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1 December 2023 0C230978
Hon Simeon Brown Action required by:
Minister of Transport

Wednesday, 6 December 2023

EXPIRY OF THE RUC EXEMPTION FOR LIGHT ELECTRIC
VEHICLES ON APRIL 1, 2024

Purpose

In the coalition agreement between the New ZealandsNational'Party and ACT New Zealand,
parties have agreed to work to replace fuel excise taxes with electronic readiuser charging
for all vehicles, starting with electric vehicles. This hriefing provides you with advice on the
pressing matters relating to the expiry of the RUC exemption for'light'electrie vehicles on
April 1, 2024.

Key points

o From 1 April 2024, owners of light electric vehicles (EVs) — electric vehicles with a
gross vehicle mass 0f83.5/tonnes or less¢ will pay RUC as the current exemption is
scheduled to expire.

o PHEV owners'will be entitled to elaim,a refund of the FED paid.

o You could progress a partial rate"for PHEVs, the standard legislative timeframe would
seeit,enacted in November, 2024 This leaves an interim period where refunds can be
issyed for approximately‘an additional 21,000- 25,000 vehicles.

. To mitigate thisrisk'youteould:

o progress.urgent legislative change to the RUC Act to implement the partial
rate before 1 April 2024. PCO have advised timelines will be tight, it would
require policy approval and authority to issue instructions from Cabinet on 11
December.

o alternatively, you can remove the entitlement to FED refunds before 1 April
2024 (can be done by Order in Council and will mean that PHEV owners pay
both RUC and FED until the partial rate comes into effect) - recommended.

o extend the light RUC EV exemption to November 2024 - not recommended
based on the Government’s fiscal principle to return to surplus and reduce
debt.
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o From 1 April 2024, around 3000 very light EVs weighing less than one tonne (for

example, mopeds and motorcycles) will also be subject to RUC. We recommend that

these vehicles should be subject to the full light RUC rate.

o A small number of very light EVs (under 1000) may not be fitted with distance

recorders (odometers). To mitigate this, we recommend that you agree to amend the

Road User Charges Act 2012 to allow the Minister of Transport to exempt some

vehicles by Order in Council. Current RUC exemption powers are focused on,vehicles

used off-road so are not suitable for this purpose.

o We also recommend that you agree to amend regulations to permanently exempt
electric all-terrain vehicles from the obligation to pay RUC.

Recommendations

We recommend you:

1 agree that the road user charges exemptior forlight electric véhicleswill expire on
Sunday 31 March 2024

2 agree to remove the entitlement to fuelexcise duty refunds forlowners of Plug-in
Hybrid Vehicles by Order in Council before 1 April 2024

3 agree to amend the Road User Charges Act 2012 to establish a partial road user
charges rate for Plug+in Hybrid Vehicles

4 agree that very light electric vehicles sheuld\pay the full road user charges rate
from Monday & Aprik2024

5 agree toramend.the Road Usem€harges Act 2012 to provide the Minister of
Transpart with a future ability(to.exempt certain light electric vehicles from the
obligationite’pay road user¢charges

6 agree,to amend regulations before 1 April 2024 to ensure that electric all-terrain
vehicles are permanentlyaexempted from road user charges, consistent with the
treatment of diesel'all-terrain vehicles

7 indicate whetheryou wish to seek Cabinet approval for urgent legislative
amendment to progress the matters described in recommendations 1 to 6 before 1
April 2024
OR

indicate whether we should explore options to accelerate the standard legislative
timeframe to implement changes before November 2024.

8 instruct officials to prepare a Cabinet paper seeking agreement to these policy
decisions

IN CONFIDENCE
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DECISIONS ON URGENT ROAD USER CHARGES MATTERS

1

From 1 April 2024, owners of light electric vehicles (light EVs) (approximately 100,000
in total) are obliged to pay road user charges (RUC), when the current exemption
expires. The current light RUC rate (for all vehicles weighing less than 3.5 tonnes) is
$76 per 1000 kilometres.

Light EVs have been exempted from RUC since 2009 to encourage uptake. Fhe
exemption has been extended several times, but it was always the intentiomsthat light
EVs would be included in the RUC system. NZTA is scheduled to begin
communications as soon as possible (after decisions on the matters in this‘briefing
have been made) to inform light EV owners of their obligations topay,RUC from 1
April 2024.

Transitioning to the full light RUC rate from 1 April 2024 represents a large
implementation task. NZTA must contact all light EV owners,and collect distance
recorder (odometer) readings for each vehicle. This s an important prerequisitesto
issuing RUC licences for light EVs.

We are preparing separate advice for you on'meving all vehicles into,the,RUC
system. The shift of light EVs is one of theffirstisteps in this processfand can serve as
a test case for how to bring many vehi¢leSyinto,the systemratwnce!

Owners of plug-in hybrid vehicles willhhave to pay fuel excise duty and RUC
when the exemption expires on 1 April 2024

5

Plug-in hybrid electricvehicles (RHEVS) operate using both petrol and electricity.
Owners of these vehicles contribute to the costswef'the transport system through fuel
excise duty (FED),\although to a lesser degree than similar petrol/diesel powered light
vehicles.! Depénding on PHEV uptake,'we expect there to be between 21,000 and
25,000 PHEVSs)in the venhicle fleet by,1 April next year.

From 4 April 2024 when thefexemption expires, owners of PHEVs will be subject to
FED,omany petrol purchased and the full light RUC rate for kilometres travelled. This
approaeh is inconsisteatwithyhow other vehicles in the fleet are charged (fully electric
and diesel vehicle owners will be subject only to RUC, and petrol vehicle owners only
to'FED). This‘appreachwill impose higher costs on PHEV owners than on owners of
equivalent petrol/diesel/non-plug-in hybrid vehicles.

The previous,government agreed to mitigate this by amending the Road User
Charges Act 2012 (the RUC Act) to allow for the establishment of a partial rate for
PHEVs (likely between $50-$60 per 1000km). If you agree to progress a partial rate,
the standard legislative timeframe would see it enacted in November 2024. The table
below provides an indicative process and timeframe for passing that Bill.

1 Manufacturers generally claim that PHEVs on average consume between 1.6 and 1.7 litres of petrol
per 100 kilometres. Some studies have found petrol consumption rates considerably higher than that.
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Table One: Indicative timeframe for passing RUC Amendment Bill using standard processes

Action

Indicative Date

Issue drafting instructions to PCO

December 2023

Drafting

December 2023 to January 2024

Departmental consultation/Bill of Rights vet

End January 2024

Ministerial consultation

End January/early February 2024

Cabinet consideration

End February/learlysMarch 2024

Introduction March 2024

First reading and referral to Select Committee | March.2024

Select Committee Aprilto September 2024

Second and Third Readings October/November 2024

Enactment/partial PHEV rate comes intoleffect | Novemben2024

7 In the interim period between 1 Aprl 2024"and the necessary legislative amendments
coming into force, PHEV owners would be able tgclaim refunds for any FED paid
under current settings. The refund process is manual and time-consuming. It requires
vehicle owners to keep'records of petrol purchases and to submit quarterly refund
claims to NZTA that can take up'to eight weeks to process.

8 NZTA has expressed eoncerns about the resourcing implications of processing
refunds forfan‘additional 21,000-25,000wehicles, which will more than double current
volumes‘efsrefund claims. It is seeking a National Land Transport Fund (NLTF)
contributionito cover the costs 0f six additional staff to process refunds (approximately
$1 million ifgefunds for PHEV owners need to be processed for 18 months).

9 Itis@also open to potential fraud — it is difficult for NZTA to assess whether the claim is
accurate. This creates a risk to the integrity of NLTF revenue, although we do not
expect any revenue,loss to be large in the overall context of the $4 billion raised every
year. We share\NZTA’s concerns. If you wish to avoid an interim period where
refunds aretissued, you have three options (more analysis is provided in the table in
Appendix One):

9.1/ Option 1: remove the ability for PHEV owners to claim FED refunds before
a partial rate comes into effect — we understand that you have indicated
openness to this option. This can be accomplished by amending regulations
through an Order in Council before 1 April 2024. This would mean that PHEV
owners would pay FED and the full light RUC rate for a period until the partial
rate comes into effect. This would result in PHEV owners facing higher costs

than other vehicle owners without a compelling reason for those higher costs.

9.2 Option 2: urgently amend the RUC Act to put in place a partial rate before

1 April 2024 — this option reduces compliance and administration costs by
avoiding the need to process refunds. If you wish to progress this option, PCO
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have advised timelines will be tight. To aim for enactment under urgency in
March 2024 it is imperative to get Cabinet decisions and drafting instructions
before Christmas. It would require policy approval and authority to issue
instructions from Cabinet on 11 December. A possible timeline is set out in
Table 2 below

Option 3: extend the light EV exemption until 30 November 2024 — this can
be done by Order in Council. This option would provide time to pass the
necessary legislative amendments to put in place a partial rate and avoid the
need for refunds. We do not recommend this option because of the revenue
implications — we estimate that extending the exemption by<ight months would
cost between $55-70 million (exact number depends on light-EV uptake).

We carried out consultation on a range of RUC proposals in 2022, includingsthe most
appropriate course of action for PHEVs

10

Among submitters on the discussion document, Driving:€hange, many opposed

charging both RUC and FED, presumably not realisingithe"owners would be“entitled

to a FED refund. But most submitters were also opposed to enabling partialhRUC

rates for PHEVs because they were opposed to/RUC exemptions in,any,form and

stated that road users should pay for theirroad.use. It was not always elear whether
submitters appreciated that the purpose*of,the partial rateswould be to‘ensure that

PHEVs contribute for their road use,butarenot charged more averall than light diesel

vehicles.

Table Two: Potential timeline for urgent amendments to the RUC Act

consultation/Ministerial consultation

Actions Indicative Timing
Cabinet policy approval Needed as soon as possible
PCO drafting and Transpaort reviewing time December 2023 to February 2024
Bill of Rights/Vet/Departmental Late February 2024

Cabinet Legislation CommitteelCabinet approves | Papers lodged 29 February 2024
introduction

Cabinet Legislation Committee
considers 7 March

Cabinet considers and approves
introduction 11 March

Introduction’and all stages Assuming passage under urgency,

March 24

Royal Assent/Commencement March 2024
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There are complications associated with collecting RUC from a few types of
electric vehicles weighing less than 1 tonne

11

12

13

14

15

16

17

From 1 April 2024, of the approximately 100,000 light EV owners obligated to pay
RUC, around 3000 EVs weigh less than one tonne. This includes electric
motorcycles, mopeds and all-terrain vehicles (ATVs). There is no single legal
definition of these vehicles, but we have been referring to them as very light electric
vehicles (VLEVS).

We consider it appropriate for VLEVS to be subject to RUC — they use the transport
network and should contribute to the costs of maintaining and improving the,system
(i.e. consistent treatment to equivalent petrol vehicles). There areeertain VLEVS
where it may not be realistic to collect RUC, for example, they are not fitted with a
odometer that meets the requirements in the RUC Act. We are working with NZTA to
identify these vehicles, but we expect the number to be small(under 1000).

The previous Government agreed to amend the RUC Actto allow the Minister_of
Transport to exempt certain VLEVs by Order in Coungilisubject to considerations.
This is reflected in the current drafting instructiens for a/Bill and we reecommend that
you proceed with this amendment. While,we ([dogot think there is ascaseito exempt
many vehicles, we consider that adding this,pewer will help to future-preof the
system.

This has some cost implications of electric motorcycles andymopeds being subject to
RUC. It is likely that subjecting these'wehicles to the full light RUC rate means that
owners will be paying more than owners of equivalent petrol vehicles, because the
light RUC rate ($76 per2000km) is considerably*more,than the FED paid by most
motorcycle owners.

Subjecting these vehielesto full RUC costs has the potential to distort the market for
these vehitlesiut we consider thatthesmarket distortion effect is likely to be small,

both because of the'small market size (approximately 3000 vehicles currently in the

fleet) and,the differential in purchase price (EVs are generally more expensive).

Wensrecommend these vehicles pay the full rate of RUC, because we do not consider
anyssignificant marketsdistortion to be likely. Higher purchase prices and supply
eonstraints are much higher barriers to uptake in the short term. Requiring these
vehicles to pay?'RUC, would align with a broader transition of all vehicles into the RUC
system.

If you are concerned about the potential market distortion effect, there are two
possible options:

17.1 amend the RUC Act to establish areduced rate for mopeds and
motorcycles.. This would need to be done through urgent legislation to avoid
an interim period where the vehicles are paying full RUC rates. We do not
recommend this option because it potentially creates a precedent for other
groups of vehicle owners to request reduced rates on the grounds that their
charges differ from other similar vehicles.

17.2 exempt the relevant vehicles and recover costs through the annual
vehicle licensing system. This option would involve amending the RUC Act to
include a power to exempt these vehicles from RUC. It would also require

IN CONFIDENCE
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amending the Land Transport Act 1998 to authorise adding a fee to the annual
licensing charges of each VLEV owner and including this in regulations. We are
doing further work on the practicality of this option.

We need to amend the definition of ATVs to ensure electric ATVs are also
exempted

18 Diesel ATVs are exempted from RUC on the grounds that they are mostly used-off-
road. The definition currently only applies to internal combustion enginewehicles. This
means we will need to amend regulations to ensure that electric ATVs are‘also
exempted. This can be done by Order in Council, so is hot dependent on urgent
legislation.

We wish to discuss your preferred approach to the mattersun‘this briefing

19 We are keen to understand your preferences and howithesé matters fit withayourn 100>
day plan aspirations. If you wish to proceed with urgent/l€gislation to put iniplace
partial rates for PHEVsS, we will need to move quickly.-"We will prepare ayCabinet
paper seeking approval to the policy changes:ando instruct PCO ta draft the
necessary BiIll.

20 As noted in paragraph 12 it wouldybe challenging to draft,‘pass and implement urgent
legislation before 1 April 2024, particularly given the lack of ¢larity around the House
timetable for 2024. However, if.you do wish to proe€ed with urgent legislation, it could
include the following mattersy(depending on yourdeecisions on the matters in this
briefing):?

e adding a provision to.the RUC Act allowing partial rates to be set for PHEVSs.

