 1990s, though the government still holds 
an interest in downstream retailers through two state-owned enterprises (SOEs), Genesis Energy and Mighty 
River Power, which have started to move into upstream activities.  

Meridian Energy, another SOE, together with Genesis and Mighty River, hold the bulk of power-generation 
capacity. The SOE, Transpower, is responsible for transmission, while close to 30 companies own and operate 
local distribution networks. The ownership of distribution companies is a mix of public listings, shareholder co-
operatives, community trusts, and local bodies; most are owned by trusts. Distribution and retailing are 
structurally unbundled and the retail market is completely contestable. There is a high degree of vertical 
integration between generation and retail activities, with the five main generators controlling almost all retail 
sales.  

Prices, taxes and support mechanisms 

There are no price controls on any fuel or energy service in New Zealand. A goods and services tax (GST), 
which is generally refundable for commercial users, is payable on all fuels and energy services. Gasoline, LPG, 
and compressed natural gas are subject to excise taxes and various special levies. There are also road-user charges 
and other fees imposed on commercial diesel vehicles. The government refunds the excise duty and the GST on 
automotive fuels consumed in certain off-road uses. An Energy Resources Levy is applied to natural gas produced 
from fields discovered before 1986 and on some opencast coal production. Some tax breaks and royalty 
reductions were put in place as part of a suite of measures to encourage exploration for new oil and gas reserves 
(also offshore) but the royalty reductions expired at the end of 2009. There are also special levies on natural gas 
and electricity to fund safety-related regulatory activities. There are no subsidies on gas or electricity for low-
income consumers.  
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Data documentation 

General notes 

The fiscal year in New Zealand runs from 1 July to 30 June. Following OECD convention, data are 
allocated to the starting calendar year so that data covering the period July 2005 to June 2006 are 
allocated to 2005.  

Producer Support Estimate 

Tax Deductions for Petroleum-Mining Expenditures1

The current taxation scheme for petroleum extraction has been in place since 1991.

 (no data available) 

2

Petroleum development expenditure is deductible in equal amounts over an accelerated seven-year 
period. Petroleum development expenditure is defined as expenditure incurred by a petroleum miner 
that directly concerns a permit area, and is for acquiring, constructing, or planning petroleum-mining 
assets. While income from a petroleum field with a life shorter than seven years may be over-taxed as a 
result of this provision, income from a petroleum field with a life of more than seven years may end up 
being under-taxed. 

 It comprises two 
concessions relating to the treatment of petroleum-mining expenditure. Exploration expenditure is fully 
deductible in the year in which it is incurred, including expenditure of a capital nature. Qualifying 
exploration expenditure includes exploratory-well expenditure, prospecting expenditure, and 
expenditure to acquire an existing privilege, a prospecting permit for petroleum, or an exploration 
permit for petroleum. 

In 2008, a number of additional concessions were granted. Petroleum asset owners have been given the 
option of using a reserve depletion method for calculating tax depreciation on petroleum development 
expenditure, in addition to the standard seven-year straight-line option. The reserve depletion options 
allows for tax recovery of development expenditure to be made in line with the field’s production 
profile. It was introduced to deal with a concern that petroleum miners may be discouraged under the 
previous regime from investing in projects that have a life span of less than seven years. This option, 
which applies from 1 April 2008, is not available for fields already in production at 1 April 2008. 

Another 2008 amendment allows the deduction for development expenditure to begin from the date at 
which the expenditure is incurred. Previously this had been only available to offshore petroleum 
development, with onshore development expenditure deductible only from the date that commercial 
production starts. This distinction has therefore been removed. Petroleum-mining companies have also 
been given the ability to deduct any unallocated expenditure when a production well stops producing 
when a taxpayer is depreciating development expenditure under the reserve depletion method. 

                                                      
1 There is also a concessionary tax regime in place for the mining of “specified minerals” such as gold, 

silver, alumina minerals and silica, whereby a mining company can deduct all exploration and 
development expenditure in the year in which it is incurred, irrespective of whether or not it is paid 
for the acquisition of an asset. However, the list of specified minerals does not include coal, which is 
taxed under the same rules as ordinary companies.  

2 In the Crown Minerals Act of 1991, petroleum is defined as any naturally occurring hydrocarbon 
(other than coal), or mixtures of, whether in a gaseous, liquid, or solid state.  
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The New Zealand government does not collect data on all tax expenditures as the compliance cost of 
collecting additional data is, in some instances, deemed prohibitive. Uncollected data include the 
deductions for petroleum mining. The 2010 Tax Expenditure Statement was the first time New Zealand 
has released tax expenditure data since 1984.  

