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ADVANCING A CLEAN CAR DISCOUNT

Purpose

This paper reviews options for a Clean Car Discount, wosk'to date, and degisions needed to
progress this policy.

Key points

In order to meet necessary reductionS intransport emissions, in January 2021
Cabinet agreed to an ambitious ClearmvCar Standard regulating a target of a 40%
reduction to the average CO; ofilight vehicles entering New Zealand by 2025. For this
to be achievable, prices ofi 2zero and low'emissien vehicles need to reduce through
government intervention:

The Ministry’s preferredsmechanism tosachievedthis is a “feebate”; there are a number of
design options for you te€onsider totailor this policy

A feebaté medns placing\a fee at point of first registration in New Zealand to
disincentivises;the purchase'ef high emitting vehicles, and using those fees to fund
rebates onvzero anthlow emission vehicles. There is considerable flexibility around
éxact'dollar amouints ofrebates or fees that zero, low, and high emission vehicles
would attract and'When. Cost-neutrality to the Crown over time makes the policy
durable and sustainable.

Feebates\are proven internationally to increase the demand for low and zero
emission vehicles. It is a specific key recommendation made by the Climate Change
Commission, the Productivity Commission and Transpower, and has support of the
motor vehicle industry and public.

In mid-2020, policy design was largely settled with Waka Kotahi having started on
implementation and was approximately 6 months away from completion. This work
was paused, but if resumed in April 2021, would enable the policy to be in full effect at
the start of 2022. Implementation of an incentive later than this timeframe would
jeopardise New Zealand reaching its 2025 CO, Clean Car target and make
subsequent tougher targets harder.

A Bill to advance the Clean Car Standard is being drafted, targeting introduction to
the house in June of this year. Provisions to enable a Clean Car Discount could
potentially be attached to this Bill, if a decision to do so is made by April of this year.
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However, there is a risk that including a Clean Car Discount policy within the Clean
Car Standard Bill would delay the implementation of that Bill, and jeopardise its
passing within 2021.

You can seek agreement to bring in a discount now, and resolve questions of fees, rebates
and exemptions later

. Providing rebates to clean cars does not require legislative change and could begin
as soon as a Budget funding is approved, from July 2021. Doing so would mean the
scheme runs at a loss prior to a neutral position or surplus in a later year. The
purpose of doing this would be to limit a potential large drop off in glean car sales
once a scheme is announced and before it is implemented.

. Decisions on levels of rebates and fees will need to considengarbon abatement and
the intent of cost neutrality over time, and issues of realonperceived fairness., I hese
options are described in this briefing. Further analysis and subsequent agreement by
Cabinet will be required. While decisions on exactfebates and fees.wilhbe recorded
in secondary legislation, decisions on an approdch are needed-tesinform the high
level design of the empowering legislation.

. This briefing sets out a range of options,fora Discount! Our preferred approach would
mean:

The Ministry’s preferred discount design:

. Rebates of $7500 6r more on new electfievehicles

. Rebates comméncing'soon aftef Budgetidecisions

. Large revolving fnddthe extra $250m) to enable immediate rebates and to avoid
scheme runpifigiout of cash,ifdemand is high

. Later ifntroduetion of fees @n all high emissions vehicles, including utes, once
legislatioh and poliey implementation is completed in 2022.

. Excllsion of low safetyrating cars and the most expensive cars from rebates

Withheld under Section 9(2)(f)(iv) of the Official
Recommendations Information Act 1982

We recommend,you:

1 note the ambitious Clean Car Standard of 105g by 2025 requires strong financial
demand measures from next year in order to be achievable and that a Clean Car
Discount as described by this paper is the Ministry’'s recommended intervention.