¢ adding a“provision to the RUC“Act providing for a one-month amnesty period for
non-payment,of RUC after 1"April"2024:

e _potentially amending the®RUC Act to allow for a reduced RUC rate to be set for
mopeds and motoreycles. {not recommended]

e future progfingithe’'RUC Act to enable the Minister of Transport to exempt certain
VLEVs by Order in, Council.

e amending the'Road User Charges Regulations 2012 to create a new RUC vehicle
type for PHEVSs.

o ‘amending the Road User Charges (Rates) Regulations to set a partial rate for
PHEVs.

o~ amending the definition of ATVs in the Road User Charges (Classes of RUC
Vehicles) Exemption Order 2012 to enable electric ATVs to be exempted from
RUC, consistent with the treatment of diesel ATVs.

2 Getting amendments to regulations in place before 1 April 2024 is not dependent on urgent
legislation, but urgent amendments to the RUC Act would provide an opportunity to implement all of
the necessary amendments at once.

IN CONFIDENCE
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Risks

21

22

23

IN CONFIDENCE

e Amending the definition of ATVs in the Land Transport (Road User) Rule 2004 to
ensure consistency.

If you choose Option 1 (remove the ability for PHEV owners to claim FED refunds
before a partial rate comes into effect), there will likely be some negative feedback
from PHEV owners who will have to pay both FED and RUC for a period. This can be
mitigated by being clear that the situation is temporary, and we are looking to put the
partial rate in place as quickly as possible.

There is also a risk that people may be discouraged from purchasing RHEVs. This
may slow progress towards decarbonising the vehicle fleet if peeple,instead choose
to purchase petrol or diesel vehicles. We do not consider this t0 bé a big risk,
provided we are clear that PHEV owners will only be requiredtespay FED and the full
RUC rate for a short period of time.

NZTA has certain dates it needs to meet in order to complete implemehtation
activities before 1 April 2024. For example, ittneeds to know by 2 Eebruary 2024
whether there is going to be a partial rate for PHEVs and the amgunt of the partial
rate in order to make the necessary system ¢hanges.

IN CONFIDENCE
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Appendix One: Costs and benefits of options relating to PHEVsS

UNCLASSIFIED

Option

Impact on NLTF revenue

Costs for PHEV owners

Administration costs

Legislative implications

Option 1: Remove the
ability of PHEV owners to
claim FED refunds before 1
April 2024, and require
them to pay both FED and
RUC for a period

Net positive impact on the NLTF because PHEV
owners will be paying both FED and RUC. We
expect that an additional $55-70 million will be
generated in RUC between April and November
2024.

It is not possible to accurately estimate the
amount of FED received because fuel
consumption varies among individual vehicles.

Avoids the loss of any revenue because of
fraudulent refund claims from PHEV owners,
although we expect this would be marginal in the
context of the overall NLTF (approximately $4
billion of revenue generated per year).

PHEVs will be paying the full light RUC rate ($76

per 1000 kilometres) until a partial rate can be put
in place (by November 2024 according to current

timeline).

PHEV owners will also have to pay the
administration costs associated with purchasing
RUC licences. Online purchases carry an
administration fee of $12.44 and over the counter
sales have an administration fee of $13.71.

For a period, PHEV owners will havedo pay/FED
as well. Costs will vary depending on vehicle type
and usage.

This option would have the smallest impact on
NZTA administratively; because it would remove
the need for resoureeé toshandle additional refundss
NZTA is currently’seeking approximately $1 million
from thedNLTF to'employ six additional staff to
process refund applications for 18 monthspafter
April 2024.

Does natirequire amendment to primary
legislation. Cabinet policy approval could be
obtained before the end of 2023 and the
necessary Order in Council could be drafted
and approved early in 2024.

Option 2: urgently amend
the RUC Act to put a partial
rate in place before 1 April
2024 and remove the ability
to claim FED refunds

Marginal impact. PHEVs will be paying a partial
RUC rate (likely between $50 and $60 per 100-
kilometres.

The key benefit of this option is that it avoids both
the need to process additional refunds and avoids
a situation where PHEV owners are paying two
road taxes.

Lower costs than Option 1.,RPHEV ‘Qwners will be
paying a reduced RUC rate (likely between $50
and $60 per 1000 kilometres)."PHEV owners will
not be able to claimFED refunds:

Avoids the‘approximately $1 million of costs
associated with,employing six additional staff to
process refund applications.

Requires urgent amendment to the RUC Act.
Cabinet approval is likely to be needed in early
December 2023, with drafting occurring from
December 2023 to early February 2024. The
Bill would need to be passed during
February/early March and commence in
early/mid March 2024.

We would also need to make consequential
amendments to regulations to establish a new
PHEV vehicle type, insert the partial rate and
remove the ability of PHEV owners to claim
FED refunds.

Option 4: extend the light
EV exemption to 30
November 2024

This will have a negative impact on NLEE
revenue. Depending on light EV uptake, we
estimate that between $55-70 million would be
lost between April and Novembemn2024.

This is the lowest cost option,for PHEV owners
because it will mean the requirement to pay RUC
is deferred‘until 30,Nevember 2024. PHEV
owners would eontinue topay FED between April
and November 2024 ,4and would not be eligible to
claim refundsibecause they would not yet be
registered as RUC vehicle.

Wehave calculated that the RUC exemption
saves the average light EV owner $836 per year
(based on an average distance travelled of
11,000 kilometres per year).

Removes the need for additional staff to process
refund claims, with a saving of approximately $1
million.

s 9(2)(A(iv)

The exemption can be extended by Order in

Council. You could seek Cabinet approval to
extend the exemption before the end of 2023
and the necessary Order in Council could be
drafted and approved in early 2024.

UNCLASSIFIED
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In Confidence

Office of the Minister of Transport

Cabinet Business Committee

Road User Charges — Preparing the system for the entry of light electric vehicles

Proposal

1

To seek policy approval for urgent amendments to the Road User Charges Act 2012
and associated amendments to regulations. The purpose of theséyproposed
amendments is to ensure that appropriate settings are in place foreertain light
electric vehicles when the road user charges exemption expires ‘at the ¢lose of 31
March 2024.

Relation to government priorities

2

The Government is committed to investing in infrastructure and reducing debtsThis
proposal is also a first step towards replacing fuel excise taxes with electronic road
user charging for all vehicles.

Executive Summary

3

Road user charges (RUC) is a distan¢e ghargihg system that'applies to all vehicles
using a motive power other than pétroli There are 1.48 million active vehicles in the
RUC system, of which 952,000 arelight vehicles.

Since 20009, light electric vehicles (EVs) have beeniexempted from the obligation to
pay RUC as part of efforts to"encourage uptake:

The RUC exemption fof light EVs is due to expiresat the close of 31 March 2024, with
light EV owners requiredito pay RUC from 1 April 2024.

Owners f plug-in-hybrid vehicles €urrently pay fuel excise duty (FED) on any petrol
purchasedayFrom 1 April 2024, they will also' need to pay RUC at the current light
vehiclé rate ofi$76 per 1000/Kilometres. This will result in PHEV owners facing higher
costs than the owners of otheflight vehicles. | propose to address this by amending
the Read"User Charges Act, 2042 (RUC Act) to allow for the setting of a partial RUC
rate ($53 per 1000 kilometres) that reflects that PHEV owners are also contributing
to the system through\FED: | also propose to remove the ability of PHEV owners to
claim refunds'for,any, FED paid.

From 1 April"2024, electric motorcycles and mopeds (along with other very light
electric vehicles will need to pay the full light RUC rate, which is likely to lead to
higher,costs for these vehicle owners than for their petrol equivalents. However, |
propose 4 be given the power to exempt these vehicles through Order-in-Council (as
outlineddn paragraphs 30-34), and it is my intention to do so. | considered
establishing a reduced RUC rate for electric mopeds and motorcycles to reflect this
difference in costs. However, | am concerned that doing so may undermine the
integrity of our revenue system because other groups may seek reduced rates.

IN CONFIDENCE
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| propose some other RUC Act changes to smooth the entry of light EVs into the
RUC system, including:

8.1 providing for a one- or two-month transitional period starting on 1 April 2024.
During this time, the New Zealand Transport Agency will not issue
assessments for unpaid RUC and no enforcement will be carried out in
respect of light EVs. Owners of light EVs will be expected to have paid any
outstanding RUC by the end of the transitional period.

8.2 providing an ability for the Minister of Transport to exempt certaingrery, light
electric vehicles by Order in Council, if the Minister is satisfied that the
administrative and compliance costs of collection would outweigh theTrevenue
benefits or where RUC cannot realistically be collected (forexample, where
the vehicle was not manufactured with an odometer).

Regulation changes are also necessary to implement these propasals. To ensuré
that the changes are in place by 1 April 2024, | proposg'that wemove the necessary
amendments under urgency.

Background

10

11

12

13

14

15

RUC, a distance-based charging system,, is one’ofithe key tools forfraising revenue
to fund the maintenance and improvementiof New Zealand’s land transport system.
All vehicles that primarily use a motivepawernother thangetrol are subject to RUC.
This currently consists of all heavy vehicles (with a grass, vehicle mass of 3.5 tonnes
or more) and light diesel vehicles&®The RUC system generated $1,444 million in the
2022/23 financial year. This represents 32 percent of the total revenue collected for
the National Land Transport Fund (NLTF).

The purpose of RUC is toiimpose charges onfvehicles for their use of the roads that
are in proportion to the costs that the vehicles'generate. RUC is purchased in
advance of travelg@and‘in 1,000-kilometrefunits. Rates vary widely depending on the
size, weight and othercharacteristicssof avehicle. For light vehicles (anything with a
gross vehicle, mass of less than 3.5 tonnes), the RUC rate is currently $76 per 1,000
kilometres.. The,New Zealand Transport Agency (NZTA) collects RUC and
administersthe, system. NZTAjis responsible for issuing assessments for unpaid
RUC, \whilefNZ Police is responsible for roadside enforcement and prosecuting
offences:.

Electric vehicles)(EVS) areteurrently exempt from the obligation to pay RUC. This
exemption hasybeen in‘place since 2009 and its primary purpose is to encourage
Uptake of electricivehicles.

Forecastingysuggests there will be approximately 100,000 light EVs in the fleet by
April 2024, around two percent of the vehicle fleet.

Owners of light battery EVs (battery electric vehicles that are wholly powered by
electrieity) are not currently paying any road taxes. It is relatively straightforward to
bring these vehicles into the RUC system, although it still represents a large and
costly implementation task for NZTA.

The task is more complicated for plug-in hybrid EVs (PHEVSs). As these vehicles are
partly petrol-powered, owners of these vehicles currently contribute to the costs of
the transport system by paying fuel excise duty (FED) on any petrol purchased. From
1 April 2024, owners of these vehicles will also be subject to RUC.

IN CONFIDENCE
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Analysis
The light EV RUC exemption should be allowed to expire on 31 March 2024

16 Revenue loss associated with the light EV RUC exemption had been relatively minor
because light EVs made up a small proportion of the overall fleet. However, the
impacts on revenue will continue to rise as the number of light EVs increase. Officials
advise me that allowing the exemption to expire at the close of 31 March 2024 will
generate $55 to $86 million in revenue over the following 12 months following,the
expiry of the exemption.

17 Allowing the exemption to expire is also the fairer solution. To date, light EVs.have
not been contributing to the costs of the transport system in the same ways as other
vehicles despite generating the same costs as other light vehicles. While this has
encouraged uptake of light EVs, there is a strong case for ownersief these vehicles
to begin contributing to the costs of the system.

18 There is some risk that requiring light EVs owners to pay.RUC may discourage
people from purchasing these vehicles. | do not consider this to justify extendifngithe
exemption. EVs are generally cheaper to run (electricitynis cheaper than“petrol)and
the purchase price (while currently higher thanrequivalent petrol and dieselvehicles)
will likely continue to drop as the marketidevelops!

There are some issues with integrating plug-inhybrid,vehicles info the RUC. System

19 PHEVs are powered by a combination ofelectricity and petrol. To date, these
vehicles have been covered by the light EV RUCsexemption‘and owners have only
had to pay FED on any petrolipurchased.

20 From 1 April 2024, owners, of these vehicles will also be subject to RUC (at the
current light vehicle fateiof $76 per 1,000 kilometres). If we take no action, this
means that PHEV. owners will be subjectito both FED and RUC, resulting in higher
costs and differentitreatment to all other vehicles in the fleet. Officials estimate that
there will bedoetween 21,000 and 25,000'PHEVs in the fleet by 1 April 2024.

21 Under the Land Transport Management (Apportionment and Refund of Excise Duty
and Excise-Equivalent Duty) Regulations 2004, PHEV owners may claim refunds for
the"EED,paid, after 1 April,2024 when they become RUC vehicles. This process is
cumbersome and manual —it.involves vehicle owners keeping records of their petrol
purchases and @se,“and submitting quarterly refund applications which can take up to
eight weeks toprocessalt is also open to fraudulent claims as it is difficult for NZTA
to assess the accuracy of any claims.

22 The refundiproéess is resource intensive — NZTA is requesting funding for additional
staff to process refunds for an additional 20,000-25,000 vehicles per quarter. NZTA is
considering making a request for money from the NLTF to be allocated to this task
under Section 9 of the Land Transport Management Act 2003.

Establishing a partial rate for PHEVs would avoid the need for refunds

23 The current RUC rate for all light vehicles is $76 per 1,000 kilometres. Asking PHEV
owners to pay this rate would result in these vehicle owners paying higher costs than
all other light vehicles. For example, assuming a light vehicle travels 11,000
kilometres a year, possible average costs for different vehicle types would be as
follows:
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Vehicle type Average annual tax costs
(including GST)
Light petrol vehicle (assuming consumption of $797
9L/100kms)
Light diesel or electric vehicle $836
PHEV (assuming petrol consumption of $1,089 ($836"INMRUC and $253
2.86L/100km) in FED)

24 | do not see any good reason to require owners of PHEVs to pay both RUG and, FED
for distance travelled using petrol. The RUC Act dées not*€urrently allow forfpartial
rates of RUC. Therefore, | recommend that Cabinetfagree to amend the RUC"Act to
establish a partial RUC rate for PHEVs to account forthose owners alse paying FED.
| also recommend that Cabinet agree to amend regulations to remoye,the’ ability for
PHEV owners claim FED refunds, given.thexappropriate contripution is reflected in
the partial RUC rate.

25 | recommend that Cabinet agree tojprogress urgent legislatien to enact these
changes. This will ensure thatthe partial rate is in place by 1"April 2024, and remove
the need for an interim, period Where PHEV ownersyneed to claim refunds. To
implement this proposaljurgent legislation willsheed to,do the following:

¢ Amend the RUC Act to enable the setting ofipartial rates of RUC.

