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ADVICE ON OPTIONS FOLLOWING LIGHT ELECTRIC VEHICLE RUC
EXEMPTION EXPIRY

Purpose

To brief you on options for bringing light electric vehicles (LEVs) into the roadwser charges
(RUC) system when their exemption ends on 31 March 2024.

Key points

e The RUC exemption for LEVs will expire on 31, March 2024, ‘after which those vehicles
will require RUC licences to legally operate‘en the road:

e There are four options for handling.the RUC exemption’s expiry:

1. Move straight to thefulllight RUC\rate. On 1 April 2024 LEVs must have a
RUC licence, purchased at the ful, RUC rate (the same as light diesel
vehicles: that.is $76'per 1000km). This is the status quo option and Waka
Kotahi NZ/Transport Agency’s preferred option as RUC collector.

2. Extend the’'RUCexemption. Continue LEVs’ RUC-exempt status by
extending the exemption’s end date by an Order in Council.

3. “Phase to:thefull light RUC rate. When the RUC exemption ends, LEVs start
with a lewer rate than other light RUC vehicles, but transition to full rates in
incréments.

4.< Set a partial RUC rate. LEVs begin paying RUC when the exemption ends, at
anlower rate than other light RUC vehicles, and continue to pay lower rates in
the long term.

e The major tension present in all four options is the potential effects on EV uptake and
National Land Transport Fund (NLTF) revenue. These are conflicting priorities because
the RUC exemption for LEVs was designed to increase the number of LEVs in the fleet.
Extending the RUC exemption or setting partial or phased rates for an increasing
percentage of New Zealand’s vehicle fleet will result in potentially substantial revenue
loss. The lost revenue may force a choice between increased taxes on road users and
cutting or deferring land transport spending. The Ministry of Transport cannot be
confident the RUC exemption is an effective policy for incentivising LEV uptake because
studies have not been undertaken on the topic.
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e Options three or four would require amendments to the Road User Charges Act 2012
(RUC Act) and related regulations. Passage of those amendments would require an
amendment Bill being introduced by March 2023.

e The non-extension options (one, three and four) will require communications work to
transition LEV owners to paying RUC, and administrative actions by Waka Kotahi to bring
existing LEVs into the RUC system. Because Waka Kotahi may also need to update its
operational and online systems, decisions on how to handle the exemption will be
needed by September 2022. If September passes without decisions being made this may
close off options requiring legislation, and/or the RUC system will be unprepared to
accommodate LEVs when they should start paying RUC. Appendix A contains a reverse
timeline of key decisions.

¢ Not amending the RUC Act may constrain options for plug-in hybrid electric vehieles
(PHEVs) which will concurrently become liable for RUC alongside battery elegtrie
vehicles, but will also pay petrol excise duty and thus be ‘double-billed’ for their road use.
While a RUC amendment Bill would give more flexibility to eurlegislative"approach for
PHEVs, it may also be possible to resolve the issue through regulations or & Regulatory
Systems (Transport) Amendment Bill. We will separately)advise you on_options for
making special provision for PHEVs.

e There is an opportunity, if you choose to amend the RUC_Act, t6'include other RUC
matters beyond the topics covered by this briefing; suchias charging for greenhouse gas
emissions.

¢ Inthe RUC consultation earlier this*year, we received, submissions on all the topics
covered in this briefing. Submissions were dividedion what should happen when the
exemption ends and are summarised in Appendix B.

Recommendations

We recommend you®

1 note that the.-road user charges (RUC) exemption for light electric vehicles
will expireton 31 March 2024 and that the Road User Charges Act 2012 does
not provide an-explicit power to set a RUC rate that differs (is lower) than
that for light diesél vehicles

2 indicatenwhich of the following options you prefer for light electric vehicles:

o fulblight RUC rate applies from 1 April 2024 (currently legislated to Yes / No
occur) — Option one

o extend the RUC exemption (extension length to be determined) —

Option two Yes / No
e phase to the full light RUC rate in increments starting from 1 April 2024

— Option three Yes / No
e set a partial RUC rate — Option four Yes / No
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3 note if you choose an option that requires changes to primary legislation
(options three and four) we will propose to include options to clarify the RUC
exemption’s application to hydrogen powered vehicles

4 note that plug-in hybrid electric vehicles (PHEVs) will also be subject to RUC
from 1 April 2024, in addition to petrol excise duty, and their owners will need
to apply for refunds of petrol excise duty paid. We will separately advise you
on options for making special provision for PHEVs

5 discuss with officials whether you want a broadened RUC amendment Bill

SV

Marian Willberg Hon Michael W &
Manager, Demand Management and I@er of TEa

Revenue

..... / / Q
Minister’s office to complete: (| Appr:\% /QO [J Declined

O See Minister I Not seen by Minister

Commonts ) OQ~

Contacts

' Telephone ' First contact

Marian Willberg, Manager, Demand Management and
Revenue

Josh Bullivant, Graduate Adviser, Demand
Management and Revenue
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ADVICE ON OPTIONS FOLLOWING LIGHT ELECTRIC VEHICLE RUC
EXEMPTION EXPIRY

On 31 March 2024, the light electric vehicle RUC exemption ends

1

Light electric vehicles (LEVs) have been RUC-exempt since 2009 to incentivise
uptake. Originally it was envisaged that the exemption would remain until LEVs
reached one percent of the light vehicle fleet. In 2016, it was said the exemption
would continue until LEVs reached two percent of the light vehicle fleet. After that
point the exemption was not expected to be financially sustainable.

As of 30 June 2022, there were 46,856 EVs in the light vehicle fleet, comprising
33,013 battery electric vehicles and 13,843 plug-in hybrid electric vehicles, whigh.is
just over 1 percent of the light fleet. The vehicles being RUC-éxempt représent.a
revenue loss of around $34 million per annum to the National'kard TransportFund
(NLTF) (plus GST of $5 million), assuming an average_ annual distance,travelled of
11,000 kms.’

When the RUC exemption expires all LEVs will-/automatically become liable for the full
light RUC rate ($76 per 1000km).2

The primary purpose of our land transport revénue system, including our RUC
system, is to raise revenue from vehicles\in propgrtionto their use of the roading
network. The legislative framework'is not designedito enable vehicles to be charged
differently depending on fuel typés. The LEV exemptions were intended to be short-
term to encourage vehicle uptake_ until they\became established in the market.

LEVs include a range of low and zere.emission vehicles of various configurations and
motive power sourcé€s=In+this briefing we have focused on battery electric vehicles
that are wholly peweréd by eléctrieity. We will brief you separately on plug-in hybrid
electric vehicles.

There are four ways to'manage the exemption’s expiry for LEVs

6

Aside from extending the exemption there are three options for bringing LEVs into the
RUC system after the exemption expires. These are that they:

6.1 , immediately incur the full RUC rate
6.2\, “phase into the full RUC rate over time

6.3 have alower RUC rate intended to provide an ongoing difference between RUC
paid by electric and other RUC vehicles.

The implications of each option are considered in this briefing according to the extent
to which they:

" This estimate does not take account of any petrol excise duty attributable to PHEVs.
2 This is the RUC rate before the temporary 36 percent reduction.
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7.1 are an incentive to greater uptake of LEVs, potentially contributing to the
Government’s decarbonisation priorities

7.2 impose compliance and administration costs both for LEV owners and the land
transport regulator (Waka Kotahi NZ Transport Agency)

7.3 impact the NLTF in terms of foregone revenue and/or increased costs for other
road users.

Each option is analysed in detail below.

Option one is to allow the RUC exemption for LEVs to expire on 31 March 2024,
without any legislative change (status quo)

Incentive to LEV uptake

9

10

11

12

After 31 March 2024 LEVs will require RUC licences to‘operate on the road. This
means LEV owners will contribute to the cost of operating,"maintaining and improving
our land transport system like every other road user;

Ending the exemption could be perceived as-least.Consistent with the Government’s
decarbonisation priorities because it could be seen torflessen Government’s support
for LEV uptake by treating them the same.as light diesel vehicles. However, a case
could also be made the Government has'replaced the, LEV RUC exemption with the
Clean Car Discount, a policy that better'supperts uptake and Government'’s
decarbonisation priorities.

The RUC exemption’s henéefit to an existing LEV owner is worth $836 per year for an
average distance travelled of 11,000 Kms. LEVs becoming more expensive to
operate could slightly redtice LEV uptake amongst very price-sensitive car buyers.?

The incentive to purchase ornoperate a LEV does not arise solely from the RUC
system. LEVs will’still have, lower operating costs irrespective of becoming subject to
RUC. Electricity is considerably cheaper than petrol and LEVs have lower
mainténanece costs. LEV owners face higher upfront costs, (which are not addressed
by the RUC exemption) but will likely continue to face lower operating costs
irrespectivesof the exemption.

Compliance and,administrative costs

13

14

Optien one will impose a small compliance burden on LEV owners who will need to
purchase a RUC licence from Waka Kotahi and display the RUC licence label on their
vehicle. The compliance burden is no greater than that imposed on other road users
subject to RUC and there is no evidence that LEV owners are less able to bear this
burden than other road users.

Option one is Waka Kotahi’s preferred option. Ending the exemption will mean Waka
Kotahi will have to issue RUC licences for LEVs. At the current rate of new LEV
registrations, there will be around 87,000 LEVs in the fleet by the time the exemption
expires. Waka Kotahi has an online system for the issue of licences, however some

3 Assuming there is no supply constraint in the LEV market.
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operational and IT system changes may be needed. Waka Kotahi’s call centre may
need to assist some road users with purchasing RUC licences, as it already does.

Letting the RUC exemption expire has the least impact in terms of legislative
requirements. No major changes to legislation or regulations are required because
when the exemption expires LEVs will be automatically subject to RUC. However,
some communication work will need to be undertaken by Waka Kotahi to inform LEV
owners about their RUC obligations.

NLTF revenue

16

Option one poses the least risk to the NLTF because LEV owners will begin to pay
the full RUC rate (comparable to their non-electric equivalents: at the current
legislated rate that is $76 per 1000km). This option is also consistent with a key:
principle of the RUC system, which is that vehicle owners should pay the estimated
cost of their use of the land transport system.

Option two is to extend the LEV RUC exemption through an Order in Council

Incentive to LEV uptake

17

18

This option could be viewed as most consistent with Government’s decarbonisation
priorities as it continues the current finaneialincentive for LEV ownership. It is a target
in the Emissions Reduction Plan (ERP)\to.increase the uptake of low and zero-
emission vehicles to 30 percent of the.light fleet by'2035. The ERP made no
commitment to continue the RUC ‘exemption. The modelling for Hikina te Kohupara
Transport Emissions Pathway. to\Net Zere. by 2050 and the ERP did not assume the
exemption’s continuation:

The Ministry of Transport has not commissioned any studies quantifying the extent to
which the RUC g€xemption supportS'LEV uptake.*

Compliance and a@ministrativencosts

19

20

Extending-the exemption has the least compliance or administrative burden on LEV
owners and Waka Ketahi. However, extending the exemption only defers these
burdens to the new date. As the number of LEVs in the fleet grows, deferring the
decision to'charge LEVs RUC will increase the administrative burden on Waka Kotahi
when KEVs¥inally do start paying RUC.

Legislatively, extending the RUC exemption’s end date is straightforward. It can be
done by an Order in Council without the need for any change to primary legislation.
While the legislation allows the end date for the exemption to be extended by any
period, policy approval will be needed from Cabinet. Risks to timing include Cabinet’s
capacity and priorities, Parliamentary Counsel Office capacity and the timing of the
2023 election. These risks are outlined in Appendix A.

41n 2022 EECA conducted a consumer sentiment survey in which 47 percent of respondents
described lower running costs as a factor influencing their decision to purchase an LEV (though the
survey did not ask about RUC).
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NLTF Revenue

21

22

23

24

25

Continuing to exempt LEVs poses the greatest revenue risk to the NLTF. Assuming
the rate of LEV uptake remains consistent with our existing modelling our best
estimate for the foregone revenue from LEVs is approximately $240 million (ex GST)
if the exemption period was extended to 2027. There is uncertainty around this
estimate and, depending on the rate of LEV uptake, the revenue foregone could vary
between $186 and $355 million.

Foregone revenue can be managed either by increasing the rates of PED and RUC
paid by petrol and diesel vehicle owners, by reducing the amount of funding available
to be spent on the National Land Transport Programme, or by Crown contribution te.
the NLTF.

To date, the revenue loss from RUC exemptions has been small and effectively
absorbed within charges to other road users without having a,significant impact'on
the amounts they pay. This will not be possible in the medium term.

The Government has already approved a $2 billionean facility to.ensure the current
National Land Transport Programme can be delivered;=and this pressure is forecast
to continue. You have separately been briefedionp’this as part ofithe Land Transport
Revenue Review [0C220464 refers]. UnlesS extra fundifig=sources are found,
revenue lost through the RUC exemption'will, ferce a/choice between increased taxes
on other road users and cutting or deferring*tand transport spending. Waka Kotahi
has advised that, due to pre-existing contractual arrangements, projects most likely to
be deferred or delayed are walking and cycling-projects and public transport activities
(projects that deliver on commitments underthe ERP).

Transferring the cost ofsthie exeémptions to ether road users through increased rates of
RUC and PED may have _equity implications. Extending the exemption may mean
those who cannotsafford'an LEV (even with subsidies) face increased costs to replace
lost NLTF revenue! As LEV,uptake increases, the equity issues become more
significant.

Option three“is phasing to the full RUC rate

26

Phasing the introddction to full rates would mean that LEV owners would begin
paying an initial. amount lower than the full light RUC rate ($76 per 1000km). At a
series of graduated milestones a LEV RUC licence’s cost would increase until it
reachés the'same full rate as other light RUC vehicles. We will need to work out the
number and length of increments, and the RUC rate applicable at each.

Incentive to LEV uptake

27

28

Phasing in full RUC rates could be viewed as more aligned with the transport
decarbonisation strategy than option one (status quo). The RUC system would
continue to incentivise LEV uptake for a period (albeit one that diminishes over time).
This option would continue to signal Government’s support for LEVs during the
phasing period, while also recognising the need for all road users to pay for their use
of the land transport system.

Whilst we have not commissioned studies of how the RUC exemption impacts LEV
uptake, phasing may reduce the impact of any unforeseen negative impacts. Given
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this, it is not clear how this option impacts LEV uptake compared to option four (a
long-term partial rate).

Compliance and administrative costs

29 The administrative burden on Waka Kotahi and LEV owners would be slightly higher
than option one because there would be several changes to the RUC rate rather than
just one. There could be limits on the number of RUC kilometres that can be
purchased at each transitional rate. This complexity would be increased if LEVs were
phased in by batches (eg depending on registration date) as this would require
determining rates applying to individual vehicles at different times. Managing the
transition between phases could cause significant administrative difficulty for Waka
Kotahi.

30 This option is the most legislatively complex (relative to the othér,options) but.it'is
fairly common for legislation to set out phased increases acress,thé transport sector
(for example, this is common in the maritime domain for Jeviés)* In practice the
phased rates would be a sequence of partial rates, with the same Jegislative
requirements that apply to setting a single partial rate, but the number of regulation
changes would be multiplied by the number of steps’before the full.rate is reached.®

31 A RUC Act amendment would be required t0 eénable the'setting of the partial rates.
Setting limits on the amount of RUC purchased at partial\rates would also require a
provision in the Act. For new rates to.be,ifplace by 1MApril 2024, an amendment Bill
would be needed in the House by March 2023.<Cegislative timing is outlined in
Appendix A.

32 If you select this option, which requires @RUC Act amendment, we will propose to
include options to clarify’the ‘exemption’s application to hydrogen powered vehicles.

NLTF revenue

33 Option three poses,Considerably less revenue risk to the NLTF than options two or
four, but more risk than“eption one. Though option three would require LEVs to
eventually pay’'the full light'RUC rate, there would be foregone revenue over the
phasing/period. Modelling based on phasing from half to full rates over the period 1
April 2024 to 1 April 2025 indicates foregone revenue of around $20 million. The final
quantum of/fforegene revenue would depend on the phase-in period’s length and the
RUC ratenapplicable at each stage.®

5 It is possible to enact these through a single regulation that sets out increments ahead of time.

6 An indicative sequence of phasing-in over two years in three six-month increments could involve:
a. $39/1000km from 1 April 2024 until 31 August 2024
b. $57/1000km from 1 September 2024 until 28 February 2025
c. $76/1000km from 1 March 2025. This is the final (full) rate
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Option four is to bring all LEVs into the RUC system on a partial rate (or rates if
plug-in hybrid electric vehicles are to be treated differently) with no plan for
transition to full rates

Incentive to LEV uptake

34

This option may provide more of an incentive to LEV uptake than the full RUC or
phased options. Option four will retain some support for LEV uptake but will also
ensure these vehicles make some contribution to the costs of the land transport

system.

Compliance and administrative costs

35

36

37

The compliance and administrative costs of this option would be similar to optionfone,
involving a one-time transition to the RUC system for all LEVs¢

Setting a different rate for LEVs would require amending/the’RUC Actiand creating a
separate RUC vehicle type in regulations. This option increases the*RUE system’s
administrative complexity.

If you select this option, which requires a RUC{Aet amendment,\we will propose to
include options to clarify the exemption’s applieation to hydrogen powered vehicles.

NLTF revenue

38

The NLTF risk posed by option four dependsgen the level of the new rate. Assuming a
high-end rate of 80 percent ofihe ‘current full rate (around $60/1000km) the foregone
revenue from LEVs would be abelt $6 1million (excluding GST) out to the end of
2027. Assuming a lower<end\rate of 50 percent of the full rate (around $38/1,000km),
the foregone RUC reveriue, would-be around $120 million out to 2027.