2 agree to take a paper to Cabinet in April to seek:

e approval to progress the Clean Car Discount policy (with decisions on K\Yés / No
fee/rebate levels to follow later this year)

e agreement to include a Bill to implement a Clean Car Discount on the 2021
Legislation Programme, with approval to either:

(a) amalgamate the Clean Car Discount policy within the Clean Car Standard
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Bill, noting that this has a possibility of delaying the implementation of the b
Clean Car Standard Bill; or Yes /@o

(b) progress a Clean Car Discount as a stand-alone Bill.
Yes / No

agree subject to funding for this work being identified, that Waka Kotahi officials ﬁs / No
will make preparations to be in a position to manually issue rebates on electric

vehicles first registered from 1 July 2021, to avoid a reduction in their sales ahead

of full policy implementation.

note the need for a second set of decisions to finalise policy détailforthe Clean
Car Discount, including the level of rebates and fees that applyto'zero, low, ‘and
i iSSi icles, and the treatment of utes and uns§afe vehicles.

| - /J
Ly / ¢ % i
K/ o /, ,
Ewan Delany Hon Michael Wood
Manager, Environment, Emissions, Minister of Transport
Adaptation
VS NS 2 5
3 \* 7, %
Minister’s office to complete: 0 Approved O Declined
C(Seen By Minister O Not seen by Minister
El.Overtaken by events
Comments
Contacts
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~ " Telephonel W Firsticontact
Ewan Delany, Manager, Environment, Emissions,
Adaptation

Sigurd Magnusson, Senior Policy Adviser, Environment,
Emissions, Adaptation

Withheld under Section 9(2)(a)of the Official
Information Act 1982
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ADVANCING THE CLEAN CAR DISCOUNT

This paper seeks agreement on a number of matters relating to a Clean Car Discount

1.

This paper:

» seeks agreement to progress a vehicle import carbon dioxide (CO.) fee/rebate
(“feebate”) intervention called the Clean Car Discount (the Discount)

e discusses and seeks agreement on the Discount’s key design features, which have
been improved following consultation with the public and the vehicle industry

o seeks agreement to initial policy design and legislativer approach so” that
implementation work can commence.

A Clean Car Discount responds to the key Government priority ef climate change

2.

This proposal is intended to be one of a number of actions taken in response to
Parliament’s declaration of a climate change emergéency. It would also give effect to the
commitment in the Labour Party’s Clean Erdergy Pelicy 2020 and to the Cooperation
Agreement between the Labour and Green,parti€s of “irflereasing the uptake of zero-
emission vehicles”.

The Discount would be one of a, ntmber of transSport policies included in the
Government's first Emission ReductiorrPlan, which, must be published by 31 December
2021. This Plan, led by the Minister.for Climate-Change, will outline the strategies and
policies that will be used#t achieve theirst emissions budget for 2022-2025 and will
be built on to deliver the 'second and thirdudgets (over the 2025-2030 and 2030-2035
periods).

Policy has been developed under preVious government

4.

Two-thirds of\transport emissions come from our light vehicles, which are cars, sport
utility vehieles(SUVs), vans, utes and light trucks all under 3.5 tonnes’. Fortunately,
low emissiof light vehicles offer a substantial, achievable and cost-effective opportunity
tordécarbonise. jt.is Critical to take immediate action to realise this opportunity.

The/Clean.€arStandard and Clean Car Discount policies were initially worked on by
Hon Julie Anne Genter as Associate Minister of Transport in the last term of Parliament,
following, spegific proposals by the Productivity Commission. To realise the light vehicle
opportunity, on 17 June 2019 Cabinet agreed to release the consultation document:
Moving the light vehicle fleet to low-emissions: discussion paper on a Clean Car
Standard and Clean Car Discount [CAB-19-MIN-02873 refers].

The consultation yielded 860 survey responses (87% support for the Clean Car
Discount) and 196 email responses (70% support), together with 1,644 template emails
from an email address set up by the New Zealand National Party that opposed placing
fees on high emission vehicles. The support for the Clean Car Discount is consistent
with ongoing consumer research by EECA, which identifies that the top-most barrier to
electric vehicle purchase in New Zealand is upfront cost, given new electric vehicles
commonly cost $20,000 to $40,000 more than an equivalent fossil fuel vehicle. EECA’s

! Cars and other light vehicles produced 9389 kT of CO; emissions in 2018. This compares to the domestic transport
sector total of 16,484 kT and to NZ's total CO, emissions of 35,080 kT. New Zealand’s emissions including methane
and other gases is 78,862 kT CO,e (Ministry for the Environment, New Zealand's Greenhouse Gas Inventory, 2020).
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research has indicated a minimum $5000 discount on electric vehicles is needed in
order to materially influence consumer behaviour. The proposed funding for the Carbon
Neutral Government Programme funding allows for a subsidy of up to $30,000 to
support Crown entities to purchase electric vehicles.