¢ AmendthémRoad User ChargesdRegulations 2012 require a current distance
recording'en the first application.for a RUC licence and to create a new vehicle
type. and, weight band for PHEVs.

e _Amend/the Road User Charges (Rates) Regulations 2015 to establish the partial
rate for PHEVs

e, Amend the Land Transport Management Act (Apportionment and Refund of
Excise Duty‘and Excise-Equivalent Duty) Regulations 2004 to remove the ability
of PHEV owners to claim FED refunds.

The patrtial rate should be set at $563 per 1000 kilometres

26 PHEVSs are used in a variety of different ways — some owners rely more on the
electrical motor, while others predominantly use petrol. This may mean that a partial
rateymay result in overcharging of some PHEV owners whilst others are
undercharged due to the variation in fuel consumption and usage.

27 | recommend that we set the partial rate for PHEVs at $53 per 1000 kilometres. This
corresponds with an estimated petrol consumption of just under three litres per 100
kilometres that is likely to be towards the middle of real-world consumption rates.

IN CONFIDENCE
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PHEV owners who rely more on the electric motor will experience slightly lower costs
than those who rely more on petrol. All PHEV owners will face lower compliance
costs because they will not have to submit quarterly refund claims. | have asked
officials to monitor the effectiveness of the partial rate and | will report back to
Cabinet if any changes are necessary.

I note that there are disparities in the land transport revenue system overall, such as
the amount of FED charged between light petrol vehicles with different fuel
economies (refer Appendix 1).

I recommend that we exempt all very light electric vehicles from the obligation to.pay RUGC

30

31

32

33

34

To date, very light electric vehicles (vehicles weighing less than one‘tonne) such as
electric mopeds and motorcycles have faced no costs for their road use: This is
scheduled to end on 31 March 2024 at which time owners ofthesewehicles will be
subject to the full light RUC rate of $76 per 1,000 kilometres. Fhis is likely to impose
higher costs on these vehicles than for petrol equivalents. Thissmay have the effect of
distorting the market for these vehicles.

In order to avoid any market distortion effect, | recommend that we exemptallvery
light electric vehicles from the obligation to pay RUCFEstimates are there will be
around 3000 of these vehicles in the fleetbydfApril 2024 but thefexaet number will
be dependent on uptake.

Exempting these vehicles does mean‘the current imbalance between owners of
electric and petrol vehicles will remain — owners of very light,electric vehicles will not
be contributing through RUC ¢o the costs of the system while owners of equivalent
petrol vehicles are doing so. Officials estimate thatiewners of petrol motorcycles pay
between $30-35 per 1000 kilometres.

This proposal requires@mending the RUC Acttascreate a power to exempt very light
electric vehicles by regulation. There is currently no legal definition of a very light
electric vehiclew= officials have beensusing a working definition of an electric vehicle
with a gress vehicle'mass of 1)tonne or less. There may be an opportunity to further
refine this definition to ensure that only, the intended vehicles are captured by the
exemption.

litherefore ask that Cabinetto‘give me the ability to make decisions on what
constitutes a very light electrie vehicle. | will bring this back to Cabinet when | seek
approval to introduce the Bill that is necessary to make these changes.

We need to amend requlations to recognise electric all-terrain vehicles

35

36

All-terrain vehicles (ATVs) are currently exempted from the obligation to pay RUC, as
being.unsuitable for regular road use. However, the current definition of ATV on
captures.combustion engine vehicles. Electric ATVs are generally heavier than diesel
equivalents, meaning it will likely be necessary to raise the current weight limit as
well,as provide for ATVs powered by electricity.

An amendment to the Road User Charges (Classes of RUC Vehicles) Exemption
Order 2012 will be necessary to implement this proposal. For consistency across
legislation, changing this definition will also require amendments to other places
where ATV is defined:

36.1 Land Transport Rule: Vehicle Standards Compliance 2002
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36.2 Land Transport (Road User Rule) 2004
36.3 Land Transport (Motor Vehicle Registration and Licensing) Regulations 2011.

We should allow a one- or two-month implementation period to support successful
integration of light EVs into the RUC system

37 Integrating light EVs into the RUC system represents a large implementation task for
NZTA. Initial odometer readings need to be collected from the approximately*00;000
light EVs expected to be in the fleet by April 2024.

38 We can support successful implementation by amending the RUG)Act to incldde a
transitional provision providing for a one-month implementation period starting on 1
April 2024. During this period, NZTA would not issue assessments for unpaid RUC
incurred by light EVs entering the RUC system and no enforeément:action would be
taken (for example, where a RUC licence has not been displayed). This would
provide light EV owners with time to understand their obligations’and comply. [fany
unpaid RUC is not purchased before the end of the period, then NZTA would start
issuing assessments.

39 To provide additional assurance to light EV owners ‘and NZTA, we _could make the
implementation period two months, beginningon 1 /April 2024. | do not consider that
we should extend the implementation period,any further than this.

NZTA uses several agents to enable the public to buy RUC eventhe counter

40 Approximately 14.6 percent of total RUC licences are purchased over the counter, of
which, 54 percent are sold viaNZ Post stores. Thisjamounts to roughly 300,000
licences and we are notiexpeeting the numbegofilicences purchased through NZ
Post to substantially inerease.

41 NZTA has an online pathway for the initial RUC purchase for EV owners that is
anticipateditohave a high uptake asi€empared with existing RUC customers.

NZTA is confidentof delivery

42 This includés the provision of system changes to accommodate a partial RUC rate,
which isseritical for success, andsefficient onboarding of EV owners into the RUC
systems, In addition, NZTA will be working closely with front counter agents to support
onboarding.

43 NZTA has delivery, experience in this area. For example, NZTA has implemented
under urgéncy RUCrrate changes which were put in place to give relief to the impacts
of COVID-19. During 2022, there were an average of 290,000 RUC purchases per
month (with athigh of 440,000 purchases in the month of April).

44 The,ether big determinant of success will be the ability to communicate changes with
EV, owners, beginning no later than 20 January 2024.

Weshave,commenced work to replace fuel excise taxes with electronic road user charging
for all'vehicles

45 Implementing an electronic distance-based charging removes current inconsistencies
from the current dual FED and RUC system and improves the evidence base for
making smarter transport investments. | am progressing the move from FED to RUC
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as part of the wider work on the revenue system. EVs paying RUC is the first step
towards the full transition (refer Appendix 2).

Cost-of-living Implications

15 The proposals in this paper will increase the cost of transport for owners of light EVs,
because they will be subject to RUC from 1 April 2024. Assuming that a light EV.
travels 11,000 kilometres, the cost could be approximately $836 per year. Costs
increases for PHEV owners will be slightly less (given they already pay FED):.
Assuming that a PHEV owner travels 11,000 kilometres per year, and‘my'preferred
partial rate of $53 per 1000 kilometres is chosen, additional costs wouldbe $583 per
year.

Financial Implications

46 The amount of revenue added to the NLTF once light EVs begin paying RUC in April
2024 will be in the range of $55 to $86 million in the 12 months following the expiry of
the exemption. Officials from the Ministry of Transport @ad”NZTA will continueto
monitor the uptake of EVs and the resulting impact®oh NLLF revenue and will'report
to me about any significant revenue risks that arise.

47 The additional revenue from bringing light EVs4nta the RUC systemwill'help to
deliver the Government Policy Statement on land‘transport (GPS) that we have
started re-writing. However, | do not expect that this additional revenue will have any
material impact on the revenue forecast'used in the development of the GPS.

Legislative Implications

48 Amendments to transportdegislation and attendant'tegulations will be required to
implement the proposalsySpecifically, there will beichanges to the following
legislation:

o Road User. Charges Act 2012:
= BAmendments toienable partial rates of RUC.

» “Amendmentgto_create a 1-month implementation period beginning on
1 April 2024, during which light EV owners will not be assessed or
penalised,foriunpaid RUC, provided this is paid by the end of the
implémentation period.

= "Amendments to enable the Minister of Transport to exempt certain
verylight EVs by Order in Council

o_ RoadUser Charges (Rates) Regulations 2015: Adding a partial rate for
PHEVs.

o Road User Charges Regulations 2012: Creating a new RUC vehicle type
for PHEVSs.

o Road User Charges (Classes of RUC Vehicles) Exemption Order 2012:
Adding certain very light EVs that are used off road and all terrain very light
EVs to the list of exempted vehicles.
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o Land Transport (Road User) Rule 2004: To align the definition of ATV with
the amended definition in RUC legislation.

o Land Transport Management Act (Apportionment and Refund of Excise
Duty and Excise-Equivalent Duty) Regulations 2004: Amending to align
with the changes to RUC legislation, in particular removing the ability to claim
refunds of the excise duty, excise-equivalent duty, and goods and servicés
tax charged in respect of motor spirits used in a PHEV.

49 I recommend that these amendments should be progressed under urgency to ensure
that the appropriate legislative settings are in place by 1 April 2024.

Impact Analysis
Regulatory Impact Statement

50 A Regulatory Impact Statement has been completed andris appended to this paper. It
has been reviewed by the Ministry of Transport’s internalsfeview panel. The
requirement for quality assurance of RISs has been suspended for decisionssfelating
to 100 Day priorities taken within the 100 Days. However, the Ministrysotes that due
to the limited timeframe to assess impacts theretare.some gaps in the analysis. This
is particularly around the growth in demand forPHEVs and VLEVS, the impacts of
the preferred options on future uptake of ZEVspand stakeholderwviews on the specific
proposals.

51 The impacts here will most likely be relatively small in the 'short-term due to the small
number of PHEVs and VLEVs in the'market. However, the paper notes that if we see
growth in demand for these vehicles then further regulatory work will be required. We
also note the Treasury requirement that there besa post-implementation review within
a year of enactment, providing an opportunity to consider if further changes are
needed.

Climate Implications of Policy Assessment

52 The Climate Implications of Policy Assessment (CIPA) team has been consulted and
confirms,that the*CIPA requirements de not apply to this proposal as it is not
expected to,result in any significant,"direct emissions impacts.

Human/Rights

53 Thesproposals in thisipaperare consistent with the New Zealand Bill of Rights Act
1990 and the'Human Rights Act 1993.

Consultation

54 This paper has been consulted with NZTA and the Treasury. The Department of
Primé@®Minister & Cabinet has been informed.

Commuhnications

43 NZTA will use a mix of direct communications, advertising and engagement with
industry to ensure that EV owners (approximately 105,000) are aware they need to
buy a RUC licence between 1 April and 1 May 2024 (or 1 June), know how to buy a
licence, understand what RUC is and why they need to pay it.

44 NZTA will contact EV owners directly in late January 2024 and again in early March
2024, using contact details they hold from the Motor Vehicle Register. The first
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communication will advise them that they will be required to pay RUC from 1 April
2024 and the second communication will explain the process for buying a licence.

NZTA will use their existing RUC collection processes to onboard EV vehicles, with
some adjustments to make it as easy as possible for EV owners — such as allowing
them to purchase the first licence online.

Proactive Release

45

The Ministry of Transport will proactively release this Cabinet paper with appropriate
redactions under the Official Information Act 1982 within 30 business days of Cabinet
confirming a decision, in line with guidelines from the Cabinet Office (CabGuide, and
the Cabinet Office circular, Proactive Release of Cabinet Material:.Updated
Requirements [CO (18) 4]).

Recommendations

The Minister of Transport recommends that the Committee:

1

10

11

12

note that the road user charges exemption for light eleetric vehicles will.expire as
legislated on 31 March 2024;

note that owners of light electric vehicles'will'lbe subject to road gsereharges from 1
April 2024;

agree to enable the setting of a partialroad user chargesirate forplug-in hybrid
vehicles;

agree to establish a partial road user charges rate‘ef $53 per 1000 kilometres for
plug-in hybrid vehicles;

agree to create a newgvehicle type and weight'bands for plug-in hybrid vehicles;
agree to remove the ability to claimgefunds of the excise duty, excise-equivalent
duty, and,goods and services tax charged in respect of motor spirits used in a plug-in
hybrid vehicle;

agree to establish a one-month transition period, beginning on 1 April 2024;

OR

agree to establish aitwo=month transition period, beginning on 1 April 2024;

agree that,owners of very light electric vehicles will be exempt from road user
charges ratexfrom 1 April 2024;

agreesthat the Minister of Transport is authorised to make final decisions on the
definition of a very light electric vehicle;

agree to amend the definition of all-terrain vehicles to also capture electric all-terrain
vehicles, and to amend associated rules and regulations to ensure a consistent
definition;

agree that the distance recording of a vehicle be provided at first application for a
RUC licence;
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14

15

16

17

18
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agree that the legislative amendments necessary to implement these proposals will
be progressed under urgency;

invite the Minister of Transport to issue drafting instructions to the Parliamentary
Counsel Office to give legislative effect to the policy proposals above in
recommendations 3-11 (including for primary legislation and any associated
regulations) including any consequential amendments, savings and transitional
provisions;

authorise the Minister of Transport to make decisions that are consistentwith, the
overall policy provided that these decisions are confirmed when the road user
charges amendment Bill is considered for introduction.

authorise the Ministry of Transport to share draft legislation with the New Zealand
Transport Agency.

authorise the New Zealand Transport Agency can begin communications to inform
light electric vehicles owners of their road user chargeswobligations.

s 9(2)(M(v)

Authorised for lodgement

Hon Simeon Brown

Minister of Transport

10
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Current light vehicle taxes and charges

Vehicle
type

Current FED/RUC charges per year

($ inc GST)

Proposed FED/RUC charges per year

($ inc GST)

Light petrol Fuel excise duty* Fuel excise duty*®

vehicles - Average vehicle (9L/100km) 797 | - Average vehicle (9L/100km) 797
- 2015 Toyota Aqua (hybrid) (3.9L/100km) 345 | - 2015 Toyota Aqua (hybrid) (3.9L/100km) 345
- 2023 Suzuki Swift (hybrid) (4.6L/100km) 408 @ - 2023 Suzuki Swift (hybrid) (4.6L/100km) 408
- 2022 Mitsubishi Outlander (8L/100km) 709 | - 2022 Mitsubishi Outlander (8L/100km) 709
- 2007 Toyota Rav4 (9.3L/100km) 824 | - 2007 Toyota Rav4 (9.3L/100km) 824
- 2006 Mazda 3 (9.4L/100km) 833 | - 2006 Mazda 3 (9.4L/100km) 833
- 2014 Kia Carnival people mover (12.9L/100km) 1,143 | - 2014 Kia Carnival people mover (12.9L/100km) 1,143
- 2003 Holden Commodore V8 (16.4L/100km) 1,453 | - 2003 Holden Commodore V8 (16.4L/100km) 1,453

Light diesel | All light diesel vehicles (including utes, vans etc) pay road 836 | All light diesel vehicles (including utes, vans etc) pay road user 836

vehicles user charges. charges.