Legal Sources: Sections DT 1, DT 5, and EJ 12 of the Income Tax Act of 2007 
(www.legislation.govt.nz/). 

Sources: New Zealand Treasury (various years [a]), AUPEC (2009), McDouall Stuart (2009). 

Reduction in Royalty Payments for Petroleum (no data available) 

To provide the Crown with a fair financial return, all petroleum exploration and mining permits are 
granted subject to conditions that require the permit holder to calculate and pay royalties to the Crown.3

• An ad valorem royalty (AVR) component of 5% payable on the basis of either a sales price 
received or, where there has been no sale or no arm’s length sale, the deemed sales price; 
and  

 
Since 1995 the standard royalty regime for petroleum comprises:  

• An accounting profits royalty (APR) component of 20% payable on the difference between 
revenue received from the sale of products and the costs of extracting, processing and 
selling those products up to the point of sale.  

In respect of an exploration permit, the permit holder is liable to pay only the AVR. For all mining 
permits with net sales above NZD 1 million, the permit holder is required to calculate for each period 
for which a royalty return must be provided both the AVR and the APR, and pay whichever is the 
higher. Typically, AVR is paid in the early years of production as prior costs are netted against revenue 
and at the end of the field’s life, as production falls. APR is typically paid during the peak years of 
production of non-marginal fields.  

In 2004, as part of a suite of measures to encourage exploration for new natural-gas reserves, the 
government announced that royalty payments would be reduced. In summary, for any discovery made 
between 30 June 2004 and 31 December 2009, the royalty regime comprised: 

• An AVR component of 1% on natural gas and 5% on oil; and  

• An APR component of 15% on the first NZD 750 million (cumulative) gross sales from an 
offshore discovery, the first NZD 250 million (cumulative) gross sales from an onshore 
discovery, and a 20% accounting-profits royalty on any additional production.  

In addition, royalty, prospecting and exploration costs incurred anywhere in New Zealand between 
30 June 2004 and 31 December 2009 were made deductible for the purposes of calculating the 
accounting profits. Outside this time frame, prospecting and exploration costs deductible for the 
purposes of calculating the accounting-profits royalty are ring-fenced, in that they are limited to the area 
of the mining permit and preceding exploration permit. As such, the measure no longer applied as of 
31 December 2009.  

                                                      
3 Under the Crown Minerals Act 1991, the Crown owns all in-ground petroleum, gold and silver in 

New Zealand and approximately half of the coal and other mineral resources. It also has jurisdiction 
of the petroleum and minerals in New Zealand’s exclusive economic zone and continental shelf.  

http://www.legislation.govt.nz/�
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While data on the value of total petroleum royalties received by the government are available, estimates 
of the revenue forgone as a result of the reduction in royalty payments are not calculated.  

Sources: Crown Minerals (2005). 

Non-Resident Drilling Rig and Seismic Ship Tax Exemption (no data available) 

On 1 October 2005, an exemption from income tax on income derived from petroleum exploration and 
development activities in an offshore permit area in New Zealand by a non-resident company was 
introduced. The original exemption was for a five-year period, starting at the beginning of the non-
resident company’s 2005/06 financial year and ending on 31 December 2009. The exemption was, 
however, recently extended by a further five years to end on 31 December 2014.  

Exploration and development activities are here defined as the operation of a ship to provide seismic 
survey readings or the drilling of an exploratory well or other well. These activities must be undertaken 
for the purposes of identifying and developing exploitable petroleum deposits or occurrences in an 
offshore permit area.  

This provision was introduced as part of the package announced in June 2004 to boost natural-gas 
exploration. Prior to this, non-resident drilling-rig operators and seismic-ship operators were taxed on 
their income derived from New Zealand operations from the first day of their presence in New Zealand, 
the same as non-residence operators undertaking other activities.4

The change means that non-resident offshore rig operators and non-resident operators of seismic survey 
ships have been exempt from paying company tax on their profits in New Zealand from 2004. The 
reason for targeting only non-residents is that only non-residents currently provide the types of services 
covered by the exemption.  

  

Information on the revenue foregone as a result of this policy measure is not available.  

Legal Sources: Section CW 57 of the Income Tax Act of 2007 (www.legislation.govt.nz/). 