65% .
Barriers to EV uptake as stated by NZ consumers (source: €£ca)

60%

Not affordable
55%

50% Uncertainty about the

battery

45% ' _
/N J/ 7N\ 4Unsiitablé driving
40% oo/ ¥ ~V -40% range

35% N 36% WRublic charging
stations are not easy
30% ] 780% to find
| dontknow enough
25% aboutithem to
Apr-jun Oct-Dec Apr-Jun Oct-Dec Apr-Jun Oct-Dec @Apr-din  Okt-Dec consider them
17 17 18 18 19 19 20 20

The Motor Industry Association (MIA) and multiple new vehicle distributors are in
favour of the Clean Car Discount, suggesting a discountin the range of $7000 to
$10,000 is necessary to achieve they108g Clean Car Target. A 2020 AA survey
revealed three quarters of respondents supported the principle of raising prices on
vehicles that are above an emissions targef, ‘with,a quarter answering that such fees
should fund the lowering@f prices on more féélefficient cars.

Following consultationy/Ministry ofsTransport officials worked with the vehicle industry
and the Automobile=Association to improve the design of the Standard and the
Discount. Cabinet agreed in eagly 2021 to progress a Bill to implement the Clean Car
Standard, and this-has beénproposed as a Priority 2 bill on the 2021 Legislation
Programie pmeaning it must be passed in the year. No progress has been made on a
Clean CanDiscount since mid-2020.

Key featdres of.the policy.

9.

10.

The Clean’ Car ‘Standard addresses vehicle supply and was designed to be
complemented by policy that encourages demand. A Clean Car Discount remains the
Ministfy's preferred key intervention, and is a specific recommendation of the Climate
Changé Commission and the vehicle industry, and features public support.

The,Clean Car Discount works by placing a fee at point of first registration in New
Zealand on high emitting vehicles, and using those fees to fund rebates on zero and
low emission vehicles. This so-called ‘feebate’ scheme has the attraction of being
revenue-neutral, with Waka Kotahi using a ‘specific reserve’ and a crown loan
appropriation to manage cashflow overs and unders month-to-month and year-to-year.
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Feebate Overview
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The Clean Car Standard target of 105g by 2025 means the motar vehicle industry will
be regulated to rapidly import significantly'more zéro and fewsemission vehicles or face
large financial penalties (refer Annex 2), Zero and low. emission vehicles have more
technology and manufacturing cost. Thisymeans,they ‘cost more to purchase. The
majority of global vehicle sales are\n6W covered by government policies that reduce
purchase price of clean vehicles, in order to meet climate and air quality goals. New
Zealand has no such policy, and until such“geligy is adopted, it is unlikely the Clean
Car Standard target will be"met, even with the best efforts of the motor vehicle industry
and vehicle purchasers.

Key design features 6f thé propasedClean Car Discount are -

Covers_imports only: “Applies to new and used light vehicles entering New
Zealand\at'the point ofipurchase, and not vehicles already in the country.

Costrieutral to the Crown: The funding of rebates would come from fees on high
emissionh vehicles. The schedule of rebates and fees would need to be adjusted
frequently te.ensure the system does not get into long term deficit. Disincentive
fees ensure|thevdurability and effectiveness of the policy, in comparison to
Subsidies or tax exemptions. In order to prevent rebates substantially as clean cars
become popular, fees will need to increase progressively in later years (Refer
Annexd.<case studies) and there is some risk that market will find this challenging.

Focussed on CO; reduction: fees and rebates would be set specifically by CO,

/‘/I J er4qc 44"’/

emissions, and not by vehicle weight nor body type. This could result in an overall § e /

shift towards smaller vehicles, because they tend to have lower emissions.

Consumer-focussed. Labels displaying rebates and fees would be required on
vehicles for sale. Waka Kotahi would administer the scheme and issue rebates and
fees, not vehicle sellers, to ensure consumers receive them and their full value.

Priced on a CO; continuum not bands: each gram of CO. results in a slightly
different price treatment, avoiding gaming and rorting experienced overseas (Refer
Annex 3).