Implementation issues

39

40

41

The non=extepsion optionsifor LEVs will require Waka Kotahi to inform LEV owners
that they'will need toshave RUC licences to use their vehicles on-road from April
2024.

To give enough’time for LEV owners to prepare for entering the RUC system a
publicity campaign would likely need to begin 12 months before LEV owners begin
paying RUC (ie in March 2023). LEV owners will need to know how to purchase their
RUCilicences and what rate they will pay. Waka Kotahi may also need to update its
back-office systems, so decisions on how to handle the exemption will be needed by
September 2022.

Under any of options one, three or four Waka Kotahi will need to know the odometer
reading of each LEV on the day the exemption ends so it can be sure that LEV
owners purchase RUC from the correct recorded distance. Other than exempt
vehicles, a vehicle is normally liable for RUC from the time it is registered and its
initial odometer reading is recorded by a Waka Kotahi agent as part of the process of
registering the vehicle. However, for LEVs that are already in use, we will not know
the initial distance for the purchase of the RUC licence. The only way that odometer
readings will have been recorded is at warrant of fitness checks. Many LEVs (perhaps
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most) will not have had a warrant of fithess check by 1 April 2024. Waka Kotahi, its
agents, and all those who perform warrant of fithness/certificate of fitness checks, will
also need to update their IT systems to handle this volume of new customers.

PHEVs may need a partial RUC rate

42

If the LEV exemption lapses without legislative action, PHEVs will have the same
RUC rate as all other light vehicles. However, many PHEVs also use petrol. Every
litre of petrol is subject to PED. PHEVs becoming subject to RUC may mean that
PHEV owners will pay more in RUC and PED combined than most light vehicles only
subjected to either RUC or PED. Such ‘double-billing’ may be perceived as unfair,
and is inconsistent with the principle that road users pay in proportion to their use of
the roading system. A decision to not amend the RUC Act to accommodate LEVs
might make solving this issue more difficult for PHEVs. A RUC’amendment Bill would
give us more flexibility in our legislative approach for PHEVsybut it may also\be
possible to resolve this issue through regulations or a Regulatory Systems
(Transport) Amendment Bill. We will separately advise you on options for solving this
issue.

Specific considerations relating to electric./motorbikestand.very light three and
four wheeled electric vehicles are also required

43

In principle motorcycles and mopeds that don’tise petrol (for example, diesel or
electric) should pay RUC. As there are“very féew,diesel motorbikes in the fleet, and
electric vehicles are exempt ffam RUC, there has been no need to consider RUC for
motorcycles until now. Howeyer,'we expeget.electric motorcycles to become more
common and potentially'to.replace petrol.powered motorcycles. We need to decide
how these very lightqehicles shotldypay for their use of the roads when the LEV
exemption expires. We will separately advise you on options for solving this issue.

There is an opportunity to expand a RUC amendment Bill’s scope

44

45

46

47

There is’anopportunitys’if you choose to amend the RUC Act, to include other RUC
matters beyond the topics covered by this briefing. Some parts of the transport sector
may desirefan amendment Bill to be more expansive than the single issue of LEVs.

For example; if you choose an option that requires changes to primary legislation
(options‘three and four) we will propose to include options to clarify the exemption’s
applieation to hydrogen powered vehicles. We could likewise consider charging for
negative externalities such as greenhouse gas emissions.

The risk with a RUC amendment Bill that goes beyond the LEV exemption’s end is
that we would likely need to consult on options and engage further with the transport
industry. The RUC discussion document consulted on earlier this year did not
explicitly consult on some of the options that submitters raised and more policy
analysis would be needed than is feasible by March 2023.

Any RUC amendment Bill would need to be in the House by March 2023.
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Next steps

48 Once you have indicated your options preferences, officials will prepare further advice
as appropriate, including any Cabinet paper and RIA that may be necessary, in
consultation with Waka Kotahi.

49 We can meet with you to discuss this briefing and a RUC amendment Bill's scope.
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Reverse timeline of key decisions

Date

Action

1 April 2024 (Monday)

Light EVs need to have RUC licence

15 February 2024

Last possible date for gazetting a new rate (unless the
amendment Act provides for less than 42 days’ notice prior
to taking effect)

8 February 2024

Last possible date for regulations to be considered by LEG
(likely to be the first meeting of the year)

November/ December 2023

Fall back dates for regulations to be miade post-election,
depending on when Government formed

By end of September 2023

Regulations made (if to be donesprior to election — in 2020
the election was on 17 October and Parliamentdid not sit
after 2 September)

By end of August 2023

1. Bill passes througdh final stagesand’is enacted (in
theory the amendment could receive the royal
assent as latenas February,.along with the
regulationsibut givenrthe uncertainty as to when
Parliamentwill be sitting in late 2023 and early 2024
that cannet be planned for).

2. Regulations drafted, (depending on progress of Bill,
PC€O may have'torbe instructed to draft in advance
of/amendmeni'being enacted)

By end of July 2023

—_—

Bill reportedback from select committee

2. Cabinetauthorises drafting instructions for
regulations (if done later, it is unlikely that
regulations could be made prior to the election)

By end of June 2023

Cahingt policy paper drafted for regulations. This needs to
oceurbefore the Bill is introduced.

By end of March,2023

Bill'introduced and referred to select committee (Usual
minimum time at select committee is 4 months, including 6
weeks for submissions)

March 2023

Waka Kotahi communications work will need to begin

By end of February 2023

Bill drafted and ready to commence process for submission
to LEG for meeting on either 16 or 23 February
DEV Policy decision for regulations (prior to introduction)

1 November 2022
(Tuesday)

Drafting instructions for Bill issued to PCO

31 October 2022

Policy paper for Bill approved by Cabinet and decision by
Cabinet to add the Bill to the 2022 legislation programme

By 30 September 2022

Policy paper out for departmental consultation

August 2022

Preparation of Cabinet paper and RIA, including discussion
with Waka Kotahi on implementation issues and obtaining
ministerial feedback on first draft

By 10 August 2022

Direction from you to prepare Cabinet paper
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APPENDIX B

Submissions on the RUC discussion document Driving Change were mixed on
the topic of LEVs

50

51

52

Earlier in 2022 the Ministry of Transport released Driving Change, a consultation
document on a wide range of proposals to amend the RUC system, including how to
treat LEVs when the RUC exemption ends on 31 March 2024. Though the RUC
consultation did not ask directly about extending the LEV exemption, there were
submissions on related issues.

Of those who submitted on the question of RUC exemptions generally, the sentiment
was mixed. Many submitters were opposed to any exemptions, Grounds given for
opposition included the principle that all vehicles using the roadssshould centribute to
their use of the roads, the fact that exemptions transfer costs to users who may not
have options to use low emission vehicles, that exemptions‘dilute the funding
available for the NLTF, that an exemption scheme is opento misuse (and is therefore
a revenue risk), exemptions add complexity to system, and ratherthan exemptions,
there should be lower rates of RUC for more efficient vehicles. ?‘)‘ba)(i)
= N —

+ Many submitters favouring the proposal

mainly cited the benefits of encouraging.EV, uptake and accounting for different fuels.

Using the RUC system to charge fornegative externalities such as greenhouse gas
emissions was explored in thissyear's RUC consultation. Charging for negative
externalities through the RUC system wouldtepresent a fundamental policy change
requiring more policy analysiS and lepgthier-parliamentary consideration than is
possible before 31 March-2024 (usings/Standard processes), and so is not considered
in this briefing. We withadvise you on\options for changing the RUC Act to charge for
negative externalities'as partf the-report-back on the RUC consultation in late
August 2022.
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Hon Michael Wood Action required by:
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OPTIONS FOR PLUG-IN HYBRIDS AND VERY LIGHT ELECTRIC
VEHICLES AFTER THE LIGHT RUC EXEMPTION EXPIRES

Purpose

To brief you on options for bringing plug-in hybrid electric vehicles (PHEVs)/and very light
electric vehicles (such as electric motorbikes, mopeds, and quadtbikes) into the‘road user
charges (RUC) system when the light electric vehicle (LEV) exemption ends.on 31 March
2024.

Key points

e The RUC exemption for LEVs will expire on)31 Marchn2024, after which all LEVs,
including PHEVs and very light eleetric vehicles (with,a gross vehicle mass of under one
tonne), must have RUC licences.

e PHEVs will pay RUC and petrol excise duty<(PED) on any petrol used. Owners will need
to make refund claims fer.,PEDto avoid heing ‘double-billed’ for their road use. An option
to reduce the administrative burden for.PHEV owners and Waka Kotahi NZ Transport
Agency in handling those refundstis to set a partial RUC rate for PHEVs and remove the
ability to apply fornPED refunds:

o When the/LEV exemptien expires, all EVs weighing up to 3.5 tonnes will become liable
for the full light RUC'rate ($76 per 1,000 kilometres). Electric all-terrain vehicles used
primarily off road.will be eligible for a RUC exemption (as are their diesel equivalents).
Because very light vehicles such as motorbikes generate significantly lower road costs
than full size lightvehicles the full light RUC rate is not appropriate. There are three RUC
options forwery light electric vehicles:

o * a RUC rate calculated to reflect the costs these vehicles generate
o a permanent RUC exemption

o a higher annual licence (“rego”) fee in lieu of RUC.
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Recommendations

We recommend you:

1. note that all light electric vehicles, including plug-in hybrid electric vehicles and very
light electric vehicles such as motorbikes, mopeds and quad bikes, will be required
to purchase RUC once the RUC exemption for light electric vehicles expires on 31
March 2024

2. indicate which of the RUC options for plug-in hybrid electric vehicles you prefer:
a. full RUC with refunds of petrol excise duty (status quo) Yes / No

b. partial RUC and no refunds of petrol excise duty (Ministry and
Waka Kotahi preferred option) Yes / No

3. indicate which of the RUC options for very light electric vehicles, you prefer:

a. pay RUC (Ministry and Waka Kotahi preferred option)

Yes / No
b. exempt from RUC Yes / No

c. exempt from RUC with payment for road use as patrt of the
annual licence fee Yes / No

4. agree that light electric all-terrain vehicles should haye the same
RUC-exempt status as their diesekequivalents Yes / No

5. note that officials will provide farther advice en the options you select

Marian Willberg Hon Michael Wood

Manager, Demand"Management and Minister of Transport

Revenue

Minister’s ‘office to complete: O Approved [J Declined
[0 Seen by Minister [0 Not seen by Minister

[0 Overtaken by events

UNCLASSIFIED
Page 2 of 8



UNCLASSIFIED

Comments

i Ilberg, Manager, Demand Management and

Revenue

Telephone

Josh Bullivant, Graduate Adviser, Demand
Management and Revenue

First contact
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OPTIONS FOR PLUG-IN HYBRIDS AND VERY LIGHT ELECTRIC
VEHICLES AFTER THEIR RUC EXEMPTION EXPIRES

On 31 March 2024, the light electric vehicle (LEV) road user charges (RUC)
exemption ends

1

Currently, all LEVs are RUC-exempt. This means, unlike other road users, owners of
such vehicles do not contribute to the upkeep of New Zealand’s land transport
system. In addition to battery electric vehicles, on which we have already briefed you
(OC220511 refers), the exemption covers:

1.1 plug-in hybrid electric vehicles (PHEVs) dual powered by electricity and fossil
fuels (13,843 in the fleet as of 30 June 2022)

1.2 very light electric vehicles such as electric motorbikes;mopeds (seooters),
motor-tricycles, and quad bikes. These have a gross, vehicle mass of less than
one tonne (there are approximately 2,000 in the fleet).

When the RUC exemption expires, these vehiclesiwill need a RUGCulicence. If no other
action is taken, the standard light RUC rate for.all,two-axle vehigles up to 3.5 tonnes
will apply ($76 per 1,000 kilometres).

There are two ways to manage the RUCiexemption’s expiry for PHEVs

The default option is for PHEV owners to pay the fullRUCwate and claim refunds on Petrol
Excise Duty (PED)

3

When the exemption ends,"PHEVs willbe\stibject to the standard light RUC rate, and
owners will be able to make refund.claims for any PED paid." In principle, this is the
most equitable option;as’it allows fonthe fact that PHEVs can have widely varying
petrol consumption.depending on'use. It would ensure that no PHEV user paid more
than their fair share,of road taxes.

However, this option has drawbacks. The existing PED refund process is largely
manual and. paper based, and involves significant user compliance costs and
administrative costs*for Waka Kotahi. The refund process requires claimants to keep
full records ef-their petrol purchases and use, and even with current relatively small
volumes of requests it can take up to eight weeks to process a claim. We estimate
that by April 2024 there could be more than 20,000 PHEVs in the fleet. If the
owpérs'ef these vehicles began to claim refunds of excise duty that could add 80,000
refund claims to be processed each year, more than doubling current volumes.

[t'may be possible to upgrade and automate the PED refund process, but this too
would involve costs and any process simplification would be limited by the need to
guard against fraudulent claims. £ %@

1 Section 5(b) of the Land Transport Management (Apportionment and Refund of Excise Duty and
Excise-Equivalent Duty) Regulations 2004 provides for refunds of all excise duty paid in respect of
RUC licenced vehicles.
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Further, any PED refund process improvements aside, the costs of processing claims
would likely still be disproportionate to the amounts of refunds in many cases. For
example, a PHEV with an average fuel consumption of 2 litres per 100 kms and a
monthly distance travelled of 500 kilometres would generate only about $21.00 of
excise duty in a 3-month period.? This issue could be managed by setting minimum
claim amounts?, but that in turn increases the amount of time that users could have to
wait for a refund.

A second option is to set a partial RUC rate for PHEVs and remove the ability to claim PED
refunds

7

10

11

12

Setting a partial RUC rate for PHEVs would be administratively simple and is the
preferred option for both Te Manati Waka Ministry of Transport and Waka Kotahi." It
would involve estimating the average amount of PED paid by PHEV owners and
using that to develop a RUC rate. That average could be based on manufacturers’
fuel consumption ratings, or on an estimated real-world average,(likely to beshigher).

Any partial RUC rate is likely to overcharge some vehi€lexowners and undercharge
others due to the wide variation in actual fuel consumption depending on how a
PHEYV is used. As the distance a PHEV can travel'onbattery power alone is relatively
small, someone who makes long inter-urban tfips’and has<€ewer opportunities to plug
in will use more petrol per kilometre travelled than’someene-who only uses a similar
vehicle for a short commute and charges it every night.

As noted in paragraph six above, alPHEV with fuel consumption in the range
commonly claimed by manufacturers'would generate relatively small amounts of
excise duty. Real world tests 6f PHEVs have Rowever indicated that fuel consumption
can be as high as 8 litres per100 kilometres, which equates to excise duty paid of
$56 per 1,000 kms. A partia"RUC rate based on manufacturers’ fuel consumption
ratings (or even average real-world ‘eonsumption) will therefore result in some users
paying significantly mere’in RWUCiand PED combined than the normal light RUC rate.

Removing the,ability to seek.a refund of excise duty will add to the incentive on PHEV
owners tomaximise the proportion of use that is electric-powered. Nevertheless,
those beingevercharged may complain, and the extent of the complaints will depend
on the level that is.setfor the partial rate.

Implementing a partial RUC rate for PHEVs would involve creating a new RUC
vehicle typetand setting a RUC rate in regulations. This could, however, require an
amendmeént'to the Road User Charges Act 2012 (RUC Act), which currently does not
envisagevpartial rates being set for light vehicles. Such a RUC Act amendment would
belimited to clarifying that a RUC rate could be set to take account of any PED likely
to be paid in respect of a vehicle. Removing the option for PHEV owners to claim
excise duty refunds would involve an amendment to regulations, but does not require
any change to primary legislation.

The Ministry concurs with Waka Kotahi in preferring the discounted RUC option over
refunding PED. This will result in some PHEV owners paying more than they should
for road use and some less. Overall, however, we consider that the inequity involved
is likely to be less than that experienced among petrol vehicle owners (who likewise

2 Assuming an excise duty rate of 70 cents per litre.
3 This will require an amendment to the Land Transport Management Act.
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vary in their petrol use, and therefore in PED paid) and outweighed by the likely
savings in administrative and compliance costs.

Public submissions on how to treat PHEVs were mixed

13

14

15

The RUC discussion document Driving Change asked questions about the
advantages and disadvantages of setting partial RUC rates to recognise PED paid by
dual-fuel vehicles, the criteria to determine partial RUC rates, and whether operators
of dual-fuel vehicles with a reduced RUC rates should still be able to claim a full PED
refund if they used more fuel than the average.

Many submitters opposed charging both RUC and PED, not realising the owners
would be entitled to a PED refund. But most submitters were also opposed to
enabling partial RUC rates for PHEVSs. It is not always clear, however, whether
submitters appreciated that the purpose of the partial rate would be to ensure_ that
PHEVs are not charged more overall than light diesel vehiclés.

Some submitted that partial rates (whether for PHEVs©rbattery electric\vehicles)
could encourage electric vehicle use over public or,active transport. Others also noted
the possibility of perverse outcomes whereby the RUC-rate is Iower for a PHEV than
for a battery electric vehicle.

There are three RUC options for very light.electric vehicles

16

17

18

19

As there are very few diesel motorgycles in thefleet (¥ as at July 2021), and electric
vehicles are exempt from RUC, thereshas been.no need to consider RUC for
motorcycles until now.* However, electric motarbikes and other very light electric
vehicles are likely to become more commen,in the future. Under the status quo, when
the LEV exemption expires theSe vehicles'must have a RUC licence to operate on the
road network legally,

Very light electriC véhicles ownets will benefit from the road network and should
contribute to4ts upkéep and eommon costs. Currently, most equivalent petrol-
powered yéhicles contribute, to the revenue system through PED ° and it would be
unfair if'similar electric vehicles did not also contribute.