Electric Not currently subject to any fuel excise duty or road user 0 | Subject to the light RUC rate of $76 per 1,000 kilometres 836

vehicles charges

Plug-in Fuel excise duty on any petrol purchased Subject to a partial road user charges rate of $53 per 1,000

hybrid kilometres + fuel excise duty on any petrol purchased

vehicles - Low petrol use** real-world estimate (2.86L/100km) 253 | - partial road user charges + low petrol estimate (2.86L/100km) 836

(PHEVS) - Higher petrol use*** real-world estimate (4.5L/100km) 399 | - partial road user charges + high petrol estimate (4.5L/100km) 982
- Manufacturer estimates (1.5L/100km, unlikely to be 133 | - partial road user charges + manufacturer petrol estimate 716

realistic in the real world)

(1.5L/100km)

* The L/100km estimates for petrol vehicles are based on factory-tested manufacturer claimed rates. Real world rates will almost always be higher, depending on use
and the vehicle’s age and condition.

** The “low petrol use” real-world estimate for PHEVs is likely to be a city-commuter with limited longer trips. Basic testing by Consumer NZ in 5 PHEVs (driving from

Lower Hutt to Wellington and back 5 days per week, a run to the supermarket, and one trip over the Remutaka hill), found petrol use was 1.5-3.5 L/100km.

*** The “higher petrol use” real-world estimate for PHEVs is likely to be a user driving longer distances and charging less regularly.

Notes to table:

« There is also 10.4 cents per litre (GST exclusive) excise on CNG and LPG. Very few vehicles use these fuels, so they have not been included in the table.

« The numbers above assume average distance travelled of 11,000km per year for all vehicles.

« The road user charges exemption for light electric vehicles expires at the end of 31 March 2024. The exemption for heavy electric vehicles does not expire until
the end of 31 December 2025.
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4 MINISTRY OF TRANSPORT

Work to replace fuel excise taxes with electronic road user charging for all vehicles, starting with electric vehicles

Indicative Timeline

s 9(2)(f)(iii)

Transitioning from FED to RUC at a faster pace than would occur ‘naturally’ improves fairness There are options regarding a phased transition versus a
in the land transport revenue system, facilitates better land transport revenue sustainability, and wholesale transition that are not included in this high level A3.
7f30d9d0ii 2024-01+26/13:06:04 nsition to advanced efficient variable road-based pricing systems.
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CBC-23-MIN-0024

Cabinet Business
Committee

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Road User Charges: Preparing the System for the Entry,of LightElectric
Vehicles

Portfolio Transport

On 13 December 2023, the Cabinet Business Committee referrfed the submission under
CBC-23-SUB-0024 to Cabinet on 18 December 2023 for further consideration, revised as
appropriate in light of the discussion at the meeting.

Rebecca Davies
Committee Secretary

Present: Officials_present from:

Rt Hon Christopher Luxon (Chair) Office of the Prime Minister

Rt Hon Winston Peters Department of the Prime Minister and Cabinet
Hon David Seymour

Hon Chris Bishop

Hon Simeon Brown
Hon Paul Goldsmith
Hon Dr Shane Reti
Hon Shane Jones
Hon Erica Stanford
Hon Judith Collins
HondMark Mitehell
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Cabinet

CAB-23-MIN-0494

Minute of Decision

This document contains information for the New Zealand Cabinet. It must be treated in confidence and
handled in accordance with any security classification, or other endorsement. The information can only be
released, including under the Official Information Act 1982, by persons with the appropriate authority.

Road User Charges: Preparing the System for the Entry,of LightElectric
Vehicles

Portfolio Transport

On 18 December 2023, following reference from the Cabinet BusinesssfCommittee, Cabinet:

1

10

11

12

13

noted that the road user charges (RUC) exemptien for light electric vehicles will expire as
legislated on 31 March 2024;

noted that owners of light electric vehiclés will be subject t6 RUC, from*1 April 2024;
agreed to enable the setting of a partiah RUC rate for plug-in hybrid vehicles;

agreed to establish a partial RUC xate of $53 per 1000%kilometres for plug-in hybrid
vehicles;

agreed to create a newivehicle type and weight bands for plug-in hybrid vehicles;

agreed to remoy¢ the ability to claim réfunds,of the excise duty, excise-equivalent duty, and
goods and services, tax charged in‘tespeet of motor spirits used in a plug-in hybrid vehicle;

agreed t0 establish a two-month tramsition period, beginning on 1 April 2024;

agreed that owners of veryalight,electric vehicles will be exempt from RUC rates from
"April 2024,

authorised the Minister of Transport to make final decisions on the definition of a very light
electric vehiele;

agreed to amendthe definition of all-terrain vehicles to also capture electric all-terrain
vehicles, and to amend associated rules and regulations to ensure a consistent definition;

agreed that the distance recording of a vehicle be provided at first application for a RUC
licence;

agreed that the legislative amendments necessary to implement the above decisions will be
progressed under urgency by 31 March 2024;

invited the Minister of Transport to issue drafting instructions to the Parliamentary Counsel
Office to give legislative effect to the decisions in paragraphs 3-11 (including for primary
legislation and any associated regulations) including any consequential amendments,
savings and transitional provisions;
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14 authorised the Minister of Transport to make decisions that are consistent with the overall
policy provided that those decisions are confirmed when the Road User Charges
Amendment Bill is considered for introduction;

15 authorised the Ministry of Transport to share draft legislation with the New Zealand
Transport Agency;

16 authorised the New Zealand Transport Agency to begin communications to inform light
electric vehicle owners of their RUC obligations;

17

Rachel Hayward @
Secretary of the Cabinet 2 6
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Regulatory Impact Statement: Amending
legislation to enable light electric vehicles
to enter the road user charges system

Coversheet

Purpose of Document

Decision sought: To seek Cabinet approval to legislative amendmentsito smooth
the entry of light electric vehicles into the yoadruser charges
system from 1 April 2024.

Advising agencies: Ministry of Transport

Proposing Ministers: Minister of Transport

Date finalised: 15/12/2023

Problem Definition

The road user charges (RUC) exemption for light electric vehicles,is scheduled to expire
on 31 March 2024, meaning that owners ofithese vehicles will be subject to charges from 1
April. This could impose different or potentially unreasonable costs on owners of plug-in
hybrid vehicles and very light'electrie,vehicles (for example;\electric motorbikes).

Executive Summary

Light electric vehicles (EV/s) aré currently exempted from the obligation to pay road user
charges (RUC), in erderto encourage their uptake: This exemption is scheduled to expire
at the end of 31 March, 2024, with lightdEV-ewners subject to RUC from 1 April 2024.

From 1 April 2024 plug in hybrid vehiele (PHEV) owners will need to pay RUC but also
fuel exciseyduty(FED) on any petrol purchased. The requirement to pay both taxes creates
a situation' where PHEV owners will,face considerably higher costs than equivalent petrol,
diesellorbattery electric yvehicles."Our preferred option for resolving this issue is to amend
the Road User Charges Act 2012 to put in place a partial rate ($53 per 1000 kilometres)
for PHEVs. Theypartial rate would reflect that PHEVs are also contributing to the system
through FED.

Alongside this, we would remove the entitlement for PHEV owners to claim refunds for any
FED paid because the process is time-consuming, manual, and open to fraud. We expect
that these ‘aetions will ensure that costs are relatively equitable across most light vehicles.

Far electric motorcycles, mopeds and other very light electric vehicles, the light RUC rate
($76yper 1000 kilometres) is considerably higher than the taxes paid by owners of petrol
motorcycles. While it would be possible to amend the RUC Act to allow reduced rates to
be set, the Ministry does not prefer this option because it potentially creates a precedent
for other vehicle owners to request reduced rates where charges and taxes do not exactly
align across different groups. This carries a revenue and system integrity issue because
the differences between FED and RUC mean it is not possible to exactly align charges and

Regulatory Impact Statement | 1
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taxes across petrol, diesel and electric vehicles despite their impact on the transport
network being similar.

In addition, the number of VLEVs currently in the fleet is very small (approximately 3000 by
April 2024. We do not consider that the small number justifies taking the step of creating a
reduced rate currently. Our preferred option is the status quo — VLEV owners pay the full
RUC rate. We will monitor any impacts on uptake — if there are any impacts on the growth
of the market over the next 12 months, this may increase the justification for a reduced
rate for VLEVS.

Legislative change will be necessary to implement the preferred option of a partial rate forn
PHEVs. No legislative action is necessary to implement the preferred option for VILEVs.
The New Zealand Transport Agency will also need to collect odometer readings from all
light EVs and issue RUC licences.

Limitations and Constraints on Analysis

The Government has indicated a preference to allow the'RUC,exemption for light EVsto
expire on 31 March 2024. Therefore, the analysis in this document assumes'thatthe
exemption will expire and focuses on the impligations of that, rather thansproviding analysis
of options to extend the exemption.

Estimates of additional revenue received orirevenue foregone are necessarily uncertain
and based on modelling assumptions about uptake of light EVs.

There is limited information about the impact of the RUC,exemption on light EV uptake.
Information available suggests that purchase costs are more of a barrier to uptake than the
potential need to pay RUC. EV funning\costs are also generally lower than petrol and
diesel equivalents. Therefare, ,we have'assumed thatithedmpact of the options on EV
uptake will be marginal.

It is difficult to accuratelynestimate additianal costs,for individuals because it is dependent
on the ways individuals use their vehicles. Therefare, we have used averages.

We have very limited information on thedemographic profile of light EV owners in New
Zealand{whichemakes it very difficult,te’draw any accurate conclusions about impacts on
different groups within the population.

Responsible Manager(s)
Carolina Durrant
Acting Manager Revenue

The Ministry=of Transport

CchmM
15/12/2043

Quality Assurance
Reviewing Agency: Ministry of Transport
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Panel Assessment & A Regulatory Impact Statement has been completed and is

Comment: appended to this paper. It has been reviewed by the Ministry of
Transport’s internal review panel. The requirement for quality
assurance of RISs has been suspended for decisions relating to
100 Day priorities taken within the 100 Days. However, the
Ministry notes that due to the limited timeframe to assess impacts
there are some gaps in the analysis. This is particularly around
the growth in demand for PHEVs and VLEVs, the impacts of the
preferred options on future uptake of ZEVs, and stakeholder
views on the specific proposals.

The impacts here will most likely be relatively small in‘the short-
term due to the small number of PHEVs and VLEVs in the'market.
However, the paper notes that if we see growth’in‘demand for
these vehicles then further regulatory work willkbe required. We
also note the Treasury requirement that there be‘a’post-
implementation review within a year of enactment, providing an
opportunity to consider if further changes,aré"needed.

Section 1: Diagnosing the policy proplem

What is the context behind the policy proRl€miand how isftheystatus quo
expected to develop?

1. Road user charges (RUC) is a majorfsource of revenugeffonthe maintenance and
improvement of New Zealand’s transport system. All heavy vehicles (with a gross
vehicle mass of 3.5 tonnes or more) and all light vehicles that use a motive power other
than petrol are subject to, RWUC. This currently appliesito diesel vehicles.

2. Owners of vehicles subject to'RUC are requiredito purchase and display licences from
the New Zealand Transport Agency (NZTA) which acts as the RUC collector. RUC
licences aregourchased in 1000-kilometre, increments. Rates vary widely between
different classes of vehicles, depending on the size, weight, and number of axles.
Generally, rates increase as vehicles get heavier because the system is designed to
recover/costs from vehicle owners in‘@manner proportionate to the damage different
vehiclesdo to the road network. The current rate for light vehicles is $76 per 1000
kilometres.

3. I While the definitien of RUC vehicle includes electric vehicles (EVs), they have been
exempt since 200910 encourage people to purchase Evs. For light Evs, this exemption
is scheduled te,expire at the end of March 31, 2024. This means that light EV owners
will be subjectito RUC from 1 April 2024. The exemption was intended to remain in
place uatil light Evs reach two percent of New Zealand'’s overall vehicle fleet

4. o This willimpose extra costs on owners of light EVs. Assuming that a light EV travels
11,000 kilometres per year (a rough estimate of average annual travel by light
vehicles), this leads to an additional $836 in transport taxes per year. This does not
create a fairness issue, because it brings light EV owners into line with what owners of
other vehicles contribute to the upkeep and improvement of the transport system.

5.  Allowing the exemption to expire does create an issue for owners of plug-in hybrid
vehicles (PHEVs) who are currently covered by the RUC exemption, but are required to
pay fuel excise duty (FED) on any petrol purchased. If the status quo is allowed to
continue, then PHEV owners will be paying both FED and RUC from 1 April 2024. This
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will mean higher costs and means that owners of PHEVs will be treated differently than
all other light vehicles.

Once the exemption expires, there is an ability for PHEV owners to apply to NZTA for
refunds of any FED paid. This refund process is manual and time-consuming because
it requires vehicle owners to keep records of any fuel purchased and submit quarterly
refund claims. Adding 21-25,000 PHEV:s to the volume of claims received will require
additional resources for NZTA (estimated at 6 additional staff members costing
approximately $1 million over 18 months).

Owners of electric mopeds, motorcycles and other very light electric vehicles (VLEVS)!
will be subject to the full light RUC rate from 1 April 2024. This is likely. to impose
considerably higher costs on electric variants than petrol equivalents which could have
an impact on the market.

What is the policy problem or opportunity?

8.

10.

11.

12.

18.

For PHEVSs, the status quo represents a fairness issuey— owners of these vehiclesywill
be paying both of the major transport taxes and be Subject,to higher costsithan,all other
light vehicles without any corresponding reasonsforthis.to occur. This could impact
vehicle purchasing decisions and have a distortionary effect on theslight vehicle market.

While there is an ability to apply for refunds of any FED paid, the process is manual,
time-consuming, and open to fraud becauseit is difficult toidetermine the legitimacy of
the claim.

For VLEV owners, therelis also a potential fairness issue. Owners of VLEVs will be
subject to higher costs thamypetrol .equivalents which:could have a distortionary effect o
purchasing decisions{The’issue is slightly different than for PHEVS, because VLEV
owners will only be(subject/to one transport tax.

The scaleof these problems is not,expected to be large. Modelling suggests that there
will be between 22-25,000 PHEVS'in the fleet' by April 2024, which represents well
under one percent of the New Zealand light vehicle fleet (approximately four million
vehieles)yAdditional costs will'vary.depending on how individuals use their vehicles
and howfar they travelgbut it'eould be in the magnitude of several hundred dollars per
year.