Exceptions and scope: Vehicles of social and historic value would be excluded.
Vehicles with very poor crash safety can be excluded from discounts, to prevent
their proliferation. Vehicles above a price cap (proposed to be set to $80,000)
would be excluded from discounts, to avoid luxury vehicles receiving unnecessary

BUDGET SENSITIVE
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subsidy, though such vehicles would still be subject to fees if they produce
sufficient CO, emissions.

Withheld under Section 9(2)(f)(iv) of the Official Information Act 1982

13.  The 2019 Clean Car Discount consultation document proposed asschedule of rebates
and fees on vehicles of varying emission levels that would adjustien an,annual.basis.

* If rebates are to commence in the middle of the year, thesn interim rebate figures
for electric vehicles needs to be finalised very soon.

¢ |frebates are not to commence until the start of 2022 then the level of tebates and
fees is not urgent but will be needed in time tg draft regulations-later in 2020.

A straightforward subsidy for low emissions vehicles i§ not desirablefas an alternative

14.  Conceptually, feebates attempt to make péople hear the soeialeosts (in the case of
fees), or receive the social benefit (in the ease of rebates), of their vehicle choices.
Consumers who purchase emissions.intensive vehigles prepay a fee in recognition of
the increased environmental and eeonomic costsstheyare’imposing. These fees are
then used to reward consumersywho‘opt to buy vehicles that will contribute to
lowering New Zealand’s carbon emissions.

15. A subsidy funded by genésal taxation is netfecommended because that places no
disincentive effect ongourchasing high emission vehicles, and it externalises the costs
of purchasing such.vehicles. The disinceniive effect of fees is modelled to provide a
more significant a roleyin‘reducing emissions than the incentive effect of discounts on
clean cars. Asubsidy-also risks'being expensive for the Crown and the public, and
thus pronesto beingrterminated as'soon as the volume of vehicles it addresses rises,
reducing(its ability to transition‘the market from fossil fuel to zero emission vehicles.

This policy will require updates to/GST and EECA legislation

16. ~We recommendithat GST should not apply to the discounts and fees, as it would under
current legislation.*This is because no good or service is being provided through the
rebate onfee, It.avoids perverse outcomes from businesses receiving smaller fees than
individuals (because businesses can offset their GST). This decision may have a fiscal
impactof no more than $1m per year or $4m over the forecast period. An amendment
to,.the GST Act would be needed to clarify the rebate is not subject to GST. Treasury
and\Revenue officials are unsupportive of this proposal as they wish to avoid a
precedent.

17.  We propose that Clean Car Discount information (CO, emissions, discounts, and fees)
is displayed on vehicles for sale, and in electronic form on any vehicle sales website,
including a vehicle dealer’'s own website. This will be achieved through updates to the
Energy Efficiency (Vehicle Fuel Economy Labelling) Regulations 2007 (the VFEL
regulations), which are made under the Energy Efficiency and Conservation Act 2000
(the EEC Act). The Ministry, MBIE, and EECA have begun scoping and preliminary

2 Due to emissions from electricity or hydrogen production as well as vehicle and battery manufacture.
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work around this topic. A concept for an updated interim label is attached as Annex 1
to this briefing.

Withheld under Section 9(2)(h)of the Offieial Information Aet 1982

DESIGN OPTIONS

A number of inter-related decisions need to be prade toompletethe.policy design:

19.  Minister have a choice about the timing, offfebates.giverito clean cars. This will only
affect the short term cost profile for the policy, as,either option would be revenue neutral
within a small number of years, It will also affectithe impact on electric vehicle sales:

Option 1:
Issue rebates from 1 July 2021 apd impose fees once Jegislation is in
force (RECOMMENDED)

This option enables sales of 26roand low emission vehicles to lift
rather than plummet followingthe policy announcement.

Could occur as sbonsas there was Budget approval, as no legislative

Waka Kotahi could implement the rebate with very short notice (3
month [éad time) using asimpler and more manual process.

Waka Kotahi waeuldirequire a small amount of funding for the period
April to Jung2021)in addition to operational funding July 2021 to
December 2021.

Thesinitialarrangements of rebates would need to be simplified. A
fdlly elegtric vehicle would get a specific figure and a plug in hybrid a
reduced level. Used vehicles could receive a smaller rebate than new.
Fuel efficient vehicles and hybrids would not receive a rebate initially.