We estimate that'an average motorcyclist contributes around $75 per year in PED.
Translated 6 'a RUC rate, it would be around $30 per 1,000 km, which is less than the
‘commontcosts’ component of the light RUC rate (around $60).

Thrée, RUC options for very light electric vehicles for you to consider include:®

19.1 setting an appropriate RUC rate. Any rate would need to be transparently
calculated and set in regulations

19.2 exempting the vehicles from RUC. This would require an amendment to the
RUC Act

4 The administrative cost of bringing the tiny number of diesel motorbikes into the RUC system would
have outweighed any revenue benefit.

5 Excise duty on petrol used in farm vehicles is refundable.

6 These are the available short-term options (ie before April 2024). Options for the RUC system’s long-
term treatment of these vehicles will be identified as part of the Future of the Revenue System work.
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19.3 increased annual licence fee. This, too, would require amending primary
legislation to remove the vehicles from the RUC system.

The RUC Act allows vehicles that are unsuitable by their design for regular road use
to be exempted through an Order in Council.” Diesel quad bikes (all-terrain vehicles)
are currently exempted in this way and assuming this is to continue we recommend
that equivalent electric vehicles should be added to the list of vehicles exempted
under this provision.®

None of these options has any significant short term revenue implications, given the
small number of very light electric vehicles in the current fleet. In the longer term, if all
very light petrol vehicles were replaced by electric equivalents this could result in
reduced PED revenue of around $14 million (ex GST).

The options in paragraphs 19.1 and 19.3 above would ensure that this loss was\offset
either through RUC or annual vehicle licence fees. We note that the latter'would
increase yearly vehicle ownership costs and may not be fairto ewners who either do
not travel very far (and therefore overpay) or travel long distances.(and therefore
underpay).

The Ministry does not support exempting verydight electricwehicles from RUC without
any other form of payment for road use. Thé choice betweenibringing them into the
RUC system and imposing an additional ‘annual licence fee is one between the
relative administrative complexity of RUC"and the inequity of an annual licence fee.
We also note that motorcyclists alreadyypay high‘annual licence fees ($400 to $500)
due to ACC levies. There are also implementation issues with bringing very light
electric vehicles into the RUC'system, including confirming the types and likely
accuracy of the distance recorders these vehicles use.

Both these options may involve legislative complexities, but unless the RUC Act is
amended then charging RUC forithese vehicles is the only option available. We
therefore reconimendthat thesé vehicles be brought into the RUC system and a
specific rate set forthemeunder regulations.

Public submissions\oh bringing very light electric vehicles into the RUC system favoured
using the annua licencedege

25

26

The RUC diScussion document Driving Change asked questions about the
advantagestand disadvantages of subjecting road-registered very light electric
vehiclés to RUC or a higher annual licence fee, and the principles we should use to
detérmine a RUC rate for motorcycles and mopeds.

Thelsubmissions were mixed on charging RUC for very light electric vehicles.
Submitters opposed to bringing them into the RUC system cited the compliance
burden involved (especially considering the minimal damage these vehicles impose
on the roads) and the disincentive to the uptake of these vehicles.

7 Section 38 of the Road User Charges Act 2012 and the schedule to Road User Charges (Classes of
RUC Vehicles) Exemption Order 2012 refer.
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Other submitters proposed these vehicles should pay for road use through the annual
licencing fee rather than through RUC. It was noted that the administrative cost of
bringing these vehicles into the RUC system might outweigh the benefit to the
National Land Transport Fund.

There are implementation issues to resolve with Waka Kotahi

28

29

Waka Kotahi will need to inform PHEV owners of their requirement to purchase a
distance licence from 1 April 2024. To give enough time for Waka Kotahi to update its
systems, communications work would likely need to begin 12 months before the
owners begin paying RUC (i.e., in March 2023). Waka Kotahi may also need to make
some system changes (for example, to the refund system) if the status quo is your,
preferred option.

For any options involving the RUC system, Waka Kotahi will neéed to record the
vehicle’s odometer reading at the time it becomes liable for RUC (i‘e., on 1 April
2024).

Next steps

30

Once you indicate your preference, Officials™Will preparesfurther advice on the steps to
implementation and detailed legislative ahdfunding impacts or requirements.
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‘"2 TE MANATU WAKA

208

MINISTRY OF TRANSPORT

18 January 2023 0C220846
Hon Michael Wood Action required by:
Minister of Transport Monday, 30 January 2023

REPORT BACK ON THE ‘DRIVING CHANGE: REVIEWING THE
ROAD USER CHARGES SYSTEM CONSULTATION

Purpose

This provides you with an overview of the ‘Driving Change: Reviewing the-Road, User
Charges System’ consultation and seeks your decisions on-the legislative amiendments
consulted on.

Key points

Last year, Te Manatu Waka Ministry ofiTransport (the Ministry) consulted on a wide
range of legislative amendments and system changes, focused on road user charges
(RUC).

A discussion document ‘Driving ‘ChangexReviewing the Road User Charges System’
was released to facilitate“consultation. Formal submissions were accepted between
28 January and 22 April2022, and-we\held several online workshops.

Over 100 submitters provided,about 3,000 separate responses to the 89 questions
posed in the discussion document. Most submissions received were from the freight
and truckirg seetors, with Some also coming from private individuals.

The report'appendeditorthis brief presents our analysis of the proposals that were set
out in the discussion document.

The report is lengthy and many of the recommended changes are minor and
technicale To help your decision-making, each proposal has been summarised and
appended to this briefing in table format, grouped by recommendation. You can use
the\tables to indicate your decisions and provide feedback. Refer to the attached
report for more in-depth analysis and information on each proposal.

As you have already made decisions on the end of the RUC exemption for light
electric vehicles (EVs) and plug-in hybrids (OC220511 and OC220707 refers),
decisions are only required on the remaining 25 proposals.

In summary, we recommend the following changes:

o Removing the current requirements that heavy vehicle RUC licences be
displayed or carried, that eRUC devices display a RUC licence, and that light
RUC vehicles display a RUC label.
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o Providing Waka Kotahi with the ability to use historical RUC rates when
conducting a RUC assessment, broader discretion regarding a RUC
assessment review, and better access to third party records.

o Transitioning compressed natural gas (CNG) and liquefied petroleum gas
(LPG) powered vehicles into the RUC system.

o Exempting vehicles travelling for Certificate of Fitness (CoF) purposes from
paying RUC.

o Amending Road User Charges Regulations 2012 to:

= reset the RUC bands to align with the vehicle dimensions and mass
(VDAM) Rule and remove concession type licences 308 and 408.

= establish a 54 tonne RUC band at a rate proportional to thatof a54-
tonne vehicle.

= simplify the definition of all-terrain cranes and remove their RUC
exemption.

The changes we propose are supported by the feedback.gathered during the
consultation, as well as by Waka Kotahi (New Zealand)<Iransport Agency. This
package of changes also includes several.matters.ddentified in the 2016 external
review of the 2012 RUC Act amendments.

You were invited to report back onythe consultation to the Environment, Energy, and
Climate (ENV) Committee by late/2022 {ENV=21-MIN-0064 refers]. Due to delays
during the consultation and‘prietitisation of,matters for Cabinet, this has been
deferred until the ENV meéetings restaft in early 2023. The first meetings are
scheduled for 23 Eebruary and 16 March.

We have drafted a\paper_seeking Cabinet’s confirmation of your decision about the
end of the/RUC, exemptionfor light EVs and plug-in hybrids (refer OC230013). That
draft Cabinet paper is attached, and can be amended to include additional proposals
from this‘report backuif you wish.
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Recommendations
We recommend you:

1 note a report on the proposals in the ‘Driving Change: Reviewing the Road User
Charges System’ consultation is appended to this briefing

2 indicate your preferences for legislative amendments and provide your feedback
in the appended tables

3 note that a draft paper seeking Cabinet confirmation of the RUC exemption expiry
for light electric vehicles and plug-in hybrids has been prepared (refer OC230013)
and this can be expanded to include additional proposals from this report back if%

N

wish.

Marian Willberg
Manager, Demand Management and Q

Revenue
..... [k . 0

Minister’s office to complete: roved ?\ [J Declined
%%'See?‘& ister
@ & en by events

Nad

[0 Not seen by Minister

Comments

' Telephone ' First contact

i @ Iberg, Manager, Demand Management
and Revenue

James McDevitt, Senior Adviser, Demand Management
and Revenue

Josh Bullivant, Graduate Adviser, Demand
Management and Revenue
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Last year, we consulted on a wide range of potential legislative amendments,
focused on the road user charges (RUC) system

1

On 28 January 2022 we released the discussion document Driving Change:
Reviewing the Road User Charges System to facilitate consultation. The discussion
document had 30 proposals that were grouped into three chapters organised by the
level of system-change proposed:

1.1 Using the Road User Charges Act 2012 (the Act) to do more than recover
road costs. This section sought feedback about the scope of costs that we
should look to recover as part of RUC, what the future RUC system could logK
like and what powers the Act needs if RUC was to be used to support widér
transport policies. We also sought feedback on potential changes to the'RUC
system to enable it to recognise other costs imposed bytvehicle usepsuch/as
pollution or congestion, or to offset the higher costs faced by some emerging
technologies, ahead of their widespread adoptions

1.2 Improving the RUC system for end users¢/This section presented a range of
proposed improvements to the general functioning of the'RUC system. The
proposals focused on improving the colleetion and_administration of RUC and
the use of RUC to influence the national vehiclefleet,

1.3 Technical amendments to therAct. This section“set out a range of potential,
mainly technical, proposed amendments intended to address specific issues
encountered through administering the ‘Act=Currently, it costs Waka Kotahi
approximately $20 millionper year (approximately one percent of RUC revenue)
to administer the RUE/System and it costs operators an added amount to
manage their own_eompliance “Amending the Act and its regulations is an
opportunity to feduce thesé costs and improve the value for money the sector
gets.

The consultation was camprehensive in scope, posing thought-provoking questions to
the industry# The questions were open-ended and sought feedback on every aspect
of thedAct.and the RUC system. The aim was to assess the potential of several
transformative ideas«that could greatly alter how the RUC system operates. Instead of
asking for agreement or disagreement with specific proposals, participants were
asked to provide insight into the pros and cons of each proposal.

Following the release of the discussion document, we met with stakeholders to
discuSs the proposals and held several online workshops. Submissions were
accepted between 28 January and 22 April 2022. Over 100 submitters provided
feedback. We received about 3,000 separate responses to the 89 discussion
questions. Most submissions received were from the freight and trucking sectors, with
some also coming from private individuals.

In August, you indicated that you want the light EV RUC exemption to end

4

The EV exemption is set to expire on 31 March 2024, making the proposals we
consulted on about it time sensitive. We requested an early decision from you on how
you plan to handle the expiry of the exemption. This was to ensure we have enough
time to implement the decision and put any necessary supporting legislation in place.

IN CONFIDENCE
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We provided two briefings on the topic, and you decided:
5.1 light EVs will pay the full rate of RUC for type 1 vehicles (OC220511 refers)

5.2 partial RUC rates will be applied to plug-in hybrid electric vehicles (PHEVs)
(0C220707 refers)

5.3 very light EVs will not be subject to RUC (OC220707 refers).

We have prepared a Cabinet paper for your Office to get Cabinet’s confirmation of
your decision and agreement to legislative amendments (OC230013 refers). Work is
underway at Waka Kotahi to implement the system changes required to enact these
decisions.

We are seeking your decisions on the remaining 25 proposals

7

The attached report and tables set out our analysis of the preposals‘and topics that
were consulted on. The sequence of the report mirrors thediscussiongdocument.

For each proposal, submissions were analysed’andiworkable options for change
were identified. Options were then assessed-against proposal-relevant criteria,
leading to the recommended options for yOur consideration.

The report is lengthy and there are manysrecommendations. Therefore, we have
summarised each proposal and supplied recommendations in tables appended to this
briefing. These tables are grouped by recommendation ‘type’.

Table one: Proposals where you have alreadyymade decisions

10

This table has five ofithe proposals in the discussion document relating to the end of
the light EV RUC/exemption (OC220511 and OC220707 refer). For completeness,
these proposals,‘inclading assummary of progress, are included in the attached
report. Theqdraft Gabinet paper (0C230013 refers, attached for reference) covers
these proposals.

Table two: Proposals that'we'fYecommend can be progressed concurrently with the proposals
outlined in Table one

11

12

This table*has a range of minor and technical amendments that will improve the RUC
systemyThese proposals were well-supported in the consultation and this package
includes matters found in the 2016 external review of the 2012 RUC Act
amendments.

Recommendations for amendments include:

12.1 providing Waka Kotahi with the ability to use historical RUC rates when
conducting a RUC assessment (proposal 3.12), broader discretion on a RUC
assessment review (proposal 4.10), and better access to third party records
(proposal 4.6)

12.2 removing the requirements that heavy vehicle RUC licences be displayed or
carried, and that eRUC devices display a RUC licence (proposal 4.8)

IN CONFIDENCE
Page 2 of 4



13

14

15

IN CONFIDENCE

12.3 exempting vehicles travelling for a Certificate of Fitness from paying RUC
(proposal 4.9)

12.4 amending Road User Charges Regulations 2012 to:

12.4.1 reset the RUC bands to align with the vehicle dimensions and mass
Rule and remove concession type licences 308 and 408 (proposal 4.2)

12.4.2 establish a 54-tonne RUC band at a rate proportional to that of a 54-
tonne vehicle (proposal 4.2)

12.4.3 simplify the definition of all-terrain cranes and remove their RUC
exemption (proposal 4.1).

This package also includes a proposed removal of the requirenient for light vehicles
to display RUC labels (proposal 3.9). The consensus amongstithe submissions-was
that the requirement is no longer necessary and imposes unneeessary’ administration
and compliance costs. We agree. Removing the display‘requirement will also help the
new customers to the RUC system when the light EVM exemption ends, However, we
also recommend keeping the ability for RUC custémers.to retdinspaper labels if they
wish.

We also recommend that compressed natural gas andliquefied petroleum gas
powered vehicles transition to RUC (prepesal 3.13). These vehicles pay fuel excise
duty and can claim a refund if the vehicletis notddsed'on the road. Currently, about 98
percent of the fuel excise duty is refunded sogmoving these vehicles to RUC, where
charges only need to be paid if the vehicletlis on the road, reduces the administration
costs of refunds.

The draft Cabinet paper(OC230043 refers, attached for reference) does not cover
these proposals, butican.be expanded to cover them if you wish.

Table three: Proposals that/could be,censidered in other workstreams

16

17

18

19

We considef that proposals contained in this table merit further work but could be
more €ffectively progressed as part of other workstreams.

For examplepthe proposals relating to the inclusion of externalities in RUC (proposals
2.1 & 2.2) are réevenue-system level issues rather than RUC system specific and
therefore better addressed in the Future of the Revenue System project. These
proposals attracted a lot of feedback but there was no consensus and the views
expréssed were polarised. There is clearly an appetite for further public debate on
this topic, but we think it is in the Government'’s interest to present a coherent
package of changes that apply across the transport sector, to avoid potential or
perceived inequities (for example between RUC and fuel excise duty payers).

The feedback we received on eLogbooks and eRUC is related to the future role of
telematics in road safety and are actions within Road to Zero work programme.
Likewise, the form and the role of exemptions for heavy electric vehicles (proposals
3.5.1, 3.5.2 & 3.7) will be addressed in the Clean Truck programme of work.

The proposal to remove the requirement to display vehicle licence (‘rego’) labels
(proposal 3.11) was well supported by submitters, who considered that the display

IN CONFIDENCE
Page 3 of 4



IN CONFIDENCE

requirement imposes unnecessary administration and compliance costs. While the
Ministry agrees, further work is needed to ensure that in the absence of a physical
rego label being displayed, there is adequate access to vehicle data through an
online portal provided by Waka Kotahi. Further communication with local authorities is
required to ensure that their ability to enforce stationary vehicle offences is not
hindered by the removal of the licence label display requirement.

Table four: Proposals that we recommend should not be progressed at this time

20

21

22

23

Several proposals put forward in the consultation were met with resistance from
stakeholders. Concerns were raised about the feasibility and potential negative
impacts of these ideas. We recommend that the proposals included in this table are
reassessed and potentially revisited at a later date.

This cohort includes mandating eRUC for heavy vehicles (proposal 3.1). The
electronic system providers (i.e., the companies that provide'eRUE) raised ‘concerns
about some potential eRUC customers carrying more risk than‘otherstand the impact
mandating eRUC would have on their business. The freight industry highlighted that
currently there’s no standalone eRUC product suitable for the small fleet operators.
However, submitters were open to a limited form ofsmandate thatis streamlined,
phased in over time, and restricted to new heavy/vehicles enly. More policy work is
needed on a limited form of mandatory eRUC hefore furtfier-advice on options for
legislative change is provided.

Table four also includes the proposal tojinclude’fuel type, origin, and blend in RUC
rates. While there was agreement that'new fdels would likely incur higher costs ahead
of their widespread adoption, using RUC ta‘offset these costs would be extremely
difficult to administer and enforce’in a way-that maintains the integrity of the RUC
system.

We consider the proposals to:report/odometer tampering (proposal 4.3); supply RUC
licences in amounts less than®,000km (proposal 3.10); and change the requirements
for making and retaining «ecords (proposal 4.5), to have greater costs than benefits to
RUC customersvand Waka Kotahi as the RUC collector. Proposal 4.4, to define
‘accurate) inwélation to distance recording in the Act, yielded no usable solution from
the consultation.

Next steps

24

25

Please indicate your decisions and provide your feedback on the appended tables.
Oncewwe have your decisions, we will prepare the report back on the consultation to
the ENV committee. ENV is scheduled to meet fortnightly, starting 23 February.