Consumer Support Estimate 

Motor-Spirits Excise Duty Refund (data for 1997- ) 

A motor-spirits excise duty is charged in New Zealand on the sale of certain types of fuel to final 
consumers (currently NZD 0.50524 per litre on gasoline as from 1 August 2012). Taxable fuels include 
gasoline, LPG, and compressed natural gas (CNG). As of 1 October 2008, all the revenue from this 
excise duty—along with road-user charges, motor-vehicle registration, and licensing fees—are paid into 
the National Land Transport Fund and used for road construction and maintenance purposes only. Prior 
to this date, the government retained a large proportion of the revenue collected from the excise duty 
charged on gasoline in the general consolidated account.  

In general terms, the government allows a refund of the excise duty and the goods and services tax 
(GST) charged on motor spirits for fuel consumed in off-road usage. Examples of eligible uses would 

                                                      
4 An exception is provided under some double-tax agreements, whereby non-resident operators are 

only taxed on their New-Zealand-derived income if they are in New Zealand for longer than 
183 days.  

http://www.legislation.govt.nz/�
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include agricultural vehicles, commercial vessels, and certain licensed vehicles. Refunds are applied for 
and verified by the New Zealand Transport Agency. Only those applicants meeting legislative and 
regulative requirements have their refund applications approved.  

In addition, provision has been made for the refund of the Accident Compensation Corporation (ACC) 
Levy for exempted vehicles and for fuel used for commercial purposes (currently NZD 0.099 per litre). 
The ACC levy was introduced on 1 October 1991 and goes into the ACC Motor Vehicle Account, 
which covers the cost of accidents and rehabilitation for victims of accidents. These refunds are 
automatically added onto the refund of fuel excise duty.  

Diesel fuel does not qualify for any refunds since it is not subject to the motor-spirits excise duty. 
Estimates of the annual fuel-tax refunds are available within the Budget documents. The refunds 
typically account for around 3 to 4% of the revenue collected through the motor-spirits excise duty.  

Under a baseline that considers the motor-spirits excise duty to be a substitute for a road-user fee, 
exempting motor fuel used off-highway from excise taxes does not constitute a tax expenditure. Under 
an alternative baseline where all uses of motor fuels are taxed in the same way, an exemption from the 
motor-spirits excise duty would, however, be considered a tax expenditure. This baseline implicitly 
assumes that the motor-spirits excise duty is specifically intended to raise general revenue by raising the 
price of the taxed item, or to reduce externalities associated with the consumption of the fuel, but not 
the externalities associated with the use of vehicles on highways, or the direct cost of funding the 
highway system. We adopt this approach here in measuring support for the consumption of fossil fuels 
in New Zealand.  

We allocate the annual amounts reported in budget documents to gasoline and LPG on the basis of the 
IEA’s Energy Balances for the agriculture, fisheries, and commercial services sectors.  

Sources: New Zealand Transport Agency (2007), New Zealand Treasury (various years [b]), IEA. 

Tag: NZL_te_01 

Risk-Sharing Agreement with Genesis Energy (no data available) 

On 12 August 2004, the New Zealand Government agreed with Genesis Power Limited, a state-owned 
enterprise, to underwrite its fuel-supply risk in developing a gas-fired electricity generation plant at its 
Huntly site for up to a maximum of ten years. This government guarantee allowed the company to 
proceed forward with the project.  

This measure is viewed by the government as a one-off agreement to provide certainty in the electricity 
sector during the transition to the post-Maui environment (see “Energy resources and market structure” 
above). Under the agreement, the Crown will compensate Genesis in the event it is unable to secure the 
gas that it needs.  

To date, the government has not had to pay any compensation to Genesis under the terms of the deed. 
Information on the value of the agreement to Genesis is commercially confidential.  

Sources: Hodgson (2004), New Zealand Treasury (2004). 
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General Services Support Estimate 

Research and Development (data for 1995- ) 

The New Zealand Government is funding research and development related to energy on a project-by-
project basis through its Science & Innovation Group (MSI)—a new agency tasked with missions that 
were previously under the responsibility of the Foundation for Research, Science and Technology 
(FRST). GNS Science, a Crown Research Institute, usually provides most of the oil and gas specific 
research under multi-year programme contracts to MSI (FRST prior to 2011). This work ranges from 
‘big-picture’ research into the tectonic evolution of the New Zealand continent, to detailed laboratory 
analysis of key geological and geochemical components of petroleum systems. One of the main goals of 
the research is to reduce the perceived geological uncertainties for petroleum exploration in New 
Zealand.  