At the start of 2022, once the legislation is in place, and Waka Kotahi
has had time for implementation, then graduated rebates on fuel
efficient cars would commence, together with fees on high emission
vehicles.

Requires a much larger amount of money borrowed in year one given
revenue can only be collected once the legislation is in force.

Can still be revenue neutral by income collected in future years.

change is needed to isSue a rebate in the form of a Government grant.

Option 2;
Issue rebates and impose fees from 2022
(once legislation is in force)

This option risks sales of zero and low
emission vehicle plummet for at least six
months while buyers await rebates to start.

Announce policy but wait to issue rebates
only when Waka Kotahi and legislation are
both ready for the full scheme at the start
of 2022.

This would put financial strain onto
businesses that exclusively or significantly
focus on selling low or zero emission
vehicles.

BUDGET SENSITIVE

Page 9 of 18




BUDGET SENSITIVE

20.  There are multiple approaches to progress the legislation required to implement the

Clean Car Discount policy. Two options are:

Option 1:
One Bill for Clean Car Standard and Discount.

This option reduces legislative workload and allows more
efficient management of any design interactions between the
two Clean Car policies.

Requires Cabinet approval to add the policy to the existing
legislative bid for the Clean Car Standard.

Need Cabinet policy approval in April to allow drafting
instructions to be issued to PCO. Subject to Office of the Clerk
and potentially Business Committee approval to introduce an
omnibus bill.

If legislation passes in the year, allows fees and rebates to be
applied from early 2022.

Real risk that a delay in the Discount or Standard affects,the
timeline of the other, including the possibility that theBill will
not be passed in the year.

Option 2:
Stand-alone Bill for the Discount

Ensures the Clean Car Standard can progress on its
existing timetable, to be passed in the year.

The Discount to operate quicker or slower as the
wish may be, in ordefto serve other go@ls around
CO: reduction and financial position of the,policy.

Option to cognate both Bills if thelegislative
timetabjé aligns.

Requires Cabinet approvalto seek a place on the
2021 Legislation Programme.

Removes depengdencies between Discount and
Standardt

The treatment of utes needs particular thought

21.  The high sales volumes combined witl Veryhigh emissions levels of utes contribute to
significantly raising New Zealand’s average vehicle emissions. Unfortunately at this
time there are no‘hybridwer fully€lectric-ttes available, though these are expected to
arrive in the market within one to two years. While many utes are purchased for
productive ‘workbotse’ use, thesrapid acceleration of uptake shows they are commonly
bought fof lifestyle. Many‘popular new utes now sell for over $60,000, suggesting
buyers waodld not be greatly sensitive to a small fee. The proliferation of utes in New
Zealand is incompatible with transport decarbonisation, until such time as low and zero

emissiondtes arereadily‘available.

224 _/Some buyefs maybe able to instead select SUVs and vans, given these are already
available,inshybrid and electric formats both in the new and used market. However,
drivers'withhgenuine need for 4WD or open-tray format vehicles will have little ability to
avoidipaying a fee. A decision needs to be made on whether them paying a fee is
considered an appropriate contribution to social costs, or whether some form of

concession is justified.

23. "=The Ministry, Waka Kotahi and Ministry for the Environment recommend that no
concession be given because of the considerable adverse environmental and health
impacts, notwithstanding the lack of alternatives currently in the market. this would also
reflect the speed with which we must all adjust in order to decarbonise transport.

24. However, if a concession is applied, it should be as time-bound, limited in scope, and
limited in financial value as possible. Any concession would reduce income to the
scheme, placing it into initial deficit, and thus a greater funding pool would be necessary

for rebates.

BUDGET SENSITIVE
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25. Ute buyers (and other high emission vehicle buyers) would already receive a
concession by default, given six months minimum are needed to implement the
systems for fees and to progress the legislation. This gives buyers some scope to avoid
a fee by making their next purchase between announcement and implementation of
fees. We would predict a rise in ute purchases before the policy is in effect, based on
experience in other markets. Examples of concessions you could make are:

. Provide a discount to utes that meet harmful emission standards (Euro 6). This
acknowledges there is little CO. reduction, but still a reduction in NOx and
particulate emissions that cause respiratory illness®.