We've prepared a draft Cabinet paper seeking confirmation for ending the EV
exemption for light vehicles and plug-in hybrids (OC230013 refers) which has been
sent to your Office at the same time as this paper.
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Appendix 1: Recommendation tables

Table one: Proposals where you have already made decisions.

Proposal

(Report page number)

Summary of your decision

Work to date

Proposal 3.3 Enabling partial RUC rates for
vehicles that also use a fuel subject to fuel excise
duty (FED)

(pages 15-16)

Proposal 3.4 Enabling partial RUC rates for low
emission vehicles after the light EV RUC
exemption ends

(pages 17-18)

Proposal 3.6 Charging RUC for electric and diesel
vehicles with a gross vehicle mass (GVM) of less
than one tonne

(pages 23-24)

Proposal 3.14 Assisting new RUC payers to
commence paying RUC

(pages 41-42)

Proposal 4.1 Clarifying what ‘partly’ means in the
definition of an electrically powered vehicle.

(pages 45-46)

Last August, you decided that when the light EV RUC
exemption ends,

Light EVs will pay the full rate of RUC fortype 1
vehicles (OC220511 refers).

Partial RUC rates will be appliedo plug-inzvhybrid
electric vehicles (PHEVS) and very lighthEVswill
not be subject to RUCY(OE€220707 frefers):

We haverdrafted a paper seeking Cabinet
agreement to your decision that the EV
exemption expires on 31 March 2024.

The Ministry and Waka Kotahi have started
working to implement your decision in time for
the light EV RUC exemption’s end on 31 March
2024.

Most notably:
s 9(2)(h)

¢ Internal workshops on operational
changes needed to add battery EVs,
very light EVs and PHEVs to the RUC
system.
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Table two: Proposals we recommend can be progressed concurrently with the proposals outlined in Table one.

Compressed Natural Gas
(CNG)- and Liquefied
petroleum gas (LPG) powered
vehicles into the RUC system

(pages 39-40)

vehicles pay FED and can claim
refunds for off-read-travel.

LPG-powered vehicles pay RUC for road
use, at the same level as their diesel
equivalents. The current FED would be
removed.

administration costs and
including these vehicles in RUC
is relatively straightforward.

Proposal Status Quo Recommendation Key reasons for Decision
recommendation
(Report page number)
Proposal 3.9 Removing the RUC licences must either be Agree to amend the Act to remove the Remoyes’an administrative Yes / No
requirement for light vehicle displayed or carried in all RUC requirement for light RUC vehicles to display | barrier 1o, RUC compliance. We
owners to display a RUC vehicles. a RUC licence. donot believe it is likely to
licence - - - increase deliberate RUC non-
Agree that light RUC vehicle ownefs retain compliance but may slightly Yes / No
(pages 28-30) the option to request a licence label; upon increase inadvertent late
payment of an existing fee: payment.
Note that Waka Kotahi will develop an,enline
portal for vehicle ownefs to checkitheir
vehicle’s RUC status, along with relevant
land transportiegislation compliance
information?
Note that Waka Kotahi‘and New Zealand
Police (Palice) williénsure that, when the
displayyrequirement(is removed, Police have
adequate access\to vehicle data to enable
enfércement aetion at all times and locations.
Proposal 3.12 Allowing the use | If Waka Kotahi reviews records Agree toyamend the Act to enable Waka This is well supported by the Yes / No
of historical RUC rates when for a period of several years, Kotahi to use historical RUC rates when sector, and it would improve
Waka Kotahi carries out an over which RUC ratesthave ¢onducting a RUC assessment. Waka Kotahi’s administration of
assessment of unpaid RUC increased, an opetator is the Act.
currently required tovpay extra
(pages 37-36) on top of what they would have
been requiréd to pay if they
were compliant at the time.
Proposal 3.13 Transitioning CNG- and LPG-powered Agree to amend the Act so that CNG- and The status quo incurs significant | Yes / No

IN CONFIDENCE
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Proposal Status Quo Recommendation Key reasons for Decision
(Report page number) recommendation
Proposal 4.2 Redefining RUC | An amendment to Land Agree to reset the RUC bands to align with The status ‘quo is unfair as ithas | Yes/No
vehicle types for eight axle Transport Rule: Vehicle the VDAM Rule and remove concession type | resultedsin@vercharging for a
combinations Dimensions and Mass 2016 licences 308 and 408. small greup of very heavy trucks
(VDAM) increased the maximum - as'the eperators are paying the
(pages 47-48) allowable mass for some Agree to establish the 54 tonne RUG,band at | pistofical overweight RUC rates | Y&s/No
vehicles from 44 to 46 tonnes a rate proportional to that of a 54-tgnne for the now allowable heavier
and this has led to overcharging | Vehicle. vehicles.
for a small group of heavy truck
operators.
Proposal 4.6 Clarifying the Waka Kotahi cannot access Agree to amend the“Act 1o allow anlimited The improvements in RUC Yes / No
provisions relating to access to | third party records for RUC increase of Waka Kotahi’'s access to'third collection justify the extra access
records held by third parties enforcement activities. party records. and administration for Waka
(pages 55-56) Kotahi and affected parties.
Proposal 4.8 Clarifying the Road User Charges Regulations | Agree to'amend the,Road User Charges Administrative fix. Since these Yes / No
requirements around the 2012 require electronic distance | Regulations 2042, removing the requirement | requirements were set, the RUC
display of heavy vehicle recorders to display both the for eRUC devices to'display a RUC licence. Act has been amended to allow
electronic RUC (eRUC) distance licence for a vehicle heavy vehicle RUC licences to
licences and the distance travelled. be carried (either in paper or
Agreethatisection 19(1) of the Act be digital forms) rather than Yes / No
(pages 59-61) repealed o that RUC licences do not need to | displayed.
be displayed or carried in any vehicle. )
This further removes
Agree that the option to request a physical administrative requirements, and | Yes / No

RUC licence be retained for heavy vehicles
as is the case for light vehicles.

Note that Waka Kotahi and Police will ensure
that, when the display or carry requirement is
removed, Police have adequate access to
vehicle data to enable enforcement action at
all times and locations.

offers the same treatment for
electronic and paper RUC
licences.

IN CONFIDENCE
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Proposal Status Quo Recommendation Key reasons for Decision
(Report page number) recommendation
Proposal 4.9 Exempting Travel using the road network Agree to amend Subpart 4 of the Act to The status quo ereates a barrier | Yes/No
vehicles from paying RUC that | for CoF purposes, without RUC | stipulate that travel for CoF purposes is to gettingsthe appropriate safety
only travel on a road for paid in advance is illegal. exempt from paying RUC if the vehiclegis checks eompleted. Revenue
Certificate of Fitness (CoF) normally used off road. foregone' from this exemption
purposes would be minimal.
(pages 62-63)
Proposal 4.10 Extending an An independent review of a Agree to amend the Actyallowing Waka Giving Waka Kotahi the Yes / No
operator’s time to request an RUC assessment needs to take | Kotahi discretion regarding the time discretion to exercise judgement
independent review of a Waka | place within 20 working days of | allowance for an asSesSment review. will help improve its ability to
Kotahi RUC assessment the date the assessment is engage with the sector.
(pages 64-65) issued.
Proposal 4.11 Changes to how | The Act exempts mobile cranes | Agree to amend the ACt tosremove the RUC | The exemption is no longer Yes / No
mobile cranes are defined for from paying RUC where the exemption from mobile cranes. consistent with good regulatory
RUC crane is not one to which a stewardship as we now know

Agree to amenththe’Road User Charges Yes / No

(pages 66-67)

distance recorder is or could
readily be fitted.

Regulations 2012 to simplify the definition of
all terrain/Cranes.

that these vehicles can be fitted
with distance recorders.

IN CONFIDENCE
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Table three: Proposals we recommend are considered in other workstreams

on greenhouse gas emissions
when setting RUC rates

(pages 5-7)

not included in the calculation of
RUC rates.

this proposal should be considered as\part-of
the Future of the Revenue System project.

is better progressed in the Future
of the Revenue System project
as part of considering
externalities.

Proposal Status Quo Recommendation Key reasons for Decision
recommendation

(Report page number)

Proposal 2.1 Including Externalities are not included in | Agree to maintain the status quo and that This is_a-system level issue and Yes / No

externalities in the costs RUC rate calculations. this proposal should be considered as/part of | is better\progressed in the Future

considered in setting RUC the Future of the Revenue System projéct; ofithe Revenue System project

rates rather than solely considered for
RUC.

(pages 1-4)

Proposal 2.2 Including impacts | Greenhouse gas emissions are | Agree to maintain the status quo and.that This is a system level issue and Yes / No

Proposal 3.2 Using eRUC
devices to improve road safety

(pages 13-14)

eRUC can connect with
elogbooks (for driver
monitoring), but the system is
optional.

Note thatefficials will report'baCk to you on
this separately through'the Road to Zero road
safety workstreamt

The future role of telematics in
road safety is an action within
Road to Zero. The results of this
consultation will inform that work.

Proposal 3.5.1 Extending the
heavy EV RUC exemption to
31 March 2030 to support their
uptake

(pages 19-20)

Section 37A of the Act exempts
these vehicles until 31
December 2025.

Note that officialsiwill provide further advice
on'the eXemption in early 2023 after
decisions on the Ministry’s Clean Truck work
hayve been taken.

As the exemption doesn’t expire
until 2025 and connects with the
wider truck decarbonisation work,
the Ministry will progress this
work separately in the Clean
Truck package.

Proposal 3.5.2 Exempting
vehicle combinations where
the motive power is from a
vehicle exempted from paying
RUC

(pages 21-22)

Trailers pay RUC andwthe rates
are calculatedyindependently of
the motive‘vehicle.

Note that officials will provide further advice
on the exemption, aligned with proposal 3.5.1
above.

This is tied to your decision on
proposal 3.5.1 because trailers
could not be exempt if their
motive power is required to pay
RUC. This will not progress if the
heavy EV RUC exemption is not
extended.

IN CONFIDENCE
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Proposal

(Report page number)

Status Quo

Recommendation

Key reasons for
recommendation

Decision

Proposal 3.7 Exempting low
emission vehicles from RUC
based on [a set number of
kilometres] distance travelled

(pages 25-26)

Exemptions are time-bound and
connected to vehicle classes.

Note that officials will explore options for
distance-based exemptions when tendering
advice on extending the heavy EV RUC
exemption (proposal 3.5.1).

This is tied'to,Proposal 3.5.1,
which will/be progressed through
the Clean*Truck package.

Proposal 3.8 Adjusting the
overweight permit regime

(page 27)

Section 12 of the Act requires
that operators must process a
change in RUC type and licence
or purchase an additional RUC
licence when travelling over their
normal allowable mass or using
a heavy vehicle permit.

Note that Waka Kotahi will investigate
implementing changes without the need for
legislative amendments ‘and will report back
to you if significant éhanges are proposed.

No need for a decision.
Operational changes to the
permitting system are the
Director of Land Transport’s
remit.

Proposal 3.11 Removing the
requirement to display other
transport labels

(pages 34-36)

Motorists are required to display
transport (‘rego’) labels.

Note that officials will' investigate how to
mitigate cempliance.and enforcement risks
with Waka Kotahi, Pélice, local authorities,
andvother affectedistakeholders before giving
further adyice:

The display requirement is a cost
to motorists that serves little
benefit, but compliance and
enforcement risks need to be
understood and mitigated before
change is implemented.

Proposal 3.15 Adjust RUC
offences and penalties to be
consistent with the Effective
Transport Financial Penalties
Framework

(pages 43-44)

The Act has feeffine ratios
ranging widely between 1:3 ‘and
1:50.

Note that/officials will progress this proposal
in asseparate programme of work to
standardise transport fees and fines.

Consistency in fees and fines is
important, so we will progress
this work through the Effective
Transport Financial Penalties
Framework and Tool, and report
back separately.

Proposal 4.7 Creating a
requirement for RUC
Electronic System Providers
(ESPs) to notify Waka Kotahi
of the status of RUC payments

(pages 57-58)

ESPs can voluntarily,notify
Waka Kotahi of afny changes to
the status of RUC payments.

Note officials will provide further advice on
amending the Act so that ESPs must report
RUC non-compliance when they have reason
to believe that RUC evasion is taking place.

This supports Waka Kotahi as
RUC collector and system
steward and provides an early
intervention point to limit RUC
evasion.
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Proposal

(Report page number)

Status Quo

Recommendation

Key reasons for
recommendation

Decision

Vo |
Officials will ress this work in
paralll% rk on an offence
regi pport the policy (see

pN al'3.15).
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Table four: Proposals we recommend should not be progressed at this time.

Warrant of Fitness (WoF)
requirements so the assessor
must report evidence of
odometer tampering

(pages 49-50)

evidence of‘gdometer tampering
there is no legal obligation to
report this to enforcement
authorities.

Note that officials will investigate other
regulatory options that utilise the WoF/CoF
check to report odometer discrepancies.

responsibility on WoF/CoF
assessors to fail a safety check
or refer possible tampering
places assessors in a difficult
position that is unlikely to
meaningfully reduce RUC
evasion.

Proposal Status Quo Recommendation Key reasons for Decision
recommendation
(Report page number)
Proposal 2.3 Including fuel Fuel type, origin, and blend are | Agree to maintain the status quo that Extremely difficult to administer Yes / No
type, origin, and blend in RUC | not included in the calculation of | different fuels’ environmental impacts/be and would*place significant costs
rates RUC rates. addressed by regulations and incentives on affeeted parties.
(pages 8-10) targeting the fuels concerned directly*and not
through RUC.
Proposal 3.1 Reviewing the eRUC is optional for RUC Agree to maintain the status quo until a moref | Submissions were strongly Yes / No
requirements for eRUC customers. viable eRUC solution is‘developed thatsis opposed and an acceptable
(including the Code of more suitable and affordable for gperators of | standalone eRUC product would
Practice’s fitness for purpose) small and mixed-use fleefs. need to exist to make this
and mandating eRUC for all operationally feasible for
vehicles individuals and small fleet
(pages 11-12) operators.
Proposal 3.10 Allowing for the | The minimum distance Agree to maintainithe status quo that the Submissions were divided Yes / No
purchase of RUC licences in purchasable is 1000km. If a minimum distange of purchasable RUC evenly. Waka Kotahi's proposal
amounts less than 1,000km RUC customer uses less than should remain, 1000km. to increase transaction fees (by
(pages 31-33) this, or changes payload they 332 percent in the case of
pag can apply for a refund. purchasing RUC from eRUC
providers) and the increased
compliance risk with heavy
vehicles would offset the benefit
of purchasing smaller km
amounts more often.
Proposal 4.3 Change CoF / If a WoF/CoF assessor sees Agree to maintain the status quo. Putting an additional Yes / No

IN CONFIDENCE
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Proposal Status Quo Recommendation Key reasons for Decision
(Report page number) recommendation

Proposal 4.4 Clarifying the Discrepancies between Agree to maintain the status quo. Officials will monitor this topic Yes / No
definition of ‘accurate’ for a odometer readings and actual and will‘report back if any

distance recorder in a light distance travelled are significant*developments change

vehicle investigated by the enforcement thesstatus quo.

(pages 51-52) authorities, if found.

Proposal 4.5 Clarifying the The Act requires that a Agree to maintain the status quox Standardisation would become Yes / No

requirements that certain
persons must make and retain
certain records

(pages 53-54)

Transport Services Licence
holder keep records for any
RUC vehicle they own or
operate. But it does not specify
what records must be kept.

administratively ineffective and
costly.
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Summary

This report sets out our analysis of the proposals included in the Driving Change: Reviewing
the Road User Charges System consultation. It has been written to accompany Te Manatu
Waka Ministry of Transport’s (the Ministry) briefing OC220846.

The discussion document, Driving Change, was released on 28 January 2022 to facilitate
the consultation, alongside explanatory materials and an online submission portal on the
Ministry’s website. The consultation was broad in its intent, asking challenging questions of
the sector. Questions posed were open, and feedback was sought on all aspects of the road
user charges (RUC) Act and the RUC system. The consultation’s aim was to test the
feasibility of a range of ideas that could fundamentally change how the RUC system worKs.
Rather than asking submitters whether they agreed or disagreed with suggested propa@sals,
submitters were asked to describe the advantages and disadvantagessof proposals(

We met with stakeholders to discuss the proposals and held severalenline workshops.
Formal submissions were accepted between 28 January and 22 April 2022¢ Over 100
individual submissions and about 3,000 unique responses to the discussion guestions were
received. The submissions have been reviewed and options.to progress the‘proposals were
evaluated against criteria for each proposal. While a cénsistent set of ¢fiteria were applied to
all proposals, not all criteria were relevant to specifiesproposals..Sononly those criteria
relevant to a specific proposal are provided in the ‘analysis insthis\eport. This report provides
a summary of the analysis and includes recommendations.

The chapters in this report mirror the discussion document, The first chapter, ‘Using the RUC
Act to do more than recover road costs’ covers potential*changes to the RUC system and
Act’s core purpose. The second and third’chapters\cover technical amendments and system
improvements.

We propose to publish a madified version ofithis report (with submitters’ identifying
information removed) on the Ministry of Transport website
(https://www.transport.govishz/consultations/road-user-charges-consultation/ongside)
alongside the rest/of theConsultation documents. We will work with your Office in early 2023
to prepare these materials for proactive release.
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Using the RUC Act to do more than recover road costs

Proposal 2.1 Including externalities in the costs considered in
setting RUC rates

Status quo

Charges for RUC vehicles are “in proportion to the costs that the vehicles generate”.! Other
negative externalities are not included.