In 2010, New Zealand Petroleum & Minerals (formerly Crown Minerals) contracted GNS Science to 
deliver a two-year Petroleum Exploration and Geosciences Initiative (PEGI) Project worth 
NZD 7.8 million. The set of 14 individual but broadly inter-related projects featured a range of 
evaluation and research focusing on Taranaki, New Zealand’s only current commercially producing 
petroleum region. The initiative was eventually completed by April 2012. Just over half 
(NZD 4 million) was funded by New Zealand Petroleum & Minerals, with the remaining 
NZD 3.8 million from GNS using FRST grants. Meanwhile, there appears to be little direct research 
funding provided for coal.  

Estimates of the total annual value of research funding relating to fossil fuels are not directly available, 
and had to be compiled by adding up the annual allocations of relevant programmes existing in any one 
year. Starting in FY2010/11, detailed data at the programme-level are not available anymore, and 
estimates thereafter come from the regular budget documentation. We use here the appropriations as 
reported for the Ministry of Science and Innovation under the “Energy and Minerals Research” heading. 
Budget documents indicate that this concerns “research and research applications to improve mineral 
extraction, improve energy security and to obtain efficient and affordable energy use.”  

We allocate this programme to the GSSE since it does not necessarily increase current production or 
consumption of fossil fuels. It also benefits the oil and natural-gas industry as a whole. We use 
production data from the IEA’s Energy Balances to allocate the annual amounts reported in budget 
documents to oil and natural-gas extraction. Data are not available for the years 2001 to 2003.  

Sources: McDouall Stuart (2009), GNS Science (various years), FRST (various years), New Zealand 
Treasury (various years [b]), IEA. 

Tag: NZL_dt_01 

Acquisition of Petroleum Exploration Data (data for 2004- ) 

As part of a suite of measures announced in June 2004, the New Zealand Government committed 
NZD 15 million over three years (FY2004/05 to FY2006/07) to fund the acquisition and processing of 
high-quality 2D seismic data in New Zealand’s offshore basins. The programme is administered by 
New Zealand Petroleum & Minerals (formerly Crown Minerals) in close working relationship with the 
industry and GNS Science, who is contracted to process the seismic data collected. Seismic surveying is 
central to the government’s strategy of attracting oil majors to explore New Zealand’s petroleum 
potential. Before a new acreage area (block offer) is released, seismic data is collected, processed and 
interpreted—then made freely available to companies interested in bidding for exploration permits. 
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Following the success of the programme in attracting exploration interest, further government funding 
has been provided to support seismic data acquisition.  

We allocate this programme to the GSSE since it does not necessarily increase current production or 
consumption of fossil fuels. It also benefits the oil and natural-gas industry as a whole. We use 
production data from the IEA’s Energy Balances to allocate the annual amounts reported in budget 
documents to oil and natural-gas extraction.  

Sources: New Zealand Treasury (various years [b]), New Zealand Petroleum & Minerals (various 
years), IEA. 

Tag: NZL_dt_02 

Management of IEA Oil Stocks (data for 2006- ) 

As part of its membership of the International Energy Agency (IEA), New Zealand is required to hold, 
at any one time, emergency reserve oil stocks equivalent to 90 days of market demand. The industry’s 
normal stockholding practices have in the past been relied on to meet this requirement, with no 
minimum stockholding obligations placed on the industry. In 2004, it became apparent that the 
requirement was no longer complied with. Consequently, since 2007, the government has been meeting 
the country’s overall minimum 90-day net import obligation by tendering for additional oil stocks using 
“ticket” contracts (an option to purchase stock in an IEA-declared emergency) with major oil companies 
overseas. Owing to its growing domestic production in recent years, New Zealand’s IEA stockholding 
obligation has fallen from 3.7 million barrels in 2007 to 0.8 million barrels in 2010.  

As in the case of the United States, and as a result of the policy of “ticket” contracts, part of the 
country’s IEA obligations is financed out of the general government budget. Because petroleum 
stockpiles benefit the oil sector as a whole and—depending on the value of the relevant elasticities—
may also benefit consumers, we allocate the measure to the GSSE. IEA (2007) indicates that roughly 
one-third of New Zealand’s oil stocks are held in the form of crude oil, with the remainder held in the 
form of refined products, of which gasoline accounts for the bigger part. We therefore choose to use this 
ratio in allocating annual funding to crude oil and gasoline.  

Sources: New Zealand Treasury (various years [b]), IEA (2007; 2010). 

Tag: NZL_dt_03 
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