. Remove or reduce the fee on utes with the lowest emissions. Their emissions
would still be high compared to other vehicles, but, at Ie more buyer ould

avoid the highest emission variants. The 2019 consultati | ent
this approach.
. Remove or reduce the fee on utes if bought by usi eets [
strict sustainability criteria. This adds administrati lexity. ﬂ'g [ A2 g
The Clean Car Discount requires new appropriations a wn Ioans evenue P 55 ( '//’4 ‘1
neutral A LA,

26. To progress, the Clean Car Discount

. a repayable loan of $6.8* millio

| year for Waka Kotahi to
fund implementation wor porti ill be applied to work
already done to date. &
illio

o an appropnatlon 0 ver fund the cashflow deficits for
moments in tim 2 more re d internal costs are paid than fees
collected, th |ch @ ow effectively the policy can operate,

o up to $8 ery ating costs, which would be funded from
revenue the sc

. eserv acts like a bank account, administered by Waka

rack the me’s accumulated funding and spending

ear cashflow position of rebates and fees. The size of the ‘overdraft limit’ is
r ibed by the appropriation provided following decisions on Budget 2021. This

y
O e dictates other constraints and settings of the policy:

3 Less than 10% of light diesel vehicles imported during 2020 met the Euro 6 requirement. Most light diesel imports are
utes. Our two most popular models, Ford Ranger and Toyota Hilux, have been required to meet this standard for
six years in the UK due to regulation that does not apply here.

4 This was $6.6M and the operating costs were $7M. Updated figures were supplied by Waka Koathi in March 2021.

BUDGET SENSITIVE
Page 11 of 18



BUDGET SENSITIVE

Please note due to changes in the policy settings these estimates in the table below are now out-of-date

lllustrative Scenario One (Lower Ambition)

lllustrative Scenario Two (Higher Ambition)

$36.6m Repayable Loan
- of which $30m is for rebate funding and operating.

(In line with 2019 public consultation and
Clean Car Discount in Budget 2021 bid)

Additional $265m Repayable Loan

- All of this increase going to additional rebate funding,
alongside a temporary concession to utes and other
high-emitting vehicles

(Same dollar figure as Enhanced Clean Car Discount in
Budget 2021 bid but now with recommendation all be
deemed repayable by WakaKotahi)

The incremental cumulative impact of the Clean Car
Discount from 2022 to 2050 is a reduction of between 1.7
and 6.1 mega tonnes® of CO2

The incremental net present value (NPV) ranges from
$30m to $9,90m, and the incremental benefit to cost ratio
(BCR) ranges from 1.2 to 2.5. The marginal abatement cost
(MAC)® per tonne of CO2 ranges from -520 to -$165.

The incrementalgcumulative impact of the Clean Car
Discount from2022 to 2050 is a reduction of between 2.6
and 9.2 mega tonnes,of CO..

The inctemental net preSentwvalue (NPV) ranges from
$180m t0'S1,830m, and"thetincremental benefit to cost
ratio #(BCR) ranges| from 1.8 to 3.5. The marginal
abatemént cost{MAC) pertonne of CO: ranges from -$07
to -5199.

Benefits:
Less funding required.

Consistent with original consultation document.

Benefits

Greater CO2 reduction. More consistent with 2030 and
future climate goals. (Subject to final policy settings)

Erables rebates from 1 July 2021, six months prior to the
introduction of fees.

Enables temporary concession on utes.

Rebates on clean vehicles can be larger and have greater
effect.

Enables greater deficits to occur whether forecast (e.g. to
support immediate rebates) or not (due to better than
expected uptake of clean cars)

The larger repayable loan enables a greater level of year
1 deficit possible ahead of later surplus position.

Originally this option was presented in Budget 2021 as a
one-off appropriation. We now consider that this
amount could be repayable, by setting future fee levels
more optimally. The size of this appropriation is scalable.

Risks and'negatives:

Rebates could easily exhaust all funding available because
itis limited to a maximum $30M cashflow deficit.

Risks and negatives:

$ High-end estimates assume the level of behavioural responses is around 4 times higher than the low-end estimates.

6§ A marginal abatement cost is a measure of the cost-effectiveness of the policy intervention in reducing GHG
emissions. It is calculated by dividing the net present value (NPV) of the intervention with the expected reduction
in emissions from implementation of the intervention. When the estimated MAC is negative, it indicates the
policy intervention has a net benefit from implementation.