We estimate thatithere will be approximately 3000 VLEVs in the fleet by April 2024. As
above, the“exaet,cost for individuals will vary depending on how far they travel. It is
possible that VLEV owners could face. We estimate that on average, petrol motorcycle
owners=pay approximately $35 in FED per 1000 kilometres travelled, so applying the
standard light RUC rate would more than double costs.

We would expect that the scale of the problems associated with the status quo to grow
over time, as the number of low and zero emissions vehicles increases.

L This is an umbrella term for various light electric vehicles weighing less than one tonne. It is not currently an

official vehicle class.
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Treaty of Waitangi considerations

14.

15.

The Crown has obligations under the Treaty of Waitangi relating to partnership,
protection and equal treatment. Regarding transport, we understand that:

¢ Low-income households spend a higher proportion of total income on transport
and Maori households tend to have lower incomes

e The three lowest-income quintile groups had negative gross savings compared to
gross disposable income and final consumption expenditure and Maori"are
disproportionately represented in the three lowest quintiles.

Based on our current understanding of impacts for Maori, any additional costs for road
users from this policy are likely to fall more heavily on Maori. We do,note*however, that
light EVs tend to be more expensive to purchase than internal combustion engine
vehicles meaning that low-income households are potentially less likely to own them.

What objectives are sought in relation to the goliey4problem?

16.

Three objectives are sought:

a. Ensure that all light EVs can beiintegrated into the RUC system in the lowest-
cost way, both for users of the system and the regulator

b. The costs imposed on differentitypes of light®EVsiare fairand reasonable and
are consistent with the central purpose of the RoadyUser Charges Act 2012
(RUC Act) and system, that charges arexn proportion to the costs that the
vehicles generate.

c. The integrity of theltransport revenue System is maintained.

Section 2: Deciding sipon an option to address the policy
problem

What criterigagWill b® used to compare options to the status quo?

17.

The following criteria have been used to evaluate the options:

¢ Ease of implementation — how difficult and costly the option is to administer
for NZTA.

o Equitable= theextent to which the costs imposed by the option are consistent
withithoselimposed on owners of similar vehicles (horizontal equity)

e Revenueimplications — the extent to which the option affects the amount of
revenueieollected from light EVs from 1 April 2024 onwards.

What scap€ Will options be considered within?

18.

19.

As noted, the Government has indicated a preference to allow the light EV RUC
exemption to expire on 31 March 2024. Therefore, the scope of options is limited to
things that could be done within the RUC system rather than considering extending the
exemption.

We have limited information about the demographic profile of EV owners in New

Zealand, therefore it is difficult to draw any firm conclusions about how the additional
costs of EVs being subject to RUC will impact different groups of the population.
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20.

Separate options are considered for the two policy problems set out in paragraphs 8-12
and are set out in two sections.

PHEVs: What options are being considered?

Option One — Status Quo

21.

22.

23.

24.

25.

Under the status quo, PHEV owners will have to pay both FED & RUC, resulting in
higher costs. Owners of PHEVs will have access to a refund process for any FEDB,paid.

This option is likely the highest cost in terms of administering the system. NZTA will
require additional resources to handle the increased volume of refund, applications from
21,000-25,000 PHEV owners. NZTA has estimated that an additional six.FTEs would
be necessary, with a potential approximate cost of $1 million ford8‘months.

This option is relatively fair, because it recognises that PHEV owners will be paying
both taxes but enables them to access refunds for the FED paid. The ability to Claim
refunds means that PHEV owners will not face highér casts'due to having.to‘pay both
taxes. This removes horizontal equity concerns that would otherwise have toybe
factored in and ensures that similar impacts on the read network acress all light
vehicles are reflected.

It does create a possible issue for the integrity of the transport revenue system
because the refund system is open‘to fraud. It is difficult for NZTA to determine
whether the refund claim is legitimate."Bor example, people who own a petrol vehicle
and a PHEV could submit claims, for petrol used inthe ineligible vehicle.

While this risk is worthsnetingywe do not have any reliable data on the potential
revenue loss and we ‘consider it to be marginal in'the overall context of NLTF revenue
(%4 billion per year):lt is'also questionable whether many people would seek to submit
fraudulent,claims given the small amounts of money involved at an individual level.

Option Two & Requife PHEV gwn€rs4de pay FED & RUC

26.

27.

28.

29.

Under this option, the entitlementto claim refunds would be removed and PHEV
ewners/would have toypay beth FED & RUC.

Lhis option perfarms well against Objective One would simplify administration and
reduce administrative'costs but would create a fairness issue, with PHEV owners
incurring higher costs from needing to pay both FED & RUC. NZTA would not require
additional staff to handle refunds, resulting in a potential saving of approximately $1
million ever 18 months.

This'gption does not score well against Objective Two. It does not resolve the issue of
PHEV owners having to pay both FED & RUC and creates a horizontal equity issue
when comparing PHEV owners to owners of petrol, diesel, and electric equivalents.
There is no compelling reason for this difference given that PHEVs have a similar
impact on the road network as other light vehicles.

Table One below provides an indication of potential cost differences between PHEVS,

petrol vehicles and electric/diesel vehicles subject to the standard RUC rate. It
assumes a vehicle travelling 11,000 kilometres per year.
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30.

Vehicle type Annual tax costs?

Light petrol vehicle (assuming consumption of 9/ $797
100 kilometres)

Petrol hybrid vehicle (assuming consumption of $345
3.9L/100km
Light diesel and light electric vehicle $836
PHEV (assuming petrol consumption of $1,089 ($836%n RUC and $253
2.86L/100 kilometres) in"FED)

This option scores well against Objective Three because it removes the ability of, PHEW
owners to apply for FED refunds, and therefore any risk ©f fraudulent claims.

Option Three - Amend the Road User Charges Act 2012fto/establish a partiaBRRUC rate

31.

32.

33.

34.

35.

Under this option, the RUC Act would be amended to allow the setting of partial RUC
rates. A partial rate would then be appliedsto PHEVS to reflect that they are also
contributing to the costs of the transport system through4#ED. The entitlement to claim
FED refunds would be removed.

Once the RUC Act has been amended, regulations:Would also need to be amended to
implement the partial ratey Weshave concluded thatitheymost effective way to calculate
this rate is to calculate average FED costs per 1000 kilometres based on estimated
petrol consumption.

There is a wide‘fange of estimates ingerms,of the amount of petrol that PHEVs use,
and it variestbased on the use ofieach,vehicle, Manufacturers generally claim lower
petrol consumption based on tests done'during vehicle development (often between
one and two flitres per 100 kilometres). Studies done in New Zealand and overseas in
real*werldieonditions have 'suggested that petrol consumption per 100 kilometres is
higher than these estimates.

We have assumed a petrol consumption number of roughly three litres per 100
kilometresgwhichyweyconsider to be around the midpoint of real-world petrol
consumptiomby*RPHEVs. Based on this, we consider that the partial RUC rate should
be set at $53 per 1000 kilometres. This is set at the lower range of the expected
amount of FED that an average PHEV would be expected to pay.

Those who consume more petrol are likely to be marginally worse off under this option
because they will not be able to claim refunds. Those who consume less petrol and rely
more on the electric motor will likely be marginally better off.

2 Costs are GST inclusive.
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36. This option scores well against Objective One — once the RUC Act has been amended
it is relatively simple to create a new vehicle type and set a new rate. It also reduces
costs for NZTA because refunds do not have to be issued to PHEV owners. Minor
system changes would be needed to set up the new PHEV vehicle class in the NZTA
system.

37. Interms of fairness, it removes the horizontal equity concerns that would be caused by
Option Two because PHEV owners will not face considerably higher costs than similar
petrol and diesel vehicles whilst having a broadly similar impact on the transport
network. However, because of averaging it is marginally less fair than Option One
where PHEV owners can claim refunds for all FED paid.

38. By removing the need for refunds, this option is likely to preserve the integrity of the
transport revenue system because it removes the risks associated withshe refund
process.

Stakeholder feedback

39. Inearly 2022, the Ministry of Transport carried out & major,consultation efithe RUC
system, with a range of proposals included. Overt00 submitters provided about 3,000
separate responses to the 89 questions posed in‘thé discussion decumentyMost
submissions were from the freight and trucking sectors, with some also coming from
private individuals.

40. The RUC discussion document askedyguestions about the advantages and
disadvantages of setting partial RUC rates to recognise FED paid by dual-fuel vehicles,
the criteria to determine{partial RUC rates and whether operators of dual-fuel vehicles
with a reduced RUC rate should still be able to/claimya full FED refund if they used
more fuel than the average,

41. Many submitters,opposed charging betfihRUC and FED, not realising the owners of
dual-fuel vehicles would be entitled to.a FED tefund. But most submitters were also
opposed to enabling partial rates*for, PHEVs. It is not always clear whether submitters
appreciated that'the purpose ©f the partial rate would be to ensure that PHEVs are not
charged ‘more overall thanther vehicles only needing to pay one tax.

42. #~/Seme submitted that partial‘rates (whether for PHEVs or battery electric vehicles) could
encourage EV use over public or active transport. Others also noted the possibility of
perverse outcomeswhereby the RUC rate is lower for a PHEV than for a battery
electric vehigle

PHEVs: Preferred®option

43. Option‘Three is our preferred option. We consider putting a partial rate in place is the
mosteffective choice because it significantly reduces any horizontal equity concerns
and ensures that charges/taxes reflect the fact that all light vehicles have similar
(minimal) effects on the road network.
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PHEVs: How do the options compare to the status quo?

Obtion O Stat Option Two — Require PHEV owners  Option Three — Establish a partial
Ption One = Status Quo to pay FED & RUC RUC rate (Preferred)

. - ++ - removes the need for NZTA to ++ - removesithe'need for NZTA to
0 — requires NZTA to administer refunds - -
Ease of . administer refunds and thereforesf@movess administer réfunds and therefore removes
. . for PHEV owners which adds costs for p .
implementation . the need for NZTA to employ additional the need for NZTA to employ additional
additional staff to process refunds.
staff to process refunds. staff to pracess refunds.

0 £'in terms of horizontal equity, this option
is very similar to the status quo because

- - - this option is hot equitable. It means while PHEV owners will still have to pay

0 —torillatl}/ell%re:]et]illjtssgeflgre;ius;;ge Z?clillty that PHEV @wneérs will permaneitly be both FED and RUC, they will not face
Equitable mearr:s i/hat PHEV owners ?//vill notpface paying EEDyand RUC with ng'ability to notably higher costs than other similar
. . claim refunds. This creates a horizontal vehicles while doing so.
higher net costs than other vehicles. Lo . o .
equity issue Some individuals will likely be marginally

better off than under the status quo, some
will be marginally worse off.

Lo . 0 —there could be some,marginal revenue
0 — bringing light EVs into the RUC system ) . 9
loss resulting from improper or fraudulent . . .
0 — in terms of revenue take, this option is

from 1 April 2024 is expected to generate . A . .
. Re_ven_ue P p . 4 J . claims but'the likely small size of this . -
implications between $55 to $86 million inadditional , _— . . likely to be very similar to the status quo.
. means this option is\not materially different
revenue over the first 12‘months.
than the'status quo
; S + - This option is similar to the status quo
0'=This option is likely to be cheaper and . P . . 9
. . g in terms of how equitable it is and the
0 — the status quofperforms relatively well simpler to administer than the status quo S
Overall . ) . L . . revenue implications. However, by
in terms of equity and revenue implications “but'is significantly less equitable. At most ) .
assessment . : o . . removing the need for refunds, it makes
but is mofe expensive to administer. we would expect marginal negative :
. the system cheaper and simpler to
impacts on revenue. g
administer.
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S A

++ much better than the status quo

+ better than the status quo

0 about the same as the status quo @
- worse than the status quo
. much worse than the status quo 6
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Very light electric vehicles: What options are being considered

Option One — Status Quo

44.

45,

46.

47.

48.

49.

50.

51.

Under this option, very light electric vehicles will be subject to the full RUC rate of $76
per 1000 kilometres from 1 April 2024. We estimate that there will be approximately
3000 VLEVs in the fleet by 1 April 2024.

This option is simple to implement and administer but there are some complications in
terms of getting VLEVs into the fleet. Some VLEVs are not fitted with distance
recorders (odometers) which makes it difficult to estimate distance travelled and\know
when RUC licences should be purchased. We have limited information about,how
many of these vehicles there are in the fleet, but indications are thatthe number is
small.

To address this, we could amend the RUC Act to provide the 'Minister of Transport with
a power to exempt certain light vehicles where the Minister isssatisfied that the
administrative and compliance costs of collecting RUEwould.outweigh the revenue
impacts of doing so, or where it is impractical to collect RUC (for exampletif the vehicle
is manufactured without an odometer). — we are"neting,this ability under the status quo,
but providing for targeted exemptions is sémething that could also e doneyunder
Option Two.

This option is not equitable. It wouldimean owners of VLEVs face significantly higher
costs than owners of equivalent petralvehicles. VLEV ownersywould need to purchase
RUC licences at a cost of $76 fier 1000 kilometres. Fhis compares to our estimates
that the average petrol motergycle owner pays approximately $35 in FED per 1000
kilometres travelled.

It is possible that this @ption could have follow on implications, including a reduction in
purchases of.zero-emission vehicles, aith,associated harm to New Zealand’s transport
emissionslefforts. There may also be a negative public reaction to the perceived
inequity.

Whileythis,creates a horizontal'equity issue, it is worth noting that the light RUC rate is
maostly made up of commen cests (road signage, safety features, emergency
response). Common ¢osts account for approximately 80 percent of the light vehicle
RUC rate, reflecting thatvehicles weighing less than 3.5 tonnes generally do very little
damage to,the roadwnetwork.

It is considered,fair to allocate common costs equally to all vehicles. Therefore, most
costs that VLEV owners will face under this option are for things that benefit them.
Because FED is charged per litre of petrol purchased, it is not possible to reflect
differentscosts in this way through the FED system.

Asinoted earlier, including all light EVs (including VLEVS) is expected to raise between
$55 and $86 million in the first year following 1 April 2024. There are no detailed
estimates of the amount of revenue that would be raised specifically from VLEVSs.

Option Two — Put in place a reduced rate for VLEVs
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52.

53.

54.

55.

56.

57.

58.

Under this option, the RUC Act would be amended to put in place a reduced rate
VLEVs. This reduced rate would likely be between $35-40 per 1000 kilometres,
reflecting estimated petrol consumption rates for motorcycles.