Proposal summary & options for change

The proposal is to include externalities in the costs considered inssetting RUC’ rates. This
would mean considering negative externalities of road use that'are hot currently funded from
the National Land Transport Fund (NLTF), when setting RUC rates. These primarily relate to
environmental, health and safety impacts, but could alsofinclude congestion. The discussion
document left it open whether a broadened scope of ¢osts would be subsumed into existing
RUC rates (therefore distributing existing costs among RUC payers).or be additional to
them. Below, we assess the narrower proposal to include extérnalities in the setting of RUC
rates.

Assessment

Submissions

This proposal attracted 75 submissions of'mixed sentiment and from a wide range of
submitters (including local gevernment, freight sector representatives, and private
individuals). Nine submissions were ‘i’ favour of the proposal, 13 weighed the advantages
and disadvantages about évenlys=and,23 were opposed. The remaining 30 responses were
online submissiofisWith' the majarity in favour and a minority giving qualified support or were
opposed. Thoseisupporting the proposal stressed the importance of ensuring that road users
bear all costs involved iftheirvehicle use, many listing the externalities that they considered
should be charged forsSuch submitters often also saw a role for RUC in raising revenue to
directly address such externalities as emissions that are harmful to health.

Submissions‘epposed to including new externalities often noted that there is already
pressure onthe'NLTF to meet existing funding needs and expressed concern that charging
for additionabpurposes could reduce the funding available for roads. Some also suggested
that including a wider range of externalities in charges could reduce the RUC system’s

"In the context of land transport, ‘costs’ are defined in terms of expenditure from the National Land Transport Programme
(NLTP). Expenditure from the NLTP is categorised as one of the following:

e  common costs — this mostly includes expenditure relating to road signage, road markings, routine maintenance,
traffic lights, general road policing and public transport subsidies

gross vehicle weight-related costs — expenditure relating to bridges and pavement strength
heavy vehicle policing costs — expenditure for the Police’s Commercial Vehicle Safety Team
pavement wear costs — expenditure related to pavement maintenance, resurfacing and rehabilitation

®  space costs — expenditure related to construction and land purchases
These costs are then allocated according to vehicle type.
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transparency and blunt existing incentives to use vehicles that generate lower road damage
costs.

Submission examples are provided here:

“We struggle to see how a regime based on vehicle weight, dimensions and distance could be
used to charge for emissions, noise pollution, or any other indirect source of economic, social
or environmental harm.” - 8 9(2)(ba)(i)

“If a fuller range of externalities are costed into RUC, then it becomes a more useful system”
-5 9(2)(ba)(i)

“Using RUC to recover more than the direct costs of building, running, and maintaining the
roading system will have a significant negative impact on the entire economy” - § 9(2)(ba)(i2 k

Contribution to decarbonisation goals

Changing the RUC Act’s purpose to allow wider costs or®bjectives tarbe considered in
setting RUC rates would enable vehicles with zero or Jow carbon emissions to receive
ongoing (as opposed to current, temporary) incentivesthrough the ' RUC system. It is unclear
to what extent such incentives accelerate zero emissions vehiele‘uptake, as the main barrier
is purchase price, not operating cost. Howevergin.the short term, the operating cost benefits
are likely to be significant, especially for heavy, vehiclest

In the longer term the current purchase price difference between internal combustion and
zero emissions vehicles is expected tordiminish,. andithe cost of using fossil fuels is likely to
increase. This would mean that.at'some point'a RUC-based incentive would no longer be
necessary to give zero emissions vehicles.a\total cost advantage.

NLTF revenue

Adding new externalitiessto RUC raté calculations could be achieved by increasing the
overall RUC rate (a@ndrtherefore revenue), or by redistributing the existing costs between
users. Either‘optien could result in a reduction in NLTF revenue if it was decided that the
component of charges relating to externalities should be made available for other
government priorities, such as health services.

This would depend,on other choices, including:

) whether to change the RUC Act and/or the Land Transport Management Act
2003 to enable RUC revenue to be diverted for new purposes

o whether the average level of RUC should increase to reflect the inclusion of
additional costs, or reduce to allow for discounts and exemptions, or stay the
same with higher charges for some vehicles offsetting low or zero charges for
others.

If inclusion of new externality costs results in increased RUC this would (without other
legislative changes) increase NLTF revenue. There is no legislative requirement that the way
that charges are set should influence the way that NLTF expenditure is allocated. So, in
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principle, this could make any additional funding raised through the inclusion of externalities
in RUC available to be allocated to current activities such as new roads and road
maintenance.

System complexity and administrative/compliance costs

Adding any new cost element to RUC calculations will increase the system’s complexity,
requiring significant time and resources. The extent of additional complexity depends on:

. the number of new externalities added

o whether there are existing measures of the externality’s value that translate
readily to per kilometre costs

o the extent to which new costs can either be attributed to/existing RUCvehicle
classes or require further differentiation of the RUC rate sehédules.

The current approach to setting RUC rates is based on the reCovery'of fipancial,costs that
are met by the Crown.?2 Many externalities of road use, altheugh reasonably ¢onsidered as
economic costs, are not linked to any specific expenditure.Anclusion of externalities (e.g., the
negative health impacts of air pollution) in RUC rates‘woetld involve a fundamental shift in
the cost recovery methodology. This is potentially@ very®Complex-exercise with considerable
scope for error and disagreement.

Alignment with other Government priotities

Charging for new externalities offers some opportunities. The charges could potentially help
reduce the negative externality by metivating changes in driving and purchasing behaviours
or by mitigating the harm caus€d bysthe nedative externality through new funding.® One
possibility is that the Act could retain its primary focus on recovering NLTF costs, but that
purpose could be expandedito also allow, for consideration of other formal Government plans
or strategies (such as the’Emissions*Reduction Plan or the Road to Zero strategy).

The extent to whiCh/the/RUC system can be aligned with other Government priorities is likely
to be limited by thessize ofiincentive required to change behaviour and the ability of RUC
payers to meetiincreased.charges. A targeted approach to choosing which externalities to
charge for may therefare\be more effective than attempting to address all possible harms.

Consistency with the Transport Outcomes Framework

Broadening the'RUC Act’s purpose could enable the RUC system to contribute directly to
other odtcemes under the Transport Outcomes Framework, including environmental
sustainability and protection from injury and harmful pollution.* The way RUC rates are set
focuses directly on outcomes relating to the efficient movement of people and goods.
However, it also generates a large proportion of the revenue relied on to fund the whole
range of transport outcomes. One risk associated with increasing RUC rates to promote

2 Many of these costs (e.g., pavement wear) are also externalities of road use, as they are generated by vehicle users, but not
met by them in the first instance.

3 Both these objectives can be pursued at once, but they have different implications for pricing.

4 The Transport Outcomes Framework encompasses a range of desired outcomes from the transport system that together
contribute to wellbeing and liveability. It outlines 5 outcome areas to contribute to this purpose: inclusive access, healthy and
safe people, economic prosperity, environmental sustainability, and resilience and security.
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wider outcomes is that any positive effect could be outweighed by increased barriers to
access and reduced economic efficiency, countering the proposal’s benefits.

Efficient use of the road network

The accurate reflection of the relationship between road damage, weight and axle/tyre
footprint in the RUC schedules provides efficiency benefits by:

o incentivising freight operators to minimise road damage by using vehicles with
more axles (to the extent that this is cost effective)

o facilitating use of higher productivity vehicles, by enabling a 50 tonne 9-axle
truck and trailer to operate at the same RUC cost as an 8-axle vehicle witha
maximum weight of 46 tonnes.

These benefits rely on the RUC system giving clear price signals to‘eperators about the
benefits and costs of vehicle choice. Introducing other factors intothe pricingimix risks
obscuring these signals and diluting incentives for efficient road'use.

Conclusion

There was no consensus in the submissions about whether to.amend the RUC Act to enable
additional costs to be recovered. Most submissions ‘epposing change came from a transport
industry or other road user perspective, but Aotwall. Severalsubmissions from central and
local government organisations also opposed such changes, at least in the short term.

The Ministry’s view is that while the;Aet’s purpose'clause may be restrictive it is premature to
move the RUC system’s primary fogUs,away_ from*recovering the Crown’s land transport
costs. Questions relating to thé role ‘of externalities in transport costs should be applied to
the revenue system as a whele rather than just the RUC component, and therefore are most
appropriately considered’in the Futuré ofithé Revenue System project

Recommendation

The status quoshould be maintained and including externalities when setting RUC rates
should be considered, as,part of the Future of the Revenue System project.
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Proposal 2.2 Including impacts of greenhouse gas emissions

Status quo

Charges for RUC vehicles are “in proportion to the costs that the vehicles generate”.
Greenhouse gas emissions are not included.

Proposal summary & options for change

The proposal is to include impacts of greenhouse gas emissions when setting RUC rates.
This could involve continuing or expanding existing exemptions for zero or low emissions
vehicles or setting discounted RUC rates. Exemptions and discounts could involve a
reduction in RUC revenue or could be offset by higher charges for more polluting vehicles:
This would require changing the Act’s purpose.

As some environment-related costs are already included in RUC ‘fratessundercommon
costs’, these costs could be allocated to a separate environméntal cost component. This
parameter could be discreet. For example, where the RUC=¢lass is for internal combustion
engine vehicles, then the environment costs could be included; but where, it is an electric
vehicle (EV) no costs could be included (with hybrids{aying a preportion). The costs could
also be scaled based on the average fuel type and’consumptiofi;of<each RUC class, so that
the classes that impose higher environmental costs\pay higher ¢osts.

Assessment

Submissions

Of 66 submissions on this proposal,"7 wereiinfavour, 10 weighed the advantages and
disadvantages about even,@nd 46 were’ opposed. The remaining 33 responses were online
submissions of mixed seftimént. Most responses saw disadvantages in using RUC for this
purpose, especially relative to charging for fuel use. One representative submission from an
individual submitter stated, “Road use does not cause greenhouse gas emissions, fuel use
does”. These submitters felt that'emissions are better charged for through the Emissions
Trading Scheme (ETS) orhif that is not sufficient, a dedicated fuel tax. Some also saw
charging for emissions through RUC as complex to implement, or likely to be seen as unfair
and therefore increasexnon-compliance.

Remaining responses were divided between those who saw only advantages in linking RUC
to emissions, ‘and those who supported the principle that RUC should capture all road use
costs, but'also identified potential disadvantages. These disadvantages included duplication
of the ETS\function, failure to capture emissions from off-road use, possible equity
implicatiens, difficulty of capturing emissions attributable to EVs and potential to take
emphasis away from other externalities.

Some reported that although charging for greenhouse gas emissions might incentivise low
emissions vehicle uptake, it would not, on its own, do enough to reduce car dependency and
encourage alternative modes, or not sufficiently recognise other externalities such as health
impacts.

Submission examples are provided here:
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“...emissions of greenhouse gases are a significant part of the economic cost of road use...” -
s 9(2)(ba)(i)

“...any costs associated with reducing greenhouse gas emissions should be charged against
the consumption of fuels and not road use” - § 9(2)(ba)(i)

Contribution to decarbonisation goals

For differences in greenhouse gas emissions to be reflected in RUC, it would require further
differentiation of the RUC rate schedules.

The main limitation of differentiating RUC by carbon emissions is that these do not vary
solely with distance travelled. The per kilometre carbon emissions, even of identical light
vehicles, can vary significantly depending on use (e.g., urban vs rural roads). This is
amplified for heavy vehicles, where fuel consumption varies greatly with load.

This means that although the RUC system could be used to incentiviseithie purchase of low
emissions vehicles, it cannot incentivise operator practices that«can reduce emissions, such
as keeping vehicles well maintained and minimising time spent idling. A fartherlimitation
may be that because a carbon emissions component wouldjbe absorbediinto the total RUC
rate, it might not provide a sufficiently clear or significant price signal to,.€hange behaviour.

NLTF revenue

As with including other externalities, differentiating charges,aeeording to greenhouse gas
emissions would not necessarily impact NLTF tevenue, so long as reductions or exemptions
for some vehicles are balanced out by.increases for'Others.

It is possible that differentiating ciarges*by vehicle.emissions could change the vehicle
fleet’'s makeup (e.g. increase the numiber of lower-emitting vehicles in the fleet, and possibly
also change in the usage ofwehicles). Theisk with that outcome is that failure to forecast
such changes accurately; and adjust.¢harges accordingly, could cause revenue shortfalls or,
if the response to incentives,was lessdhan factored into charges, windfalls.

System complexity and administrative/compliance costs

Differentiating*€harges aecording to greenhouse gas emissions will make the RUC system
more complex (there are'already almost 100 different RUC rates). The extent of added
complexity would depend on the degree of differentiation desired. The added complexity with
this approach is thevidentification of the share of expenditure to be allocated to this
component,asthis is a key input for the Cost Allocation Model that is used to calculate RUC
rates. Thetshares for the current components were determined after substantial consultation
with engineers, though this could be partially addressed by more explicitly separating out
work activities that address environmental costs in the National Land Transport Programme.

It would be less complex to limit change to providing an exemption or reduced rate for zero
emissions vehicles, but much more complicated to introduce multiple RUC rates for vehicles
now fitting within the same RUC class (e.g., several tiers of charges for light vehicles).

Consistency with the Transport Outcomes Framework

Targeting greenhouse gas emissions through RUC would contribute to the environmental
sustainability outcome. It is unclear how significant this contribution would be, or how it might
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affect the overall level of benefits for the Transport Outcomes Framework derived from the
RUC system.

Efficient use of the road network

The heaviest trucks are the largest emitters per kilometre travelled. However, they are also
the most efficient road vehicles in terms of emissions per tonne/kilometre of freight carried.
This reflects that fuel consumption does not rise exactly proportionately with weight.

The existing RUC system incentivises operators of the heaviest vehicles to add axles, thus
ensuring that road wear per freight tonne/kilometre is optimised. An additional charge based
simply on average vehicle emissions per kilometre, if it incentivised operators to use vehigles
with lower emissions over those that are most efficient at moving freight, could cause
perverse outcomes in terms of both emissions and freight transport efficiency. Such
outcomes can be avoided by adding further complexity to the RUC rate setting process) but
a simpler and more precise way of targeting emissions is through diesel price.

Conclusion

Submissions formed no consensus on whether to amend the RUC Act 1o enable additional
costs to be recovered, either generally or for specific eéxternalities such'as greenhouse gas
emissions. Most submissions opposing change came from a.transport industry or other road
user perspective, but not all. Several submissions\from central and local government
organisations also opposed such changes, atleast in the short'term.

The Ministry’s view is that it is premature,to move.the RUC system’s primary focus away
from recovering the NLTP’s land transport costs. Questions relating to RUC’s purpose and
its role relative to other current andotentialwaysof raising revenue should be considered
in the Future of the Revenue System project.

Recommendation

The status quo should\be maintained and including impacts on greenhouse gas emissions
when setting RUC¢atés should be considered as part of the Future of the Revenue System
project.
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Proposal 2.3 Including fuel type, origin and blend in RUC rates

Status quo

Charges for RUC vehicles are “in proportion to the costs that the vehicles generate”. The
costs recovered through RUC include all categories of NLTP expenditure, but differences
between charges for different vehicle classes relate solely to vehicles’ size, weight, and axle
configuration. Fuel type, origin and blend are not included.

Proposal summary & options for change

The proposal is to include fuel type, origin and blend in RUC rates. This would involve
varying the charges payable for otherwise identical vehicles depending on the emissions
profile of the fuel they use (e.g., setting a range of rates for different biofuel blends or.for
hydrogen produced in different ways). As different fuel types produce different levels of
emissions, this would require creating numerous additional RUG c¢lasses to account for the
different fuel types.

Assessment

Submissions

This proposal attracted fewer submissions thamnproposals 2, 1~and 2.2 (41 total). Six
submissions supported the proposal, 12 weighed the advantages and disadvantages about
even, and 23 submissions were opposed, The main ‘stated reasons for opposition to this
proposal included the complexity that'this’'would add to the RUC system and the difficulty of
ensuring compliance. These submitters generally considered that incentives for lower-impact
fuels should be through measurestargetingithiesfuels concerned directly, with several noting
that emissions are not directly.related to distance travelled and that diesel engines with
different technology hayeé different emissiens profiles.

A small number of submitters conisidered that including fuel type in RUC calculations was
necessary to capture all externalities.

A submission example iS*provided here:

“...factors such as“éngine technology, duty cycle and operating environment have significant
impacts on fuel consumption and consequently emissions...” - 8 9(2)(ba)(i)

NLTF revenue

There are no NLTF revenue implications if the average charges for vehicles remain the
same. However, this would require being able to accurately predict the proportion of vehicle
kilometres travelled by fuel type that have different rates of RUC. Even a relatively simple
form of differentiation (e.g., one rate for low emission fuels, another for fossil fuels) would
introduce significant revenue uncertainty.

Assuming the proposal is a successful way to incentivise the purchasing and use of low
emission vehicles, the use of higher emissions fuels would therefore reduce during the
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period following the setting of RUC rates. To ensure revenue neutrality during this process of
change in use of vehicle type requires the behaviour change to be forecast and allowed for
in the rate setting process. We have reservations about being able to make accurate
predictions.

An additional complexity is that technology is constantly developing. This means that future
fuel use patterns will likely be inconsistent with previous patterns and revenue forecasting
becomes more difficult as a result.

System complexity and administrative/compliance costs

This proposal has considerable complexities, both to setting RUC rates as discussed above,
and to the system’s administration. The extent of extra complexity would depend on the
number of different fuel types reflected in different RUC rates. Because environmental ¢osts
scale directly with fuel use and indirectly with kilometres travelled, a fixed/averagedfuel
consumption per RUC class would be required. Different vehicles within.a class wilkhave
different fuel consumption profiles. This means that many would pay a‘rate that did not
reflect the costs that they imposed.