BUDGET SENSITIVE
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Consumers would be subject to lolly-scramble effect
where rebates are not available throughout year (see
example Annex 3).

Rebates on clear vehicles will be smaller, and have lesser
effect.

Lower CO? abatement. Less consistent with 2030 and
longer-term emissions targets.

Rebates will begin at least six months after policy is
announced, meaning EV sales will stagnate for the rest of
2021

Requires income from day one to prevent exhausting
rebate funding. Rebates should not commence earlier
than fees, and fee should remain higher (Concessions to
utes not recommended.)

Still some risk that funding level is exhausted, if
consumer interest in clean cars greatly exceeds
expectations, and/or if level of fees are set too low.

If rebates commence six months before fees commence,
the cost of those initial six months of rebate is estimated
to be approximately $80M. In addition Waka Kotahi
indicates a need for a small additional operational spend.
This makes it harder for the policy later achieving cost
neutrality (unless this additional funding is not to be
repayable).

Example year one settings and resuiting outcomes:

Hlustration only — actual fees subject to further analysis
and discussion.

Rebates: $5000 (new) (originally S2000
$2600 (used) (unchangea
Max Fee: $3000 (new) (unchanaed)

$1500 (used) (unchanged)

100

2021 2022 2023 2024

2025

ssion \0

; &7 0 (new) (o oinally SE000
3000 (used) (o7 igimaliv 52500

EQ, $3500 (new) (07

$1500(Used)fUHrhunGru

2026 2027 2028 2029 2030

Scenarios 1 and 2 both sit within the orange range for Clean Car Discount (CCD) shown above. It is possible, for
example with higher fees being imposed, or via an additional requirement on suppliers to sell a certain minimum

quantity of zero-emission vehicles, for the Clean Car Standard/Discount mix to deliver even more emission reduction.

7 Original figures are those publicly stated in the 2019 consultation.
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Both scenarios:

Assume the Clean Car Standard is in place from 2022
Are reliant on fees and designed to be cost neutral over several years.

Over the course of the decade, given clean cars sales (and thus rebates) will increase,

EITHER

rely on fees increasing significantly to maintain rebates at original level (accelerating CO: reduction), but as
it is not clear whether the market would support those fee increases, our model above has not assumed
increases. (Refer Annex 3 for examples of how other countries have raised fees)

OR,

reduce rebates each year if fees are not increased (decelerating CO2 reduction). Theroriginaleonsultation
assumed that rebate levels halved between 2021 and 2028 however updated,electric vehi¢le modelling
shows that rebates may need to fall to even lower levels if fees remain atiyear 1 levels, (The'graph and
figures on the prior page are modelled on this option)

Assume that from 2030 the rebate level does drop to nearZero/(given how numerous electric vehicles will
become), but that a fee is retained on all other vehicles £o actas an ongoingdisincentive.

This policy is important yet further policies will still be required

29.

30.

31.

Without an incentive policy, the expécted-emission reduetions from the Clean Car
Standard agreed in January by Cabinetare unlikely, to be achieved, and, the scale of
emission reductions needed in the light fleet this.decade will not be achieved.

The Clear Car Standard afid Discount whén pursued together will act as foundational
policy to the phasing out ofiinternal combustion engine vehicle imports, and the
ultimate aim that alm@st&ll veéhicles gperate with zero tailpipe emissions.

This policy would not-address all. pockets of business and private motor vehicle
purchasing adeguately. For example, for businesses, staff who gain private use of
company vehicles are subjectto-FBT and the tax figure is based on the capital cost of
the vehigle, which is higherforzero emission vehicles, so acts to discourage their
purchase.'F opdower income households, even with this policy together with prices
dropping due to manufacture scale and policy intervention, it is likely some will
struggle'to have agcess, to the upfront cash needed to buy electric vehicles.

Consultation Withheld under Section 9(2)(f)(iv) of the Official Information Act 1982

33. Waka Ketahi, EECA, MBIE, and MfE have contributed to the development of this
advice.
Nextsteps:

The climate response Ministers Budget meeting on March 16™ provides you with an
opportunity to discuss this proposal. The discount requires Budget funding to proceed
further.

Decisions need to be made quickly in order to seek initial approvals from Cabinet
agreement in April, and to enable Waka Kotahi and PCO to start on implementation
that same month.