We are referring to it as a reduced rate because it is based on a different principle than
the partial rate:

a. The partial rate reflects that PHEV owners are already contributing to the
costs of the system through FED. Imposing higher costs by requiring PHEV
owners to pay the full amount of both taxes is not fair or equitable.

b. A reduced rate would be put in simply to recognise that VLEV ownersiwould
be paying more than petrol equivalents rather than trying to reconcile two
different obligations. There are many cases of this across the system,
because of the differences between the FED and RUC systems.

This option would be relatively simple to administer (noting the issuées raised in
paragraph 45) because the reduced rate would apply to all' VLEWs. Minor system
changes would be needed to add the new VLEV vehicletype to the NZTA syStem.

This option is considerably fairer and more equitable than the status qua. It means that
costs for VLEVs would be broadly similar o the estimated fuel tax cests for equivalent
petrol vehicles (around $30-35 per 1000 kilometres).

The Ministry of Transport uses a cosballecation model (CAM) to determine how costs
should be allocated to different vehicle types, and the rates that vehicle owners should
pay. While rates are not exactly, alignedywith the CAM, it is generally considered to be
the best proxy that we havefor ensuring that chargesyare proportional to costs
generated by different vehicles.

Setting a reduced rate.for VLEVs that creates consistency between electric and petrol
vehicles will require'settiig aside the CAM,because most of the costs allocated to light
vehicles are common costs. Therefare, the'CAM would produce a rate that is broadly
similar to the,current light RUC rate.

Revenue.is likely to be marginally lower under this option than the status quo because
the RUE rate for VLEVs.is reduced. Given the small size of the VLEV fleet
(approximately 3000 vehicles) and that motorcycles/mopeds tend to travel fewer
kilametres thanfether,vehicles, we do not expect that any revenue loss would be
significant.

Option Three — Exefmphall VLEVs from RUC

59.

60.

61.

Undefthis option, all VLEVs (any electric vehicle weighing less than one tonne) would
be permanently exempted from the obligation to pay RUC. This would require an
amendment to the RUC Act. As already noted, we estimate that there will be
approximately 3000 of these vehicles in the fleet, mostly mopeds and motorcycles.

This option would likely be simple and relatively cheap to administer because the
current situation would continue. VLEVs would remain exempted from RUC and no
action would be required from NZTA. It would also remove any costs associated with
attempting to collect RUC from vehicles that are not fitted with odometers.

This option is not fair, or particularly equitable. While VLEV owners do not cause
damage to the road, they do use road infrastructure and would continue doing so
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without paying any road tax, unlike petrol equivalents. We consider that a broad
exemption is inconsistent with the purpose of the RUC system, whereby vehicle
owners should contribute in proportion to the costs generated by their vehicles.

62. Because it involves exempting VLEVs entirely, this option would have the most
negative impact on revenue. However, given the small number of vehicles any revenue
loss is likely to be marginal.

Very light electric vehicles: Stakeholder feedback

63. The 2022 RUC discussion document asked questions about the advantages and
disadvantages of subjecting road-registered VLEVs to RUC or a higher annualdicence
fee, and the principles we should use to determine a RUC rate for motercycles or
mopeds.

64. The submissions were mixed on charging RUC for VLEVs. Submitters opposed to
bringing them into the RUC system cited the compliance‘burden involved (especially
consider the minimal damage these vehicles impose.on the reads) and the potential
disincentive for uptake of these vehicles.

65. Other submitters proposed these vehiclesishould'pay for road useghroughithe annual
licencing fee rather than through RUC. It wasinoted that the administrative cost of
bringing these vehicles into the RUC system imight outweigh the\benefit to the NLTF.

Very light electric vehicles: Prefégted™option

66. The status quo is our preferred‘gption. While we naote that it scores poorly in terms of
equity implications, we are,coneerned about theprecedent that could be set by
establishing a reduced.rate.“The inherent differences between the FED and RUC
systems make it difficult4o ensure exact parity acrass petrol, diesel and electric
vehicles of similar weights/or designs. There will always be some differences between
similar vehicles using\different fuels.

67. There isqalsono double taxation,issue in‘this case. Higher costs for VLEVs are driven
by a different charging methodolegy rather than because the owners are required to
pay'both FED and RUC. Weyare,also concerned about the implications of setting aside
the GAM*to establish afreduced rate.

68.%, Finally, we are notconvinced on the need for a reduced rate at this time. The market
for VLEVsdis,currently,very small (approximately 3000 expected in the fleet by 2024)
and higher purchase prices/supply issues are also barriers to entry. We will monitor the
effects of the status quo on uptake. There may be more of a case for a reduced rate in
futuregas the VLEV fleet grows, or evidence develops that having to pay the full RUC
rate iIssSlowing or stalling the growth of the market.
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Very light electric vehicles: How do the options compare to the status quo?

_ Option Two — Establish a reduced
Option One — Status Quo (Preferred) RUC rate

Option Three — Permanently exempt
VLEVs from RUC

0 - NZTA will need to begin collecting RUC
from VLEVs. This could be challehginguin
some cases where an odometerhas not

been fitted or where the costs of callecting
outweigh the benefits, butfa targeted
exemption power ¢an be added to the

RUC Act to manageé issues as they
emerge.

0 — NZTA will need to begin collecting
RUC from VLEVs. This could be
challenging in some cases where an
odometer has not been fitted or where the
costs of collecting outweigh the benefits,
but a targeted exemption power can be
added to the RUC Act to manage issues
as they emerge.

++ - simplest toimplement and administer.
No action‘requiredfrom NZTA, although
an'amendment to the RUC Act would be

Ease of
necessary.

implementation

0 — this option is not equitable. VLEV
owners will be permanently contributing
less to the system that owners of
equivalent petrol vehicles, which does not

++ - establishing a reduced rate’ensures a
degreeof horizontal equity. Owners of
VLEVs andypetrol equivalents would be

0 — not equitable because it means that
owners of VLEVs will be paying
considerably more in transport taxes and

Equitable
charges than petrol equivalents based on contributing roughly the same amount of
equal amounts of use. revenue per 1000%kilometres. reflect that they use the transport system.
=& establishing a reduced RUC rate will . .
L . ) - — will result in greatest revenue loss of
0 — bringing light EVs into the RUC system | result in some revenue loss compared to . .
! . . the three options, but is likely to be
Revenue from 1 April 2024 is expected to generate the statusqquo. This is expected to be ) .
. .. LS > . ¢ marginal overall given the small number of
implications between $55 to $86 million indadditional marginal given the'small number of VLEVs
. VLEVs and the fact that the generally
revenue over the first 12 months. and the factithat they generally travel less .
. travel less distance.
distance.

+— Similar to the status quo, this option is

0 — has challenges beth in terms of + - This option is similar in terms of not equitable although in this case it is

0 I implementation and horizontal equity. implementation complexity and costs to VLEV owners who receive the benefit.

assevsirr?lent Produces the best outcomes in‘termsyof the status quo but is significantly more Simplest option to implement because

revenueybecausesthe full possible\amount equitable. Will have a marginal negative there is no action required from NZTA.
Largest negative impact on revenue but

impact on revenue.

is being collected:
likely to be marginal overall.
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Section 3: Delivering an option
How will the new arrangements be implemented?

69. Amendments to the Road User Charges Act 2012 will be needed to implement a partial
rate for PHEVs, with associated changes to regulations to establish a new PHEV
vehicle class and implement the partial rate. Amendments will need to be progressed

under urgency to be in place by 1 April 2024.
70. For VLEVs, no legislative action is required to implement the preferred c& \
71. The New Zealand Transport Agency will also need to collect odome adings from K
all light EVs and issue RUC licences. @
How will the new arrangements be monitored, eva% nd review
e d options on %t
em is working. es
rder in Counci
73. The Ministry of Transport is also consideri roader review @system
depending on Government direction. es identified with options set out in
this RIS could also be considered throu t work.

72. The Ministry of Transport will monitor the effects of
EV market and review in 12 months how effectivel
are needed to the rates, then this can be don
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INTERNAL WORKING DOCUMENT ON OPTIONS FOR PLUG-IN HYBRID ELECTRIC
VEHICLES, INCLUDING THE SETTING OF A PARTIAL ROAD USER CHARGES RATE
FOLLOWING THE EXPIRY OF THE EXEMPTION

CONTEXT TO THIS DOCUMENT

This is a background internal document on options for applying road user charges to,plug-
in hybrid electric vehicles.

WORK TO DATE

The Ministry of Transport consulted, and received feedback, on optionsifor applying RUC
to plug-in hybrid electric vehicles in January 2022, including on the potential of a partial
RUC rate and asked how the rate should be determined.

The discussion document Driving Change suggested an indieative partial rate could béset
at 80 percent of the standard light RUC rate in recognitionhatvaround twenty percent of
the travel was by petrol. This would provide ownefs with“@ 20 percent_discount on the
standard light vehicle RUC rate. The overall sentiment from the consultation were mixed:

e of the 38 submissions on this proposal,46.disagreed, 48 weighed the advantages
and disadvantages about even, and founagreed with €reating a partial rate for plug-
in hybrid vehicles .

e many submitters opposed charging both RUC and‘FED, presumably not realising the
owners would be entitled to a*FED refund.

e most submitters were_ alsoy opposed to enabling partial RUC rates for PHEVs.
However, it was(notfalways clear whether the submitters appreciated that the
purpose ofrtheypartial rate would béte,ensure that PHEVs are not charged more
overall than light diesel vehicles.

e some submitted that partial_ratesiywhether for PHEVs or battery electric vehicles)
couldtencourage EV uSe over“public or active transport. Others also noted the
possibility of potential perversé’outcomes if the RUC rate is lower for a PHEV than
for a battery electrigvehicle.

POLICY BACKGROUND

Since around 2009, electric vehicles have been exempt from the requirement to purchase
and displaysa, road user charges license. The temporary exemption was intended to
encourage thefuptake of electric vehicles, kick-start their adoption, and it was
contemplated"eventually, electric vehicles would be subject to road user charges (RUC). It
was communicated, but not legislated, that the exemption would end when electric
vehicles came close to comprising two percent of the light passenger vehicle fleet.

Paying road user charges would mean that electric vehicle owners contribute to the cost of
funding the land transport system, like other road users.



As such vehicles run on electricity, which is not subject to any transport tax, electric vehicles
would not contribute to the cost of upkeeping the transport network despite using the road
in the absence of applying road user charges to electric vehicles. Electric vehicle owners
not contributing posed:

e Fairness issues — owners of electric vehicles use the road, and benefit from land
transport expenditure like other light vehicle owners.

e Revenue issues — as electric vehicle uptake increases, and electric vehicle displace
or substitute for petrol powered vehicles, the funding stream for land transport
would diminish.

Overall, given electric vehicle use the road, and benefit from the transportinetwork like
other road users, the reasons for electric vehicles not contributing,funding were not
compelling (as explained below)

SNAPSHOT OF ELECTRIC VEHICLES

An electric vehicle is classified as a vehicle powered whelly or partly from an externalsource
of electricity.

There are around 103,000 light electric vehicles'in New Zealand,smade up of:

J Battery electric vehicles — 73,000
J Plug-in electric vehicles — 30,000

Electric vehicles make up justeves2 percent of the light passenger vehicle fleet.

Non-plug-in petrol hybrid vehicles are/not electric vehicles, as the electricity used for
motive power is generated intérnally (not from an exterAal source, for instance, through ia
a plug). There are around 250,000 petrol hybrid vehicles in New Zealand.

The Ministry of‘Transport Vehicle Fleetsmodel anticipates the uptake of electric vehicles
(particularly battery, electric vehicles) toycontinue to occur even if electric vehicle are
subject vehicles, especially due to.dmprovements in battery technology and price of
batteries continuing to fall.

Incpéases insthe cost of'petrel (due to increases in the cost of Emissions Trading Scheme
Wnits) is;anticipated toresult in‘the uptake of battery electric vehicles.

A COMPLICATION“RELATING TO DUAL FUELLED VEHICLES: PLUG IN HYBRID ELECTRIC
VEHICLES

It is anticipated/that battery electric vehicles will pay the light vehicle RUC rate, which is
S76%er 1,000 kilometres.

However, some electric vehicles also have petrol engines and automatically or
simultaneously draw on the petrol engine for their motive power. This means the vehicle
owners will be ‘double’ paying/contributing if the full light vehicle RUC rate was applied to
PHEVs. This would have a disproportionate cost impact and would disadvantage owners of
PHEVs. For example. It would mean a PHEV owner travelling 11,000 kilometres would pay:



e RUC of $836 AND

e FED of $266 per year (assuming the PHEV consumes around 3 litres per 100
kilometres).

This would result in total a tax of around $1,102 per year (assumption that the PHEV
vehicles paid the full light vehicle RUC rate and the owner was not entitled to claim back
the FED component).

In comparison, a petrol vehicle with the average fuel efficiency of 8.1 litreSipér 100 km
would pay $718 per year.

A petrol hybrid (a vehicle that does not plug in), for example, a ToyotadAqua, with a fuel
consumption of 3.5 litres per 100 km would pay $310 and with a fuel.consumption of 4.5
litres per 100 km would pay around $399 a year.

There are some petrol vehicles that pay more than PHEVs wouldypay, due to FEDsbeing
based on vehicle fuel consumption/economy. For examplé,‘a typical older peoplesfover
will often have a fuel economy of around 14 litres per 100km, Which would incuraréund
$1,240 per year in FED.

OPTIONS TO ADDRESS THE DOUBLE TAXATION ISSUE FACED'BY OWNERS OF PLUG-IN
HYBRIDS

There are a range of options to address the issue faced by owners of PHEVs. Some options
are less desirable or viable, and all.options have disadvantages.

PHEV owners claim FED refiinds and pay the full light, RUC rate

Under the current law, RUC vehicles that use petrol make refund claims to Waka Kotahi on
a quarterly basis.

Claims are made by,thelowners for a refund of thé petrol excise on fuel purchased for the
vehicle. The refunds effectivelyymean the vehicles are not double-taxed (once the refund is
provided):

SomesRUC vehicle owners alreadyymake excise duty refund claims. The refunds are largely
made by the ownérs, ofypetrol-powered American vehicles that exceed the weight
stipulation of light vehicles in"New Zealand (3.5 tonnes) and are therefore subject to road
user charges despite being powered by petrol.

The refund system means a road user faces the hassle of collecting and keeping their fuel
receipts andgmaking a paper refund claim to Waka Kotahi. A recent survey found that of
PHEV ownersssurveyed, around 40 percent fill up with petrol at least once per week, so
therewill likely be a large number of refunds required.