Fuel technology evolution will also likely make additional fu€l types oriblends available (and
make others potentially exit the market) within relativély/short timéframes. This could mean
that RUC rates would require frequent updating te‘remain current:

Administrative systems would be needed to verifyfuel supplyschains and ensure actual fuel
use reflected a vehicle’s RUC rate. Many of those who'submitted on this proposal thought
that this would be very difficult. Even if.it,was possiblenthis is likely to be costly both for
Waka Kotahi as RUC collector and for, fuel suppliers, ‘and ultimately to customers.

Contribution to decarbonisation goals

In principle, this proposalwould“enable the RUC system to incentivise all fuel sources in
accordance with their emiSsjons. Wesdo not consider that this is easily achievable in
practice.

Alignment with othér Government priorities

If RUC rates could aceurately reflect different fuel sources’ sustainability and emissions
profile this could contribute to Government’s environmental objectives. It is unclear,
however, whether, theARUC system could fulfil this function.

Efficient ase of the road network

Setting\RUC rates to reflect fuels used may weaken existing incentives for efficient use, but
this would depend on the significance of the shifts in rates.

Conclusion

We do not recommend that including fuel type, origin, and blend in RUC rates should be
considered further. Submissions showed little support for differentiating RUC by fuel type.
Depending on the availability of certain fuel mixes on different days, this would potentially
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involve the same vehicle having different rates of RUC on different days, depending on what
was put in the tank.

Any potential benefits of such a policy are outweighed by the considerable complexity added
to the RUC rates schedules, along with the practical difficulties in ensuring that vehicles with
a discounted rate of RUC were in fact always using the correct fuel. We also recommend
against this proposal because of the uncertainty it would add to revenue forecasting.

Recommendation

The status quo should be maintained and the environmental impacts of different fuel types,
origins, and blends should be addressed by regulations and incentives targeting the fuels
concerned directly and not through RUC.

10
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Improving the RUC system for end users

Proposal 3.1 Reviewing the requirements for eRUC and
mandating eRUC for all heavy vehicles

Status quo

Electronic RUC (eRUC) is optional and customers wishing to continue manual purchasing
may do so.

Proposal summary & options for change

The discussion document asked whether there is merit in mandating’ @RUC for all heavy
vehicles. This means that heavy vehicle operators would no lefnger need to manually
purchase individual RUC licences for their vehicles. RUC licences*would be purchased
automatically through an eRUC device, making RUC purChases more eonvenient. While
eRUC could be made a requirement for all vehicles, it‘couldhalso be phased in so that all
vehicles registered after a certain date must have itfitteds/We are.not proposing to mandate
eRUC for light vehicles, or for vehicles using fuels‘that are subjectto fuel excise duty (FED)
such as petrol vehicles, though it is likely the general advantages and disadvantages would
be the same if that was to be considered.

Two options for change were considered:
. Mandate eRUC for allsheavysvehiclés

o Mandate eRUC for only Some heavy=vehicles (e.g., creating an opt-out system
for operators ofismaller or seasonal/predominantly off-road fleets).

Assessment

Submissions

The 43 submissions on thissproposal came from a range of submitters (including freight
operators, private individuals, and local government). 25 were opposed, 10 weighed the
advantages and.disadVantages about even, and eight were in favour. £ @20

y 4

Reasons.for opposing mandatory eRUC, even for only some vehicles, included the hardware
installation cost and ongoing costs for data transmission. Most submitters deemed the low
eRUC uptake is explained by the fact that the associated costs don’t outweigh the benefits
for most users. eRUC not being cost-effective for smaller operators or those with highly
mixed-usage, seasonal usage, and small fleets was described as a key barrier to uptake.
Submitters also explained that there may be data transmission issues in rural areas and that
Waka Kotahi needs improved back-office systems to accommodate wider use of eRUC in
the heavy fleet.

s 9(2)(ba)(i)

11
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s 9(2)(ba)(i)

Submitters were more open to a limited form of mandate that is phased in over time and
restricted to new heavy vehicles only (retrofitting eRUC to existing vehicles was emphasised
as particularly difficult by the industry).

In the alternative to mandating eRUC, submitters proposed waiting until a streamlined eRUC
option (such as an app for individual RUC payers that is separate from a broader telematics
option) is developed and allowing users to select that as a more attractive option.

A submission example is provided here:

“...itis unnecessary and unwise to impose a system on three-quarters of the fieavy vehicle fleet
that to date has seen no need or substantive benefit for that system, and iff\Government does
so there will highly likely be considerable user resistance.” - S 9@)BAO N

NLTF revenue

It is possible that mandatory eRUC would make RUC" evasion more difficult, but we don't
know the scale of existing RUC evasion. Thereforg, the likely revente impact is unknown.

Administrative burden and implementation costs

Mandating eRUC would make the RUG-systeém easierto administer for Waka Kotahi as the
RUC collector because electronic RUC transactions, are less administratively burdensome
than manual transactions. For theisame'reasons,*eRUC would also be easier to use for RUC
payers.

RUC user compliance costs

Mandating eRUC fohsomeé vehieles.would increase compliance costs for RUC payers by
imposing hardwareshstallation cests and imposing ongoing costs for the vehicles to which a
mandate applied.

Conclusion

There was strohgepposition to mandating eRUC for heavy vehicles, mainly from the freight
sector. While there was some openness to a limited eRUC mandate, most submitters
preferred waiting until eRUC providers had developed a more attractive standalone eRUC
product. The 'administrative gains for Waka Kotahi are not large enough to justify mandating
eRUC in=the absence of an electronic system that is more cost effective for RUC payers than
exists currently.

Recommendation

The status quo should be maintained until a more viable eRUC solution is developed that is
more suitable and affordable for operators of small and mixed-use fleets.

12
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Proposal 3.2 eRUC and road safety

Status quo

Access to eRUC data by road safety organisations, and integration of eRUC and electronic
logbooks (elogbooks) technologies for road safety enforcement is voluntary.

Proposal summary & options for change

The discussion document canvassed submitters’ views on the potential benefits and impacts
of a wider use of eRUC data and mandating integrated telematics solutions that could
support improved productivity and safety compliance, particularly through mandatory
telematics for fatigue management and worktime compliance. eRUC technology couldhave
a much stronger role in supporting improved productivity, complianeepand safety,outcomes
across the commercial transport sector, but currently the RUC Act pfevents the use of RUC
data for enforcement of logbook offences. This proposal is separatesfrom but connected to
the outcomes of proposal 3.1 (mandatory eRUC).

This proposal does not have an accompanying recommendation because it was included in
the discussion document as an information-gathering.exercise.«Separate advice on the use
of elogbooks and their relationship to eRUC will-beé\providedto+you through the Road to Zero
road safety workstream. Nonetheless, the Ministryshas analysed the option of mandatory
integration of these technologies against the status que‘of veluntary integration.

Assessment

Submissions

Of the 32 submissions on this’proposal,‘nine were in favour (mostly from individual
submitters), seven weighed the advantages and disadvantages about even, and 17 were
opposed (mostly industry erganisations and companies). Most submitters were opposed to
the wider use of €RUCdata andymandatory integration of logbooks and eRUC. While many
submitters notéd the/potential for safety improvements, the inherent problem of matching
driver-centric lagbook infermation with vehicle-centric eRUC was stated as an impediment to
attaining this proposal’s full benefit.

Reasons providéd fer-0pposing mandatory integration included the additional compliance
and administfative costs that would need to be absorbed or passed on, the imposition of a
regulatorytburden on eRUC providers, and privacy concerns. As an alternative to a mandate,
submitters\proposed encouraging integration on a voluntary basis.

A submission example is provided here:

“eRUC should be used as a mechanism for making sure there is compliance with paying for the
costs associated with the road network. The majority of the points made by MoT in this section
of the consultation document relate to compliance and safety outcomes. Linking a revenue
collection mechanism with a policing and enforcement function is a significant and overly
intrusive step. Improved productivity should be an issue that is left in the hands of a transport
operator to consider.” - 8 9(2)(ba)(i)

13
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Compliance and administrative costs

There would be administrative and compliance costs imposed by mandatory integration of
elogbooks and eRUC. These costs would impose a burden on the eRUC providers that
would need to be absorbed or passed on to their customers.

Privacy

Mandatory integration would be more invasive of driver behaviour than the status quo,
through recording behaviour that is not currently tracked. & 9@©30)

submitted that the Ministry would need to know what evidence there is that
monitoring (electronic or otherwise) improves road safety. That information is necessary te
make decisions about whether the collection, use and disclosure of personal information,is
warranted and whether any privacy-enhancing mitigations might be required. In the absence
of that evidence, and with the problem of driver-centric logbooks integrating with yehicle-
centric eRUC, the proposal’s benefits are not obvious.

Alignment with other Government priorities

In principle, mandatory eRUC would support Road to Zeros safety outcomes, but it is not
clear what degree of safety benefit would be derived,“orif the benefits outweigh the costs.
There is no clear connection between eRUC (thatddealsWith a vehicle’s use characteristics,
such as mass and distance) and driver behavioursafety improvements.

Mandatory integration would also link RUG, as a revend@excollection function with a road-
policing and enforcement function, whieh would be &'significant change for the purpose of
the RUC system.

Conclusion

It is not clear that the potential safety’benefits from a wider use of eRUC data and mandatory
integration of eRUC and€logbookswould outweigh the compliance, administrative, and
privacy costs.

The results of'this consultation and analysis have been shared with the Road to Zero road
safety workstream. Because the Ministry recommends not mandating eRUC (proposal 3.1),
this proposal is alsg.aless attractive option. Separate advice on this topic will be provided
through the Road to Zero programme.

14
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Proposal 3.3 Enabling partial rates for vehicles that also use a fuel
subject to fuel excise duty

Status quo

An increasing number of vehicles are powered by both petrol and a fuel that subjects the
same vehicles to RUC. Most commonly, these are plug-in hybrid electric vehicles (PHEVs)
that operate on both petrol and batteries charged from an external source of electricity.

On the expiration of the EV RUC exemption, PHEVs will be subject to the full RUC rate for
type 1 vehicles and will need to make refund claims for FED to avoid being ‘double-billed’ for
their road use.

Proposal summary & options for change

You were briefed on this proposal in August 2022 (OC220707 refers)bdt for this report’s
completeness we have included that analysis in this report. The status,quo option is‘that
PHEV owners pay the full RUC rate and claim refunds on FED\Youselectéd the alternative
option to set a partial RUC rate for PHEVs and remove the_ abilityto claim FED refunds.

Assessment
Submissions

Of the 38 submissions on this proposal, 16 disagreed, 18 weighed the advantages and
disadvantages about even, and four agreed. Werasked/submitters about the advantages
and disadvantages of setting partial RUC rates to reeognise FED paid by dual-fuel vehicles,
the criteria to determine partial RUC ¢ates, and whethér operators of dual-fuel vehicles with a
reduced RUC rate should still be able tasClaim @full FED refund if they used more fuel than
the average.

Many submitters opposed charging both RUCand FED, presumably not realising the owners
would be entitled to a FED refund. Moést submitters were also opposed to enabling partial
RUC rates for PHEVs. However, itwas not always clear whether the submitters appreciated
that the purpose of the partial rat€ ' would be to ensure that PHEVs are not charged more
overall than light'diesel vehicles.

Some 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
another potential perverse outcome if the RUC rate is lower for a PHEV than for a battery
electric vehicle,

RUC Act principle

The RUC system is intended to charge road users in proportion to their road use, but any
partial RUC rate is likely to overcharge some PHEV owners and undercharge others due to
the wide variation in actual fuel consumption depending on how a PHEV is used. As the
distance a PHEV can travel on battery power alone is relatively small, a motorist who makes
long trips and has fewer opportunities to plug in will use more petrol per kilometre travelled
than a motorist who only uses a similar vehicle for a shorter trips and charges it every night.

Administrative cost

Setting a partial RUC rate for PHEVs would be administratively simple and is the preferred
option for both Te Manati Waka and Waka Kotahi. It would involve estimating the average
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amount of FED paid by PHEV owners and using that to develop a RUC rate. That average
could be based on manufacturers’ fuel consumption ratings, or on an estimated real-world
average (likely to be higher). The status quo would incur significant administrative costs in
the processing of refunds.

Compliance cost

The existing FED refund process is largely manual and paper based and involves significant
user compliance costs and administrative costs for Waka Kotahi. The refund process is
primarily designed to deal with refunds for commercial users of petrol. It requires claimants
to keep full records of their petrol purchases and use, and even with the current relatively
small volumes of requests, it can take up to 8 weeks to process a claim. It may be possible
to upgrade and automate the process, but this too would involve costs and any process
simplification would be limited by the need to guard against fraudulent claims. Removing
PHEV owners’ ability to claim FED refunds negates this problem.

Conclusion

The Ministry and Waka Kotahi have started working to implement your degision,in time for
the light EV RUC exemption’s end on 31 March 2024. Most,notably:

o S92)h) ‘QY N ?\'

o Establishing average distances travelled by PHEVs in_orderto determine what RUC
rate should apply.

¢ Internal workshops on operational changes neededto~enboard PHEVs to the RUC
system.

16



sllz TE MANATU WAKA

4 MINISTRY OF TRANSPORT

Proposal 3.4 Enabling partial rates for low emission vehicles after
the light EV RUC exemption ends

Status quo
Partial RUC rates cannot be set to account for a vehicle’s lower emissions.
Proposal summary & options for change

You were briefed on this proposal in August 2022 (0C220511 and OC220707 refers) but for
this report’s completeness we repeat our analysis here. In the alternative to changing the
RUC Act’s purpose to account for a RUC vehicle’s emissions in setting RUC rates (proposal
2.2), this proposal is to set lower RUC rates for low emission vehicles. You selected the
option to have light electric vehicles pay the full RUC rate (comparable to their non-eleetric
equivalents: $76 per 1000km) and to set a partial rate for PHEVs in recognition of their
paying FED, when their RUC exemption ends on 31 March 2024.

Assessment
Submissions

Of those who submitted on the question of RUC exemptions generally, the sentiment was
mixed. The majority of submitters were opposed to_anyiexemptions, Of'the 34 submissions
on this proposal, nine were in favour, 11 weighed‘he advantages,and disadvantages about
even, and 14 were opposed.

The reasons provided against the proposal include the/view that all vehicles that use roads
should contribute in proportion to their use of-those reads. In particular, in their view,
exemptions transfer costs to users who may not Have(the option to use low emission
vehicles, exemptions dilute the furiding“available-for the NLTF, an exemption scheme is
open to misuse (and is therefore*a revenuedisk), and exemptions add complexity to the
revenue system. Also, rather than.exemptions, there should be lower rates of RUC for more

efficient vehicles. 9(2)(%Y~v QU
V4 a

Many submitters in support of theyproposal cited the benefits of encouraging EV uptake (by
lowering their operating costs) and the ability to account for vehicles powered by lower-
emitting fuels, Others notedithat partial rates could be used temporarily to help low-emission
vehicle owners transition, to“eventually paying the full RUC rate.

NLTF revenue

The NLTF risk posed by setting a partial RUC rate depends on the level of the new rate.
Assumingé@ high-end rate of 80 percent of the current full rate (around $60/1000km) the
foregonerevenue from light EVs would be about $61 million (excluding GST) out to the end
of 2027, Assuming a lower-end rate of 50 percent of the full rate (around $38/1,000km), the
foregone RUC revenue would be around $120 million out to 2027. Alternatively, bringing
light EVs into the RUC system at the full rate means that there is no additional revenue loss.
It is also consistent with a key principle of the RUC system that vehicle owners should pay
the estimated cost of their use of the land transport system.

Compliance and administrative costs

The compliance and administrative costs of a partial rate would be similar to allowing the
exemption to expire on 31 March 2024, involving a one-time transition to the RUC system for
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all light EVs. It will impose a small compliance burden on light EV owners who will need to
purchase a RUC licence from Waka Kotahi and display the licence label on their vehicle.
The compliance burden is no greater than that imposed on other road users subject to RUC
and there is no evidence that light EV owners are less able to bear this burden than other
road users. Setting a different rate for light EVs would require amending the RUC Act and
creating a separate RUC vehicle type in regulations. This option increases the RUC
system’s administrative complexity.

Conclusion

The Ministry and Waka Kotahi have started working to implement your decision in time for
the light EV RUC exemption’s end on 31 March 2024. Most notably:

Internal workshops on operational changes needed to onbo ery E light

EVs and PHEVs to the RUC system. & &
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Proposal 3.5.1 Extending the heavy EV RUC exemption to 31
March 2030 to support their uptake

Status quo

The heavy EV (HEV) RUC exemption expires on 31 December 2025, after which date these
vehicles will be liable for the rate of RUC, comparable to their diesel equivalents.

Proposal summary & options for change

In 2016, Cabinet decided that HEVs (electric vehicles with a gross vehicle mass, or GVM;
over 3.5 tonnes) should remain RUC exempt until they made up two percent of the heawy
vehicle fleet — currently they make up less than 0.1 percent. Because RUC rates for-heavy
vehicles increase significantly with weight, the amount of RUC paid by an individual*héavy
vehicle can be substantial and a significant overhead for freight compani€s. The extra size
and weight of the batteries in HEVs would increase RUC costs@nd,reduce €atrying capacity,
compared to conventional vehicles. Therefore, not paying RUC can determine HEVs’
viability for some commercial uses.

The discussion document proposed two alternative options to the 'status quo:
. extend the exemption to March 2030 through an Order in"Council

o extend the exemption beyond Maréh-2030 threugh an Act amendment.

Extending the exemption could also usefully.be tied o a specific policy. For example, by
making an exemption distance-based, linked to agreenhouse gas target, percentage of the
fleet, or tied to the vehicle’s usefulieconomic life.

Assessment

Submissions

Of the 54 submisSions'on the propesal to extend the HEV RUC exemption, 19 were in
favour, 29 wer€opposed, and six considered the advantages and disadvantages about
even.