Officials would welcome a discussion with you on the options in this paper before
preparing a Cabinet paper.
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ANNEX 2 - Graphs depicting vehicles entering New Zealand during 2020.

e  During 2020 the average vehicle entering New Zealand produced 171g of CO2/km using the
NEDC emissions test. The graphs show the level of ambition needed for the average to
reduce (move left) to 105g under the Clean Car Standard by 2025. Few used cars, and very
few new cars, or utes or vans, are at or below 105g at present. Placing a fee on vehicles
entering New Zealand above a certain emission level could fund discounts on vehicles with
zero and low emissions, shifting demand towards cleaner cars.

e  Fully electric cars produce 0g of CO: from tailpipe emissions. Plugin-in electric hybrids

typically span 1-70g. Hybrids typically span 70-120g. Fuel efficient cars typically span 100-
130g.

e  Electric, hybrid, and fuel efficient cars are more commonly used car: new cars
¢ Utes are a numerous source of high emission vehicles relative to,ot cle typ
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ANNEX 3: INSIGHTS INTO THREE FEEBATE SYSTEMS

In 2020, Europe had a COz emissions standard of 105g (the same figure as New Zealand now is targeting for
2025). Europe achieved its goal with approximately 10% of vehicles sales being electric. There is no consistent
financial (demand-side) measure across Europe, but countries with feebate policies have achieved far greater
emission reductions and electric vehicle uptake in 2020, providing lessons for New Zealand:

Sweden

L]

Sweden introduced a feebate scheme on 1 july 2018.
Passenger sales rose 70% in the month prior as consumers rushed to buy conventional vehicles ahead

of fees being added to high emitting vehicles.

Electric vehicle sales rose from 6% for the 6 months pre-policy (January; @, to 18 thefirst
month of the policy, and in 2020 averaged 32% of sales, three times the ElJ avefage®.

Sweden has updated rebates (to over $10,000) and maximum feedevels ($7000 pai ve@rs).
Lessons for New Zealand: we can expect a surge in high emissi&cle pre-poli%rompt

rise of electric vehicle vehicles once policy takes effect.

issed out. 44% of the rebate

Issue due to the small size of the reba ) not a ate level ($6500).
The Netherlands has bursty electrig vehi take; 25 icle sales during 2020 with some
months extremely high (72% of vehi i

ome ha

Netherlands i '
In 2020 rebate budgets were exhausted in just eigh roduci%@ramble effect where a

consumer ownership th e graph below), though this is likely partially due to
manufacturers cross- models across their wider offering.
Lesson for New Z h exfund so it can last throughout the year.

Netherlands

r consumer
mummm-.
€60.000
Bonus
= Fuel costs
Ownership tax
» Registration tax
€4.000 = Value Added Tax
_1__' Base price
€30,000
£
i
&
.3
O . 3
€0
Gasoline Diese! PHEV BEV
VW Golf 1.5eTS! VW Goif 2.0 TDI VW Golf 1.4 eHybrid VWiD.3
{110 kw, 130 gCO/Km") (110 kW. 122 oCO Akm*) (150 kW, 21 gCOAm") (150 kW. 0 gCOAm") * CO, valuos basod on WLTP

8 https://www.theicct.org/blog/staff/swedens-feebate-scheme-2018100
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France

e France pioneered the feebate system in 2008, and quickly discovered they were paying out far more
money in rebates than projected, creating a multiple hundred million Euro deficit.

e This was due to gaming by the industry. France moved from ‘steps’ to a continuous line (see graph
below). It increased the fee side of the ledger from a modest $3000 to $16,000 over the course of a
decade to shift the scheme in surplus. Electric vehicles receive a $10,000 rebate.

e 20% of French car registrations were electric in 2020, double the European average.

e Lessons for New Zealand: set up a large rebate to accommaodate deficits in early years, use a
continuous line not steps to avoid gaming, and assume significant rises on the fees are necessary to
continue offering rebates as the adoption of low emission vehicles proliferates.'?

1€) CO.-based Bonus-Malus system (feebate) in France 2008-2017

2,000
4,000
£ 000
0% 0 250 (&?én

2014 2015 2016 2017

= Malus/fee Bonus/rebate =—=Balance
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