Waka'Kotahi faces the cost of receiving, checking, and paying the refund claim.

The claim process would also be susceptible to fraud, as it is difficult to ascertain whether
the claim is for petrol that went into the RUC vehicle and not some other vehicle or
machine. The same survey found that around 56 percent of PHEV owners surveyed also



own a petrol vehicle, which could make it difficult to ensure that the petrol subject to the
refund was used in a PHEV (and not in some other vehicle or machine).

Extending or permanently exempting PHEVs from RUC

Across the board, road users who utilise the roads contribute to the upkeep and
improvement of our land transport system.

Exempting PHEVs would, in fact, be a practical extension of the status quo, whereas ele€tric
vehicles do not contribute. A different policy rationale would be neededto justify a
permanent exemption, as, to date, it has been temporary to kick-start the uptake=of EVs
and was due to expire when uptake comprised 2 percent.

In principle, extending or entirely and permanently exempting PHEVS®¥romsRUC would be
inconsistent with the decision to end the exemption .

The cost of entirely exempting PHEVs would likely be in the ‘order of $15-20 million_per
year, resulting in most PHEVs paying significantly less than battery EVs.

It would also likely be unfair, as other road users would be paying, and costs would need to
be picked up by other road users.

This was the treatment of PHEVs in practiceequivalent to non<plugiin hybrids, benefiting
from their relatively low fuel consumption{ However, unlike with'non-plugin hybrids, PHEVs
that are used most efficiently (i.e. chargedivery frequently or with“large batteries with no
or very limited use of petrol), they could effectively avoid paying for their road use entirely.

Set a partial RUC rate for PHEVs

Another option, which weuld’be consistent with the policy to end the exemption is to set a
reduced or partial,RUC rate to account forithe tax contribution made by PHEVs through
excise duty wheh they fill up at the pump.

A partial RUCsrate forPHEVs could be'set inseveral different ways, however some options
may be viableor feasible than others:

1., Allow PHEV ownersito nominate a RUC rate based on their petrol/battery usage

There are reportsithat seome PHEV owners only use the vehicle’s electric engine, whilst
there are other _reports, some PHEV owners only use the vehicle’s petrol engine.lt is
thought PHEVsthat'are ‘company cars’ may be more likely to be powered by petrol than
electricity (as the“user may be less willing to recharge the battery at home, adding to
the household electricity bill) if the company pays the petrol bill.

Given'the potential variance in recharging practices of PHEV vehicles, an option would
beteo enable PHEV owners to 'nominate' based on how they use/recharge their vehicle.
Forrexample, a PHEV owner could submit their average fuel economy and pay a
corresponding RUC rate. Those that rely predominately on the vehicle’s battery would
pay a higher rate than those that rely predominately on the vehicle’s petrol engine.



A nomination system may create several issues and inconsistencies across the revenue
system and shift us back towards a previous RUC system that enabled owners to
nominate RUC rates/weights (pre-2012), which was becoming inefficient and
increasingly susceptible to fraud.

People would be incentivised to claim that they never charge their vehicle and,
therefore, deserve a very low RUC rate.

It would be very labour-intensive (and almost impossible) for the RUC, collectorto
validate or check the claims (it would be difficult because RUC is purchased 'well before
travel).

2. Use manufacturer’s fuel consumption rating of PHEVs for setting,a RUC rate

Basing the rate on the average fuel efficiency of PHEVs in the fleet could also befan
option for setting a partial RUC rate. This would be based an theymanufacturer’s,stated
fuel efficiency of the vehicles.

PHEVs in New Zealand, according to the motormvehicle register, have an“average
manufacturer’s stated fuel consumption/ecenomy,6f 2 litres per 100kilometres.

The table below provides a breakdown of*PHEVhmanufactuser’s'stated fuel economy
and the number of vehicles as recorded ansthe register.

PHEV fuel economy | Number of
(L/100 kilometres) vehicles

0-2.15 20,699
2.15-4.3 8,500
4.3-6.45 106
6.45-8.6 43

Fuel economy not | 1,015
recorded

Manufacturer’s ratings, in most cases, understate real-world fuel consumption.

The fleetaverage has been unchanged for the past ten years, although it has improved
marginally (by around 0.1 litre/100 kilometres) in the past year.

In'regards to PHEVs, the most important factor impacting how much a vehicle will pay
is not the fuel consumption of the vehicle but how often the vehicle is recharged and
thefbattery capacity of the vehicle, which can depend on how the car is driven. A vehicle
that is driven very long distances may be unable to be regularly recharged and more
rely on the petrol engine.



Using the average manufacturer's stated fuel efficiency would result in a partial RUC
rate for PHEVs of around $60 per 1,000 kilometres.

3. Use the cost allocation model to determine a partial rate

The Ministry uses a cost allocation model (CAM) to inform the setting of RUC rates. The
CAM is designed to determine rates that appropriately reflect the damage differént
types of vehicles do to the road network. It takes a variety of factors into aceeunt,
including the gross vehicle mass of the vehicle, the amount of road space, it takes up
and the number of axles the vehicle has. It also includes a range of commen costs,
including costs for road signage and safety features. Common costs, are allocated
equally across all vehicles.

The CAM does not take fuel type into account, meaning it is not@anseffective tool for
setting a partial rate. In addition, light vehicles do relatively littlesdamage to the road
network, meaning that most of $76 per 1000 kilometres light RUC rate is made up,of
common costs. For this reason, applying the CAM wauld'generate a partialrate that is
only marginally lower than $76 per 1000 kilom&tres,,and would not*meaningfully
account for the contribution made through ‘excises

4. Setting a rate based on real world usage

We do not have any specific evidence for the actual average fuel,consumption of PHEVs
in New Zealand to draw from.

Calculation methodology for.a partial rate

It is likely that regardless of the‘partial RUC rate chesen for PHEVs, there will be a wide
range of impacts, as different rates will advantage and disadvantage different groups of
users, depending‘@n,how each group uses,"and how often they charge, their vehicle.

PHEV ownerswho seldomly rechargetheirvehicle and rely predominantly on petrol will
likely pay/more, than the EV RUC rate, ‘and people who charge frequently will pay less
than the RUC rate.

Internationally, other jufisdictions have considered similar issues. However, without
clear data, it is diffictlt toxdetermine whether their assumptions are relevant in New
Zealand.

e the Australian State of Victoria imposed a per kilometre charge for electric vehicles,
which provided a 25 percent discount for PHEVs to the full per-kilometre rate which
applied to battery electric vehicles.

o gleelandshas proposed an EV RUC rate, with a 66 percent discount for PHEVs, but the
basis or underlying policy justification for this level of discount is unclear.

What do we know about PHEVs in the New Zealand vehicle fleet?

. PHEVs in the fleet average around 2 litres per 100 kilometres based on
manufacturer testing data.



J testing by Consumer NZ found PHEVs in the real world perform around 73
percent worse than in manufacturer tests. This was based on very basic
study where new vehicles were used for a combination of short trips and
long trips with regular charging. The exact methodology was:

o “aweek of commuting in rush hour from Lower Hutt to Consumer HQ (a
round trip of 28km); a run to the supermarket; and a drive over the
Remutaka Hill and back to see how it goes on a longer weekend trip”.

J studies by the International Council on Clean Transportation foundthat real
world fuel use and emissions from PHEVs can be three-to-five times higher
than WLTP approval values and that PHEVSs are only driven for 37 percent of
their mileage using their electric motors.

. around 76 percent of PHEVs in New Zealand are registéred torowners in large
urban areas (around 76 percent). Vehicles in urban aréas/are more likely to
do shorter trips and be more frequently charged thafnwehicles in ruralareas.

J around 68 percent of New Zealand PHEVS are under five years ‘old. The
newer the vehicle, the less degraded the battery is likely to be, the“more
efficient the petrol engine, and the Iessdikely it is to run predominantly on
petrol. Therefore, it seems that theymajerity of the New Zealand PHEV fleet
is relatively new and therefofe should have batterigs, in ‘aw€ondition that
enables a good fuel efficiency if regularly charged:

Given these factors, the Ministry gonsiders that to achieve an average contribution from
PHEVs that is similar to the,rate forother light RUC vehicles is likely to require a discount
for the PHEV rate of somewhere between 20-40 percent of the usual RUC rate.

This is based on applying an average electricmotorutilisation of 37 percent to estimate
the total PHEV kms drivenson petrol, and with the total estimated litres of petrol used
by PHEVs, we estimate an average fuelconsumption of 2.86 litres per 100km.

This impliessaniaverage petrol exciseyintake of $23 per 1000 kms (including GST and
rounded to befconsistent with RU@rates), which suggests a partial RUC rate of $53 (a
30 percent discount).

This,ratesmeans a PHEV travelling 11,000 km per year would pay:

e, FED of $253
e RUC of $583,(S53 per 1,000 would result in)

This would meaniPHEV owners using petrol at the rate of 2.86 litres per 100km would
pay $836 per year for 11,000 kilometres (a battery electric vehicle pays $836 in RUC,
standard light vehicle RUC rate of $76 per 1,000 kilometres)

Implications of partial rate of $53 per 1,000 kilometres

There is a risk that PHEV owners will consider that they are being unfairly treated in
comparison to non-plug-in hybrids. In the worst cases, a PHEV owner may pay double
or triple what the owner of the most efficient hybrids pay. However, it is important to
note that this is a comparison to an anomaly created by having a FED system that relies



on fuel efficiency. It is fairer to compare it to the light RUC rate —so in these worst cases
a PHEV owner may be ‘overcharged’ by around 20 percent.

In the worst case, a PHEV owner who seldomly recharges their vehicle and relies
predominantly on petrol (doing around 7L/100km) will contribute to the National Land
Transport Fund (NLTF) similarly to someone driving a people-mover does in FED
(14L/100 kilometres contributes around $112 per 1,000 kilometres). However, because
a PHEV still uses much less petrol, even in this case, their total costs across fu

NLTF contributions are broadly in line with the average petrol vehicle. 0 \
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Andrew de Montalk

From: Sam Harris

Sent: Wednesday, 6 December 2023 11:10 AM

To: Dominic Cowell-Smith

Cc: Carolina Durrant; Helen FionaWhite

Subject: RE: Draft Cabinet paper - ending light EV RUC exemption

Awesome, thanks Dom.

Will add that paragraph. | have also made a couple of very minor tweaks to the paper, just for clarity! We have also
had confirmation that CIPA requirements do not apply and we are finalising the review of.the RIS,'so | will add those
statements in and send you a final version tomorrow morning incorporating all of this plus‘anything that comes
through from Ministerial consultation.

Just to provide a bit more context around why we do not recommend the reduced rate option:

Establishing a reduced rate for electric mopeds/motorcycles etc. requir€sius te,essentially set asidesthe cost
allocation model that we use to determine RUC rates. While not perfectthisimodel is the best thingawe have for
determining whether vehicle owners are contributing in proportion to thes€osts their vehicleigenerates, which is the
purpose of the RUC Act and system. Most of the RUC costs attributable to vehicles under 35 tonnes is common
costs allocated equally among all vehicles (for example, road signage, safety features ete) because light vehicles
essentially do very little damage to the road network. This issnot accurately réflected, in the fuel excise duty rate,
because it is not possible to do so within the context 0f the current approachte setting the fuel excise duty rate.
However, owners of electric motorcycles/mopeds will'be using all of these features when they travel on the
network.

In the case of PHEVs, it is justifiable to set aside the.CAM because(those vehicle owners are also contributing to the
system through fuel excise duty. Thergefore; their casts overall will still peflect their use of the network and what the
CAM says they should pay. In the case of electric mopeds/mtorcycles etc, there is no equivalent justification for
setting aside the CAM. The only justification is that theyanould be paying more (admittedly quite a bit more) than
petrol equivalents.

The nature of our revenue system means theresare quite a few of these inequities throughout the system. We are
concerned that puttingin a reduced ratefor onefgroup of vehicles will open up the system for challenges and
disputes, and potentially tndermine its integeityver time.

Thanks
Sam
Sam Harris

Senior Adviser, MajonProjects
Te Manata Waka Ministry of Transport

M: 5 9@ PE: s.harris@transport.govt.nz | transport.govt.nz
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From: Dominic Cowell-Smith <Dominic.Cowell-Smith@parliament.govt.nz>
Sent: Wednesday, December 6, 2023 10:40 AM

To: Sam Harris <S.Harris@transport.govt.nz>

Cc: Carolina Durrant <C.Durrant@transport.govt.nz>

Subject: RE: Draft Cabinet paper - ending light EV RUC exemption

Hi Sam

The deadline for lodgement is 10am Thursday, Ministerial consultation closing COP today. If there is any feedback
from Ministerial consultation | will send it through to you as soon as it comes, but will need a final paperas soon as
possible Thurs morning.

I’'ve also just had a chat with the Minister about the paper and overall he is very happy with it, but has requested
one change — could we please add a paragraph to float a reduced RUC rate for VLEVs as an option, 'noting the
recommendation remains as currently positioned?

Happy to discuss, cheers
Dom

Dominic Cowell-Smith
Private Secretary (Transport) | Office of Hon Simeon Brown
Minister of Transport | Minister for Auckland | Minister, for Energy | Minister for Local Government

DDI: 5 9(2)(2) | M: 5 9(2)(a)
Email: dominic.cowell-smith@parliament.goviinz  Websitef www.Beehiveigovt.nz
Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand

From: Sam Harris <S.Harris@transpott.gavtaz>

Sent: Wednesday, 6 December 2023 9:53 AM

To: Dominic Cowell-Smith <Dofinic:Cowell-Smith@ parliarment.govt.nz>
Cc: Carolina Durrant <C.Dugsant@transport.govt.z>

Subject: RE: Draft Cabinet paper ='ending light EV RUC exemption

Hi Dom
Just checkingrimpon when papers have'to be lodged?
Thanks

Sam

From: Dominic CowelléSmith <Dominic.Cowell-Smith@parliament.govt.nz>
Sent: Tuesday/Décember 5, 2023 6:46 PM

To: Sam Harris\<S.Hasris@transport.govt.nz>

Cc: CarolinayDurrant <C.Durrant@transport.govt.nz>

Subject: Re: Draft Cabinet paper - ending light EV RUC exemption

Hi both, just confirming this paper has gone out for Ministerial consultation tonight - will be in touch if we get any
feedback. Hope you have a good evening!