Some submitters said that Government support for these vehicles was worthwhile, but
should not comerthrough the RUC system. Some submitters also proposed tying exemptions
to some specifie’policy goal (e.g., HEVs reaching a certain percentage of the fleet) rather
than an arbitrary. time-based target. Some argued that while HEV technology is still relatively
new, itiSteowearly and expensive to invest in unproven and uncompetitive technology, and
New Zealand should be a fast follower for the technologies that prove to be most successful.

Some submitters argued that the HEV RUC exemption makes more sense for buses, and
their being exempt could support local government emissions reduction targets. A number of
local councils likewise submitted that public transport services should be RUC exempt.

Submission examples are provided here:

“...upfront purchase subsidies and infrastructure investment provide this certainty, whereas
ongoing operating cost subsidies such as RUC exemptions with uncertain sunset dates do not
to the same extent.” - 5 9(2)(Ba)(H)

19



sllz TE MANATU WAKA

4 MINISTRY OF TRANSPORT

“An extension would allow further trials to determine which of the competing technologies is
most appropriate for New Zealand. Ultimately, the use of heavy EVs must make sense
economically and environmentally without the RUC exemption.” -8 9(2)(ba)(i)

HEV uptake

The Ministry does not have evidence that the HEV RUC exemption is an effective policy for
incentivising HEV uptake. Nevertheless, a requirement to pay RUC will increase HEV
operating costs and potentially make them a less attractive purchasing option.

The operating cost for heavy vehicles needs to be factored-in years in advance of a
purchasing decision. The incentive to purchase an HEV does not arise solely from the RUC
costs because EVs generally have lower operating costs as electricity is cheaper than
diesel.

Compliance and administrative costs

Extending the exemption to March 2030 means HEVs will remain outside the RUC system
for a further five years beyond their status-quo entry date of 1 January 2026.{During that
time their owners will not need to pay RUC and Waka Kotahi=as RUC cellector will not need
to administer them in the RUC system. However, the« €Compliance and administrative costs
that occur under the status quo will still apply at the"later.date.

NLTF revenue

The further the exemption is extended, the greater issthe RUC revenue foregone from the
NLTF. An extension of the RUC exemption to 203Q for HEVs would lead to between $10 and
$30 million of NLTF revenue being foregone intthe' \year 2030. This equates to a cumulative
total of foregone RUC of between $30/millioh andv$95 million by 2030.

These amounts are additional’te the anticipated foregone revenue from the existing HEV
exemption that ends in2025.\We estimmate that amount will be between $3.5 and $8.4 million
in 2025, depending on the,Aumber of HEVs in the fleet by 2025.

Conclusion

This proposal should align with the Ministry’s Clean Truck work, because RUC discounts
may be a less effeCtive policy for incentivising uptake compared to purchase subsidies, or
should at least,be asséssed against or aligned with other policies to incentivise HEV uptake.
More analysiS,is"needed before we can make a recommendation.

Recommendation

Officials should brief you separately on this proposal in early 2023 after decisions on the
Ministry’s Clean Truck work have been taken.
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Proposal 3.5.2 Exempting vehicle combinations where the motive
power is from a vehicle exempted from paying RUC

Status quo

Heavy trailers (GVM over 3.5 tonnes) are required to pay RUC separately from towing
vehicles.

Proposal summary & options for change

The discussion document asked whether trailers towed by RUC exempt trucks should also
be exempt. This proposal is connected to proposal 3.5.1 to extend the HEV RUC exemption
and cannot proceed independently.

Assessment

Submissions

Of the 20 submissions on this proposal, eight were infavour and 12 opposed. Of the
submitters who support extending the HEV exemption, few commented on the questions
about trailers.

Most submissions on the question of how to ensure compliance with a trailer exemption
agreed that this would require the creation of an electronicirecord of powered vehicles that a
trailer is used with. Views varied on héw practicalthiswould be. Some noted that exempting
trailers would add a significant layer of\complexity toxthe monitoring and assurance process,
because while current eRUC systems/Can provide details of which trailers are towed by
which prime movers, that information is net réadily available outside vehicle telematics
systems.

Compliance and administrative costs

Because of the.impracticality of manually tracking trailers, implementing an exemption for
trailers conditionalon the vehicle towing them is likely to require all vehicles affected to be
fitted with electronic distance recorders. This is not a current requirement for exempt
vehicles. Additionally, the’ESPs concerned would need to develop a specific solution for
linking powered and unpowered vehicles (currently unnecessary) and report both the total
distance covefed by a trailer and the portion of that distance that is RUC exempt.

Waka Ketahi would also need to develop a new process for dealing with vehicles that are
potentially liable for RUC for a part of the distance they travel but exempt for the remainder.
It is unclear how that would work, as there is no precedent for this (exempt vehicles being
completely outside the RUC system). There are several technical and administrative issues
that would have to be resolved. For example, relevant vehicles could be charged for all
distance travelled and subsequently refunded the exempt portion - this could involve
refunding all, or most, RUC paid for a trailer.
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NLTF revenue

Initially, the revenue foregone from a trailer exemption is unlikely to be significant, as it is
likely to take some time before HEVs capable of towing a combination vehicle become
widely available. However, as HEV uptake increases so will the amount of foregone
revenue. We estimate that adding trailers to the HEV exemption could result in additional
revenue foregone of between $10 to $30 million over the period up to the end of 2030.

Conclusion

This proposal is very complex to implement due to the potential for trailers to be towed by
different powered vehicles on different journeys. This creates a need for a robust means ¢f
verifying when trailers are exempt and when they are not, along with an administrative
process for ensuring that RUC is paid only for distance travelled when towed by a nons
exempt vehicle.

Officials consider that these conditions cannot be met unless béththe trailer eoncerned, and
its towing vehicle (or vehicles) are accurately tracked using an eRUC solGtion that identifies
the combinations concerned. That solution does not exist/currently.

Recommendation

Officials should provide further advice focusing-enithe exemption, aligned with proposal
3.5.1 above.
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Proposal 3.6 Charging RUC for electric and diesel vehicles with a
GVM of less than one tonne

Status Quo

Vehicles with a Gross Vehicle Mass (GVM) of less than a tonne are either RUC exempt or
excluded by convention because the administrative costs to include them in RUC is greater
than the potential revenue.

On the expiry of the light EV RUC exemption on 31 March 2024 vehicles with a GVM of <1t
will be liable to pay RUC and would be included in the RUC vehicle type 1 (<3.5t), which pay
$76/1000km.

Proposal summary & options for change

You were briefed on this proposal in August 2022 (OC220707) but for this-report’s
completeness we include our analysis here. As an alternative to these vehicles (primarily
light electric all-terrain vehicles and mopeds) paying the full‘rate of lightywehicle RUC, you
decided that they should be explicitly exempt from RYC:

Assessment

Submissions

The 28 submissions on this proposal weré mostly‘supportive of bringing vehicles with a GVM
<1T into the RUC system. Many submissions.acknowledged that while these vehicles don’t
cause much road wear they do benefit fromithe=network and should pay the “Common
Costs”.

Notably, this proposal received several submissions for a tyre tax. We have discounted a
tyre tax from our apalysis because-we believe it would disincentivise the proper utilisation
and replacementioftyres, which'would have road safety consequences.

Submission examples are.provided here:

“Based on propensity to ‘cause infrastructure damage at operating weights and the cost of
providing the infrastructure in the first instance. Where that harm is considered to be negligible,
a flat fee would be appropriate” -5 9)(ba)

“Itlis a reasonable principle that all motor vehicle users pay for their use of the road
network, and the simplest way for electric motorcycles and mopeds to pay when the EV
exemption expires would be through the annual licence levy rather than administering RUC.
This amount should be equivalent to what the average petrol motorcyclist pays in FED —
around $75 per annum according to the consultation document.” - 9(2)(ba)()

NLTF revenue

Excluding vehicles with a GVM of less than one tonne would mean reduced potential NLTF
revenue. The options to charge a rate linked to distance travelled would result in the greatest
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revenue contribution. A partial rate, by definition, would be in between. However, the gross
amount collected or forgone is trivial.

Administration costs

Excluding these vehicles incurs no administrative costs. The status quo would be
administratively simple. Excluding these vehicles from RUC and adding a top-up fee to
annual registration or WoF would incur the relatively higher (though small) administrative
costs compared to the alternatives considered in this proposal.

System integrity

Compared to an exemption or excluding these vehicles from RUC, a full or partial RUC-ate
would improve RUC system integrity.

Conclusion

The Ministry and Waka Kotahi have started work to implement your decigion to exempt
these vehicles from RUC in time for the light EV RUC exemption’s end on.31 March 2024.
Most notably:

e Preparation of a draft Cabinet paper covering amendments fequired to exempt these
vehicles from RUC.

¢ Internal workshops to identify if new,RUC typeS are required and what, if any,
operational changes are required.
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Proposal 3.7 Exempting low emission vehicles from RUC based
on distance travelled

Status quo

Exemptions have an end date and are connected to vehicle classes.

Proposal summary & options for change

RUC exemptions have historically been set to expire on a certain date. The proposal is that
future exemptions could be set on a distance basis (i.e. a set amount of kilometres is exempt
beyond which RUC applies).

Assessment

Submissions

The majority of the 30 submissions supported distancesbased exemptions; primarily citing
administrative ease, demand management, and the peténtial to encourage shorter trips.
Several submissions highlighted that distance-based exemptions, avoid an influx of
customers on a date as the ‘roll-off’ of an exemptionis staggered. This would smooth out the
administrative costs and workload of an exemption expiry for Waka Kotahi.

Submissions opposed to distance-based, exemptions were primarily opposed to RUC
exemptions of any form, citing the principle that all road users should pay for their road use.
A submission example is provided,here:

“A distance-based exemptionjis,superioriin every way to a time-based one:

a) It provides certainty,as to,when thewehicle will need to start paying RUC

)
b) It educates the ownepin moniterifngdistance travelled
c) It createssa,baseline distance measurement that the regulator/RUC Collector can reference

d) The distance threshold,can’be set to mimic a time-based limit reflecting average distances
travelled

e) Consistent with traffic demand management goals, in effect it puts a price back on the
exempted rdad'use”” - 59BN

RUC Act principles

RUC exemptions contravene the Act’s core principle, which is to impose charges on RUC
vehicles for their use of the roads in proportion to the costs generated.

Administrative cost

While distance-based exemptions are a new approach (and therefore would create set up
costs), they would be relatively easy to administer. Distance based exemptions would also
benefit the RUC system when the exemption ends, by phasing-in new RUC payers over
time, rather than causing an influx of new users all purchasing RUC at the same time.
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Conclusion

The broad support for this proposal (whether as a preference for distance-based exemptions
over time-based ones, or on the basis that lower emissions vehicles should enjoy a RUC
exemption) is noted. Because you have decided that light EVs will be subject to the full rate
of RUC when the light EV RUC exemption expires (0C220511 and OC220707 refers), this
proposal is relevant to fewer vehicles than contemplated in the proposal as presented in the
discussion document.

Nevertheless, distance-based RUC exemptions may be particularly useful in the heavy
freight sector, where operators are typically more responsive to operating costs than light
RUC payers, who tend to travel shorter distances.

Recommendation

Officials should explore options for distance-based exemptions whemtendering future advice
on the heavy EV RUC exemption (proposal 3.5.2).
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Proposal 3.8 Adjusting the overweight permit regime

Status quo

Section 12 of the RUC Act requires that operators must process a change in RUC type and
licence or purchase an additional RUC licence when travelling over their normal allowable
mass or using a heavy vehicle permit. This regime enables heavy vehicles to carry greater
weights than they are normally allowed

s 9(2)(A(iv)

@

Proposal summary & options for change

There was no clear proposal in the discussion document for consultation. Instead, we asked
submitters to suggest changes to the RUC Act that would improye the overieight permit
process.

Changes to the permitting system are largely operational. and under the remit of the Director

of Land Transport. There are no legislative changes-to'the’permitting system being
considered.

Submissions

All 13 submitters supported a changelin permitting\toiallow for more user-friendly access to
permitting and easy switching to the appropriateslicences. Technology was seen as an
effective way to achieve this.

Conclusion

There are likely to be,operational=echanges Waka Kotahi could implement to make the
permitting system more’user friendly and equitable for all operators.

Recommendation

Waka Kotahi should investigate changes proposed by submitters that do not need legislative
amendments ahd\eport back to you if significant changes are proposed.

5 https://www.transport.govt.nz/assets/Uploads/Report/RUC-Evaluation-Cycle-3.pdf
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Proposal 3.9 Removing the requirement for light vehicle owners
to display a RUC licence

Status quo

RUC licences must be displayed or carried in light RUC vehicles.

Proposal summary & options for change

This proposal differs from proposal 4.8, which relates to eRUC in heavy vehicles. The RUC
Act requires that RUC licences must either be displayed or carried in all RUC vehicles.® The
proposal would remove this requirement. Instead, enforcement officers would referencerthe
vehicle’s registration plate number to check a vehicle’s RUC status infWaka Kotahi‘s.online
records. This proposal is intended to reduce compliance and transdetion, costs for vehicle
owners as well as to reduce administrative costs for Waka Kotahi!

The decision has three elements:
. Removal of the requirement that light RUC vehiCles display a-paper licence.

. Provision by Waka Kotahi of an online pertal for ownersito check details of their
vehicle’s RUC status, and potentially, also check ecompliance with other
requirements.

. Retention of an option for owners to request a physical licence.

The option to request a physical licence is intendéd, td meet the needs of those who do not
have ready access to the internet{and/of who value the physical reminder provided by the
licence label.

Assessment

Submissions

This proposalreceived 34<submissions: 23 in support, 8 weighing the advantages and
disadvantages about eveny.and 3 opposed. Submissions in support of removing the
requirement for light.vehicle owners to display a RUC licence considered that this would
save time and money, but that this would be contingent on Waka Kotahi being able to
provide easy online access to information about a vehicle’s RUC status. Some submissions
stated that a paper label would be easier to check for many owners. There was broad
support fornrétaining the option to request a paper label.

Most submitters did not think removing the label would make a significant difference to
enforcement. Some submitters stated that there could be an increase in unintentional non-
compliance, especially amongst RUC payers who may find it harder or less convenient to
use online services, rather than checking a label.

s 9(2)(M(iv)
S 9(2)(ba)(1)

noted that there could be issues with internet coverage in some rural areas.

6 Road User Charges Act, sections 18-21.
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NLTF revenue

Removing the RUC licence label is not likely to affect the rate of deliberate non-compliance
because it will still be required to purchase RUC in advance of travel, and any outstanding
RUC will still be assessed by Waka Kotahi.

There is a risk that removing the label will cause an increase in unintentional non-
compliance, though this is already relatively common and more likely to result in late
payment than non-payment. An increase in unintentional non-compliance will only cause
increased non-payment if more people overlook paying for longer periods and fail to catch

up.

Overall, it is not clear what difference removing the label might make, if any, on NLTF
revenue. If Waka Kotahi provides an easy option for online checking this may mean_.some
RUC payers are less likely to overlook purchasing RUC than at present.,Retaining the option
to request a licence label will assist vehicle owners who are less comfortable with the online
RUC purchasing option.

Administrative and regulatory complexity

Removing the licence display requirement will simplify.the RUC system’s administration
(chiefly by eliminating the need for paper licences«o be provided)=Regulatory complexity
could be reduced if there were no longer any papenlicences’issued, but so long as these
remain an option there will still need to be regulations preseribing the form of display.

There will be some additional administration‘require@-ef Waka Kotahi to provide an online
service assisting vehicle owners to ensure compliance. In the short term, there may also be
a need for additional resourcing t@ handle customer enquiries relating to the change. In the
longer term, however, the systém_should be easier and simpler to administer.

Compliance burden

Many RUC payers are likely to find. RUC compliance easier if the display requirement is
removed as theywill ne‘longer have to obtain new labels and ensure they are displayed
correctly and ifa timely manner. Current offences sanctioning failure to display licences
correctly will n@ longer apply:

Some users may find it more difficult to ensure their RUC licence is current, at least in the
short term, though they will be assisted by the option to request a label (but only if they take
advantage ofithe option, which will likely involve an additional cost).

Enforcement,should be at least no more difficult than at present so long as Police can
access\relevant information online. Labels do not necessarily provide current and accurate
information about a vehicle’s RUC status (e.g., if a new licence has been purchased but the
label has not yet been received, or a label has been fraudulently altered).

In the medium term, removing the display requirement is likely to facilitate development of

systems for electronically assisted purchase of RUC and pave the way for automated
purchasing.
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Conclusion

The consensus amongst the submissions was that the requirement to display a RUC licence
is no longer necessary and imposes unnecessary administration and compliance costs.

Officials agree that the paper licence system is outdated and that removing the display
requirement will have significant benefits in terms of both immediate savings and longer-term
potential for further improvements to the RUC system.

However, there are likely to be some RUC purchasers who will find any online system for
checking their RUC licence status difficult or inconvenient to access. There are also
compliance and enforcement risks that should be addressed before this proposal is
progressed.

Recommendations
The RUC Act should be amended to remove the display requirement for lightt\RUC vehicles.

The Act’'s amendment should be aligned with Waka Kotahi delivering an ‘enline solution for
checking RUC status.

Light RUC vehicle owners should be allowed to request a licence fabel, upon payment of an
appropriate fee.

Waka Kotahi and New Zealand Police should ensure that, when the display requirement is
removed, Police can adequately access.wehicle datafer.enforcement.
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Proposal 3.10 Allowing for the purchase of RUC licences in
amounts less than 1,000km

Status quo

Under the Road User Charges Regulations 2012, RUC distance licences can only be
purchased in multiples of 1,000 kilometres.

Proposal summary & options for change

The discussion document asked whether to allow purchasing in smaller distances. No
minimum distance was specified.