Cheers
Dom



Get Outlook for iOS

From: Dominic Cowell-Smith

Sent: Tuesday, December 5, 2023 3:42:04 PM

To: Sam Harris <S.Harris@transport.govt.nz>

Cc: Carolina Durrant <C.Durrant@transport.govt.nz>

Subject: RE: Draft Cabinet paper - ending light EV RUC exemption

Great stuff, thank you Sam! Will discuss with the advisor and let you know if this info is to be added to the paper,
but very good to have either way

Cheers
Dom

Dominic Cowell-Smith

Private Secretary (Transport) | Office of Hon Simeon Brown O
Minister of Transport | Minister for Auckland | Minister for Energy | er for Local Goveran

oD SS@UBIN | M: SR

Email: dominic.cowell-smith@parliament.govt.nz AV
Private Bag 18041, Parliament Buildings, Wellingto
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From: Sam Harris <S.Harris@transport.govt.nz> \ \
Sent: Tuesday, 5 December 2023 3:36 PM

Hi Dom &

Just following up on the & osts for the R& nsition. NZTA has provided the following information.
Please note that thesefare e tes at this time:

investigating the most effective way to fund these costs.

It is worth noting that putting a partial rate for PHEVs in place before 1 April 2024 would reduce the costs as there
would no longer be a need to employ additional FTEs to handle refunds.



None of this information is currently reflected in the Cabinet paper, but let us know if you would like us to add it.
Thanks

Sam

Sam Harris

Senior Adviser, Major Projects
Te Manati Waka Ministry of Transport

M: @@ | E: s harris@transport.govt.nz | transport.govt.nz :
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From: Dominic Cowell-Smith <Dominic.Cowell-Smith@parli ovi.hz> \
Sent: Tuesday, December 5, 2023 1:05 PM
To: Sam Harris <S.Harris@transport.govt.nz> @
Cc: Carolina Durrant <C.Durrant@transport.govt.nz
Subject: RE: Draft Cabinet paper - ending light EV RU emption &

|
Dominic @“ i O

: m
Private Sec ﬁ ransport) | Officé of Hon Simeon Brown
Minister of Tra |
L 4

Minister for Auckland, | Minister for Energy | Minister for Local Government
I:

Many thanks Sam, appreciate the quick

| M:
» dominic.cowell-smai lament.govt.nz Website: www.Beehive,govt.nz

dings, Wellington 6160, New Zealand
O : \\Q
@ S::\N(arris <S.Har ovt.nz>
ent: Tuesday, 5 December

ominic Cowell-Smith <Dominic.Cowell-Smith@parliament.govt.nz>
: Carolina Durra rrant@transport.govt.nz>
Subject: RE: Dr, paper - ending light EV RUC exemption

Hi Dom \

We have made the requested changes to the Cabinet paper including amending the Government priorities section
and making clear that additional revenue is modelled over a period of 12 months after the exemption expires.

We are following up with NZTA on the costs question.

Thanks



Sam

Sam Harris
Senior Adviser, Major Projects
M: §°R)@ | E: s.harris@transport.govt.nz | transport.govt.nz

From: Sam Harris
Sent: Tuesday, December 5, 2023 10:17 AM
To: Helen FionaWhite <helen.fionawhite@parliament.govt.nz>; Dominic Cowell-Smith <Domi

Smith@parliament.govt.nz> \
Cc: David Wood <d.wood@transport.govt.nz>; Carolina Durrant <C.Durrant@transpor. .nz>; Tony Frost

(Parliament) <Tony.Frost@parliament.govt.nz>; Chris Roblett <c.roblett@transport imee Bell
<A.Bell@transport.govt.nz>
Subject: RE: Draft Cabinet paper - ending light EV RUC exemption

Apologies, | noticed a small inconsistency in the previous version of the L e fixed it in t&%h
Sam \@ 0
Sam Harris @ K

Thanks

Senior Adviser, Major Projects
Te Manata Waka Ministry of Transport

M3 9@ | E: s.harris .Jovt.nz | transport. nz
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) an govt.nz>; Carolina Durrant <C.Durrant@transport.govt.nz>; Tony Frost
@,\-Tm‘ ovt.nz>; Chris Roblett <c.roblett@transport.govt.nz>; Aimee Bell

. : '@er - ending light EV RUC exemption
Hi Helen a

Please fi& d a draft Cabinet paper on legislative changes to prepare for the end of the light EV RUC
exemption on"31 March 2024 for the Minister’s review and comment.

NZTA has provided feedback on the paper. Nobody other external agencies have been consulted at this stage.
I am happy to discuss or answer any questions.

Thanks



Sam
Sam Harris

Senior Adviser, Major Projects
Te Manata Waka Ministry of Transport

M: 8@@ | E: s harris@transport.govt.nz | transport.govt.nz
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<A.Bell@transport.govt.nz>
Subject: RE: Draft Cabinet paper - ending light EV RUC exemption

Apologies, | noticed a small inconsistency in the previous version of the paper. | have fixed it in the attached.

Thanks




Sam

Sam Harris
Senior Adviser, Major Projects
Te Manata Waka Ministry of Transport

M: 9@ | E: s.harris@transport.govt.nz | transport.govt.nz
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From: Sam Harris \
Sent: Tuesday, December 5, 2023 10:10 AM O
To: Helen FionaWhite <helen.fionawhite@parliament.govt.nz>; Dominic Cowell- inic.
Smith@parliament.govt.nz>

Cc: David Wood <d.wood@transport.govt.nz>; Carolina Durrant <C.Durran

(Parliament) <Tony.Frost@parliament.govt.nz>; Chris Roblett <c.robl
<A.Bell@transport.govt.nz>

Subject: Draft Cabinet paper - ending light EV RUC exemption @

rt. govt nz>,

Hi Helen and Dom

Please find attached a draft Cabinet paper on Ieglsla s to prepare he end of the light EV RUC
exemption on 31 March 2024 for the Minister’s revie d commen

NZTA has provided feedback on the pa \Amnher external have been consulted at this stage.
I am happy to discuss or answer any ¢ g"

Thanks TS A *

Sam \\ \K
Sam Harris 9 6
Senior Adwser% jects

Te Manati stry of Ira po
M: § 9(2)("") port.govt.nz | transport.govt.nz
TE AT 203 g s i o Aeotrarea o gk
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MINISTR?WANSPORT

Wellington (Head Office) | Ground Floor, 3 Queens Wharf | PO Box 3175 | Wellington 6011 | NEW ZEALAND | Tel:
+64 4 439 9000 |

Encbiings Kesw Xealanders ic Bonrish

Auckland | NZ Government Auckland Policy Office | 45 Queen Street | PO Box 106238 | Auckland City | Auckland
1143 | NEW ZEALAND | Tel: +64 4 439 9000 |

Disclaimer: This email is only intended to be read by the named recipient. It may contain information which is
3
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Andrew de Montalk

From: Andrew de Montalk

Sent: Thursday, 25 January 2024 10:45 AM

To: Helen FionaWhite

Cc: Matthew Skinner; Carolina Durrant; David Wood
Subject: RE: EV RUC additional information needed this week

Hi Helen and Dom,
Below is some additional information on the proposed partial RUC rate for owners of PHEVSs.
Let us know if you require any additional information.

Cheers, Andrew

Additional background information on the proposed PHEV RUCrate

The proposed partial PHEV rate of $53 per 1,000 kilometreStis,based on an estimated petrel consumption of
2.86 litres per 100 kilometres). The following factorsjinformiedithe setting of the partiahRUC rate for PHEVs:

e PHEVsin the fleet average around 2 litres/100 kilometres based on manufacturer testing data

e testing by Consumer NZ found PHEVs'in the real world perform‘around 73 percent worse than in
manufacturer tests; this is based on newwehicles doingsa mix of short and long trips with regular
charging

e around 76 percent of PHEVs in\New Zealand are registered to owners in large urban areas (around
76 percent). Vehicles'infurban areas are better suited to shorter trips and more frequent charging

e around 68 percentef New Zealand PHEVs are*under five years old. The newer the vehicle, the less
degraded<he battery is likely to be, the'more efficient the petrol engine, and the less likely it is to
run prédominantly on petrol.

2.86 litre§is likely'in the middle of the,real*world petrol consumption rate of PHEVs in New Zealand. The
proposed partial RUC rate providesiRHEV owners with a 30 percent discount on the full light RUC rate.

Regardless of the partial RUCfate chosen for PHEVs, different rates will advantage and disadvantage
different groups@fwusers, depending on how each group uses, and how often they charge, their vehicle.
PHEV owners who seldomly recharge their vehicle and rely predominantly on petrol will contribute to the
National Land Transport Fund (NLTF) similarly to someone driving a people-mover does in FED (14L/100
kilometres ¢ontributes around $112 per 1,000 kilometres). However, because a PHEV still uses much less
petrol, eveniin this case, their total costs across fuel and NLTF contributions are broadly in line with the
average petrol vehicle. When most people consider costs, they typically consider total costs rather than
component costs.

The Australian State of Victoria imposed a per kilometre charge for electric vehicles, which provided a 25
percent discount for PHEVs to the full per-kilometre rate which applied to battery electric vehicles. The
proposed discount for PHEVs in New Zealand is more generous than that provided in Victoria.

Potential alternative approaches



Below are some alternatives that could be considered; however, some are less than viable, and all have
disadvantages.

Basing the rate on average fuel efficiency of PHEVs in the fleet is unlikely to resolve concerns

PHEVs in New Zealand, according to the motor vehicle register, have an average manufacturer’s stated fuel
economy of 2 litres/100 kilometres. The table below provides a breakdown of PHEV manufacturer’s stated
fuel economy and number of vehicles in New Zealand recorded on the register.

PHEV fuel economy Number of vehicles in
(L/100 kilometres) the fleet
0-2.15 20,699
2.15-4.3 8,500
4.3-6.45 106
6.45-8.6 43
Fuel economy not recorded 1,015

Manufacturer’s ratings, in most cases, understate real-world fuel cofstimption. The fleet average has been
unchanged for the past ten years, although it has improved marginally (by around 0.1 litré/100 kilemetres)
in the past year.

The factor that determines or materially impacts how much@an.,owner pays is notsthe'fuel consumption
rating but how often the vehicle is recharged, that largely.depends on how thg car isidriven.

Using the average manufacturer's stated fuel efficiency/would resulf in a higher partial RUC rate for PHEVs
(around $60 per 1,000 kilometres), so wouldilikely‘exacerbate the concerns.

Allowing PHEV owners to nominate a rate based on usage would create issues

An alternative approach would be toyenable PHEV owners to ‘neminate’ how they use their vehicles. For
example, a PHEV owner could submit theiraverage fuel economy and pay a corresponding RUC rate.

This may create sevierahissues and inconsistenciesiacross the revenue system and shift us back towards a
previous RUC system, that enabled owners t6'hominate,RUC rates/weights (pre-2012), which was becoming
less efficient and. increasingly susceptible toifraud:

People would be incentivised to claimthat they never charge their vehicle and, therefore, deserve a very
low RUC raté. It would be very labour-intensive (and almost impossible) for the RUC collector to validate or
chegkethe claims (it wouldbeddifficultibecause RUC is purchased well before travel).

Applying the full light RUCrateyto PHEVs and providing FED refunds would be burdensome

A potential option isito apply the full RUC rate ($76 per 1,000 kilometres) to PHEVs while allowing owners to
claim FED refunds from"Waka Kotahi. This would be expensive to administer and could be time-consuming
for PHEV owners..The FED refund system is also susceptible to fraud. There would be limited avenues to
preventspeople from claiming refunds for FED paid on petrol used in a non-PHEV, and a recent survey
identified that 56 percent of PHEV owners also own a petrol vehicle.

Exempting PHEVs from RUC would be unfair

We did not advise on entirely exempting PHEVs from RUC, as it is inconsistent with the decision to end the
exemption from RUC for vehicles powered by an external source of electricity. The cost of entirely
exempting PHEVs would likely be in the order of $15-20 million per year, resulting in most PHEVs paying
significantly less than battery EVs. It would also likely be unfair (as other road users pay).



The proposed partial RUC rate for PHEVs in the context of our revenue system and the amounts other
roads users contribute

There are disparities in our revenue system (some more significant than the one for PHEVs) that affect
hundreds of thousands of vehicles, and setting an additional discount for PHEVs may risk setting a precedent
and would have revenue implications. If changes were made to the PHEV rate (either increasing or
decreasing it), each S1 increase or decrease would change RUC revenue by around $400,000 annually.

The main issue in concerns from members of the public is people with PHEVs comparing how much they are
paying towards the NLTF relative to what they would pay from operating a conventional hybridivehicle (i.e.,
those that are not charged by an external source of electricity).

Ultimately, these issues result from having two different charging systems. The FED system already creates
several discrepancies relating to the charges people face. Setting a lower rate fonPHEVs may raise questions
about the fair amounts for these and other vehicle owners to pay. For examplé:

e petrol hybrid vehicles are currently significantly underpaying NLTF charges. There are about 250,000
vehicles listed as “Petrol Hybrid” on the motor vehicle registefy with,an average (mantufactuner-
stated) fuel economy of 4.4L/100 kilometres

e many petrol vehicles are currently significantly overpaying NLTF charges. There are about 440,000
light petrol vehicles, which have a manufacturerftested fuel economy of.around 11L/100 kilometres
or more.

Latest communication from stakeholders

We understand that NZTA has been approached, by stakeholders about reglassifying some PHEVs as petrol
hybrids. To do this under the legislation'the external charging port on the vehicle would need to be removed
or somehow disabled. This may proVvide,a solution to thosewhoare unable to regularly charge and travel
predominately on petrol. The vehicles would no longer be subject to RUC and would contribute solely
through FED.

From: Helen FionaWhite <Helen.RienaWhite @ parliamént.gout.nz>

Sent: Tuesday, January 23,2024,8:29 AM

To: Matthew Skinner <amskinher@transport.gov,nz>

Cc: David Wood <D.Wood@fransport.govi.nz>; Carelina Durrant <C.Durrant@transport.govt.nz>
Subject: EV RUC additionalinformation needed this'week

Hi Matt
Needing the following additionaliadvice this week. | will call you to discuss timeframes and what might be possible.

Following the recent announcement, the Minister has received considerable feedback and wishes to test the
underpinning assumptiens.

Can the Ministrypleasesprovide additional information on the premise of the suggested RUC rate for plug-in hybrids
(which isycurrently based on average fuel efficiency). Would it be more effective to base it on the average fuel
efficiency'of,vehicle imports over the past seven years? Can you please provide additional insight into how the
current proposed rate was determined. What other options did officials consider?

Would it be possible to implement a variable RUC rate for PHEVs? For example - The rate could be the standard EV
RUC rate minus the specific vehicle's fuel efficiency, etc.

| will call shortly to discuss
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