The options available are either to:
. allow purchasing of any amount of RUC (with a possible minimum purchase)

. set a smaller standard purchase unit (e.g., 100 kilometres).

Any change would involve revising regulations so that.all distance licence'rates are
expressed either per kilometre or in terms of some other unit of distance. This would require
back-office computer system changes for Waka Kotahi.

Assessment

Submissions

Thirty-one submissions were receiveds/on thistopic."Seven supported the proposal, 11
weighed the advantages and disadvantagesvabout even, and 13 were opposed.

Those supportive of chanhge stated allowing smaller amounts to be purchased would have
cash flow benefits for low=inCome users, or for owners of infrequently used vehicles. Some
submitters also statedithat theproposal would assist in scenarios where people use a
vehicle for a one-off trip, or that itwould encourage more conscious planning of vehicle use
and prevent people buyingunnecessary RUC.

Submitters who saw=no\benefit in the proposal stated that any cashflow benefits for low-
income earners would be negated by higher transaction costs.

A submission €xample is provided here:

“[WeTalso,see a risk that the flexibility is gamified leading to non-compliance and lost revenue.
We, believe it is appropriate to change the distance increments when technology or operator
systems are sufficiently developed to reliably record real-time vehicle weight.

» — 5 9(2)(ba)(i)

Equity

It is unclear whether allowing purchase of RUC in smaller units would have equity benefits.
Some may find that this makes paying charges more affordable, but consistent purchases in
small increments would create additional transaction fees causing substantially higher costs
for each kilometre travelled.
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Compliance burden

With current transaction fees, purchasing a RUC licence at a counter-agent costs $7.80 per
transaction while an online purchase costs $4.80 and an eRUC purchase is $2.10. These
fees reflect the administrative costs of issuing a licence, which are the same regardless of
the distance purchased. This means that a light vehicle owner purchasing online at 200-
kilometre intervals rather than 1,000 kilometres would pay $90.00 to cover 1,000 kilometres
rather than $80.80 (assuming the cost of the licence itself is $76 per 1,000 kilometres).

The average light RUC vehicle covers approximately 1,000 kilometres a month. Buying RUC
in smaller amounts (e.g., making a weekly or fortnightly online purchase) would significantly
increase their total RUC costs.

We note that since the discussion document was published in January 2022, Waka Kotahi
has consulted on proposed increases in RUC transaction fees. Thesge’proposals, if
progressed by Waka Kotahi, would increase the fee for issuing a licence through‘an agent
from $7.80 to $12.05, the fee for an online transaction from $4.80%6 $13.254and the eRUC
transaction fee from $2.10 to $5.92.7

Compliance risks

Allowing purchasing of RUC in smaller increments’couldvhave c¢émpliance benefits if it
resulted in some RUC payers buying a RUC licence,who might etherwise choose to drive on
an expired licence. We have no information enithe likely extent-0f such benefits.

The main compliance risks relate to overrunning licenees by substantial amounts or
operating a heavy vehicle on a RUC1icence that issinsufficient for the loads carried. There
may also be potential for heavy vehiele ©perators<o increase the distance they travel on
licences that are inappropriate/for.the’vehicle’s.task. This would occur if, for example, an
operator restricted the distance forwhich™they,purchased the correct licence to cover only
the part of their route where'they pergeive a'high likelihood of enforcement (i.e., where there
is a commercial vehiclésafety centrewvith weighing equipment). We believe that this already
occurs and facilitating smaller purehases could exacerbate the problem. This risk could be
mitigated if the optioh {6 buy smaller distances only applied to light or medium vehicles, but
that would add to the complexity of RUC administration.

Conclusion

Allowing RUC.distance licences to be purchased in smaller amounts could have benefits for
some RUC payers, especially those with limited cashflow and who drive relatively small
distances. Itis unclear how many RUC payers this involves, or how significant the benefits
might be. Purchasing in smaller amounts will also increase compliance costs for some users
and theresmay be added compliance risks, especially for heavy vehicles.

Officials consider that the risks of the proposal likely outweigh the potential benefits.

" Proposed Changes to land transport regulatory fees, charges and funding, Waka Kotahi consultation document, April 2022.
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Recommendation

The minimum distance of purchasable RUC should remain 1000km. If a RUC customer uses
less than this, or changes payload, they can apply for a refund.
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Proposal 3.11 Removing the requirement to display other
transport labels

Status quo

Vehicle owners must display the motor vehicle licence (colloquially called ‘rego’) label.

Proposal summary & options for change

The proposal to remove the RUC licence display requirement (proposal 3.9) raises the
question of whether other transport licences need to be displayed in vehicles.

The discussion document focused particularly on the motor vehicle licénce (‘rego’) label. It
noted that there is no proposal to remove Warrant of Fitness (WoF yorCertificate'of Fithess
(CoF) labels. Unlike those labels, the licence label has no direct,safety»function, and, like the
RUC label, its main purpose is to demonstrate that required charges have-been,paid.

As with removal of the RUC licence display requirement,‘temeoval of theslicénce label should
not affect ability to enforce compliance (that a vehicleds continuously licensed), as this can
be verified by checking Waka Kotahi records online; referencing:thesnumber plate. The
proposal would require amending the Land TranspartAct 1998%and related regulations.®

As with removing the RUC licence display,requirementi{‘this proposal has three elements:
. Removal of the requirement that'véhicles-display a licence.

. Provision by Waka Kotahi‘ef means_for ewners to check their vehicle’s licence
status online.

. Level of access,to data'by Peliee‘and local authorities.

. Retention of/an option for owners to request a physical licence.

The option to requesta physicallicence is intended to meet the needs of those who do not
have ready accessqo the internet, and/or who value the physical reminder provided by the
licence label.

Assessment

Submissions

Of the 26,submissions on this proposal, 16 were in favour, six weighed the advantages and
disadvantages about even, and three were opposed. While submissions generally supported
removingthe requirement to display the motor vehicle licence, there was less support for
retaining the option to request a label than with the RUC licence, but some considered that
the physical licence label would be useful for some users.

There were few submissions from local authorities. Of those who did submit, one stated the
change would not affect their operations, whereas others noted that they currently scan
licence labels for parking and licensing enforcement. & 90

8 Section 242(c) requires the licence to be displayed in accordance with regulations made under s244.
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NLTF revenue

Removing the licence label is not likely to affect the rate of deliberate non-compliance (so
long as enforcement continues) but may increase unintentional late compliance.

Increased unintentional non-compliance will only cause increased non-payment if more
people let their vehicle licence lapse for long periods. Ultimately, failure to re-licence can
lead to a vehicle’s removal from the register, and there may be some risk that more vehicles
will reach this point with payments in arrears over longer periods.

We note that the major revenue risk relates to ACC levies collected through the licensing
process, but there is also a land transport revenue component ($43.50 excluding GST for
most vehicles) included in the licence fee. Consultation will be undertaken with ACE in
developing any legislative proposals.

It is not clear what difference removing the label might make to compliance overall. Vehicle
owners already receive licence renewal reminders and if Waka Kotahi preyvides an easy
option for online checking this may mean some people are,less likely to overlook renewal
than at present. Retaining the option to request a Jicence’label Will-assist vehicle owners who
are less comfortable with online options.

Administrative and regulatory complexity

Removing the requirement for licences tojbe displayed will simplify administration and save
costs of providing paper licences.

Retaining the option to request a paper licence will limit the proposal’s benefits. Sixty percent
of licence renewals are already*completed online, and although it is uncertain how many
people will request paperdabels from,the outset of any change it is likely that this number will
diminish over time.

Ease of compliance’ and.enforcement

Having to obtain and displaylabels correctly and in a timely manner is a compliance burden
for RUC payers. Many users (especially light RUC payers, who travel less than heavy RUC
payers and theréfore purchase RUC less frequently) are likely to find it easier to comply with
licensing if thé display requirement is removed. There will no longer be issues arising from
labels being lostin the mail or sent to wrong addresses and current offences sanctioning
failure to display licences correctly will no longer apply.

Some users may be more likely to overlook their licence’s expiry, at least in the short term.
The option to request a label could assist these users, but only if they take advantage of the
option (which will likely involve an additional cost).

Enforcement should be at least no more difficult than at present so long as Police and local
authorities can access relevant information online. Labels do not necessarily provide up to
date and accurate information about a vehicle’s licence status (e.g., if a new licence has
been purchased but the label not yet received, or a label has been falsified).
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Conclusion

Most submissions agreed that the requirement to display a vehicle licence label is no longer
necessary and imposes unnecessary administration and compliance costs. Removing the
display requirement will have significant benefits for administrative and compliance costs
and reduce scope for incorrect or out of date information to be displayed.

However, we would need to be certain that any compliance and enforcement risks are
mitigated for Police and enforcement agents. This will require Waka Kotahi ensuring there is
adequate access to vehicle data through an online portal. At the same time there are likely to
be some RUC payers who will find any online system for checking their RUC licence status
difficult or inconvenient to access. There are also compliance and enforcement risks that
need to be addressed before change is implemented.

Recommendations

The status quo that rego labels are required to be displayed shouldibe maintained until
Waka Kotahi and Police ensure there is adequate access to vehiele data'through an online
portal. Further communication with local authorities will be required ta.ensure that their ability
to enforce stationary vehicle offences is not hindered by the removal ofthe licence label
display requirement.
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Proposal 3.12 Allowing the use of historical RUC rates when
carrying out an assessment
Status quo

Waka Kotahi must use the current RUC rate when assessing unpaid RUC. This means that
that if Waka Kotahi reviews records for a period of several years, over which RUC rates
increased, an operator is required to pay extra on top of what they would have been required
to pay if they were compliant at the time the journey occurred.

Proposal summary & options for change

The proposal is to amend the Act to allow Waka Kotahi, during a review,to use the‘tates that
were in force at the time a journey was made.

Assessment

Submissions

All 13 submissions on this proposal were supportive.

“Historical RUC rates for assessment are the faitestamethod for all parties. No one is
advantaged or disadvantaged” - 8 9(2)(B2)0) = \\ A AN

NLTF revenue

Assuming RUC rates increase overtime, enabling historical rates may have a very minor
negative impact on revenue calleCtion compared-to the status quo. The collection will be the
revenue that should have been.Collected at the time of travel.

Administrative and regulatory complexity

The proposal will'ao6t significantlyxchange the regulatory or administrative complexity for
Waka Kotahidbut-may reduee complaints and communications from RUC payers. Enabling
the use of historical RUC fates may reduce the time pressure to complete assessments
before a new rate is-introduced.

Compliance difficulty

Complianceddifficulty is not significantly affected. Any RUC assessed as unpaid may be at a
lower rate than the current RUC rate which will lower the financial impact of paying overdue
RUC.

Fairness

Enabling use of historical RUC rates will improve equity as it ensures all operators will pay
the same relative to the time of their journey.
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Conclusion

Enabling Waka Kotahi to use historical RUC rates is fairer for the operator and will allow
Waka Kotahi to use more appropriate RUC rates in reviews.

Recommendation

The RUC Act should be amended to enable Waka Kotahi to use historical RUC rates when
conducting a RUC assessment.
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Proposal 3.13 Transitioning CNG and LPG powered vehicles into
the RUC system

Status quo

Compressed natural gas (CNG) and liquefied petroleum gas (LPG) powered vehicles pay
FED.

Proposal summary & options for change

The proposal is to remove FED from CNG and LPG and instead charge RUC for the
remaining users of these vehicles. Currently FED is collected on the sale of all CNG_.and
LPG at the point of manufacture or import. The FED paid for CNG or £PG that is not.used for
road transport is then refunded to fuel importers/retailers.

While this arrangement was appropriate when CNG and LPG*were major.transport fuels in
the 1980s and 1990s, there are now fewer than 2,000 active road vehicles using these fuels
and these numbers are falling each year. Because almostall"=PG is used,for non-road
transport purposes, more than 98 percent of FED on LP.G shouldbe refunded, imposing
disproportionate compliance costs (estimated to be several million-dollars per year) for
collecting and then refunding FED for both the CNG,and LPG impert and distribution sector
and Waka Kotahi.

Assessment

Submissions

Submissions (16 total) weresunifermly in"favour of bringing CNG and LPG into the RUC
system, citing the efficiericy @nd simplicity.gains, and the fact that the proposal aligns these
fuels with how diesel is treated. Two iadividual submitters, while not opposed in principle to
bringing CNG and /PG poweredVehicles into the RUC system, submitted that they should
pay a lower RUC\rate than that fer diesel in recognition of the fact that LPG vehicles are by
and large light private vehieles that cause comparatively little damage to roading and
infrastructure, and that LPG.iS a cleaner-burning fuel than diesel, so the cost of offsetting the
emissions is also less in comparison to a diesel-powered vehicle, and also to avoid perverse
incentives for vehicles that can accept multiple types of fuel.

One individuahsubmitter proposed that both FED and RUC should be applied to these fuels,
with the FED component representing the externalities from the fuels’ use, and that the
revenue should not be hypothecated to land transport.

Compliance and administrative costs

Having CNG and LPG vehicles in the RUC system would remove the significant compliance
and administrative cost from the FED refund system. However, having to pay RUC would
substantially increase the compliance costs for users of these vehicles when used on the
road. This would affect a very small number of road users, with under 2000 such vehicles in
the fleet.
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NLTF revenue

The very small number of vehicles to which this proposal applies means the revenue gained
will be minimal.

Conclusion

Though the NLTF revenue impacts of this proposal are minimal, there are substantial
efficiency gains to be made for Waka Kotahi in not needing to process FED refunds.
Submissions uniformly supported this proposal. It is not possible under the Act’s current
purpose to set a lower RUC rate in recognition of these vehicles’ cleaner fuels. Because we
recommend not changing the Act’s purpose to account for fuel type (proposal 2.3), CNG and
LPG powered vehicles should pay the full RUC rate ($76 per 1000km for light RUC
vehicles).

Waka Kotahi will need to clearly communicate the change, and RUC\compliance obligations,
to the owners of the fewer than 2,000 active road vehicles using these fuels? This could
happen alongside the communications made to the other new RUC payers (covered under
proposal 3.14).

Recommendation

Legislation should be amended so that CNG and.LPG powered yvehicles pay RUC at the
same rate as their diesel equivalents.
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Proposal 3.14 Assisting new RUC payers to commence paying
RUC

Status quo

When the light EV exemption ends on 31 March 2024, the RUC system will have an influx of
tens of thousands of new users, many of whom will be unfamiliar with RUC.

Proposal summary & options for change

There was no clear proposal for consultation. We asked submitters to suggest changes.to
the RUC system that will help onboarding these vehicles that are already in our fleet. Yaou
were briefed on this in August 2022 (OC220511 refers).

Assessment

Submissions

Submitters on this proposal (17 total) mainly spoke abedt their opposition to continued use of
RUC exemptions for EVs. Most submitters stateddhat\Waka Kotahi"would need evidence of
these vehicles’ odomoter readings and some submitters suggested that this evidence could
be gained at WoF inspections. Some submitters,also stated,that WWaka Kotahi would need to
update its computer systems and undertake a publicity campaign to inform these new RUC
payers of their compliance obligationss

Implementation issues

To provide enough time for light\EV ownerst¢ prepare for entering the RUC system, a
publicity campaign would likely=need to begin 12 months before light EV owners begin
paying RUC (i.e., in March,2023). Light EV"owners will need to know how to purchase their
RUC licences and what rate they will pay. Waka Kotahi may also need to update its back-
office systems and willnéed torknow the odometer reading of each light EV on the day the
exemption ends,sa that it can be eertain that light EV owners purchase RUC from the correct
recorded distapce:

Other than exempt vehicles, a vehicle is normally liable for RUC from the time that it is
registered and its initial odometer reading is recorded by a Waka Kotahi agent as part of the
process of registeringthe vehicle. However, for light EVs that are already in use, the initial
distance (the distance travelled prior to being charged RUC) for the purchase of the RUC
licence is upknown. The only way that odometer readings will have been recorded is at WoF
checks and if'the vehicle is newly registered then it potentially won’t have a WoF check for
three years. Many light EVs (perhaps most) will not have had a WoF check by 1 April 2024.
Waka Kotahi, its agents, and all those who perform WoF/CoF checks, will also need to
update their IT systems to manage the volume of new customers.

Conclusion

The Ministry and Waka Kotahi have started working to implement your decision in time for
the light EV RUC exemption end on 31 March 2024.

Most notably:
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Preparation of a draft Cabinet paper covering amendments required to charge these
vehicles RUC, including setting a partial RUC rate for PHEVs, deciding what level a
partial rate should be set at, and removing the ability for PHEV owners to claim petrol
excise refunds.

Internal workshops on operational changes needed to onboard battery EVs very light
EVs and PHEVs to the RUC system.

42



21"2 TE MANATU WAKA

h MINISTRY OF TRANSPORT
Proposal 3.15 RUC offences and penalties

Status quo

The existing fee and fine structure remains.

Proposal Summary & options for change

The Act includes a mixture of criminal fines and penalty infringements for noncompliance.
Infringements are typically used for lower-level offending and don’t carry a criminal record for
the misconduct. Criminal fines apply when the offence is assessed to have occurred without
reasonable excuse, knowingly, or with intent to deceive.

Offender type ratios (i.e., penalty ratios between individuals/natural pefsons and body.
corporates) are currently 1:2 for infringements and 1:5 for fines. Wenconsider an appropriate
ratio would be 1:10 and that this should be applied consistently between financial penalties
for individuals and body corporates.

The Act sets out how the non-payment of RUC is treated'byWaka Kaétahi. The current
settings impose a maximum penalty of 10 percent in @ddition to the RUC due if payment is
late, and the vehicle operator has three months (90"days) afterthe.due date to pay the
balance. After this date Waka Kotahi can recover any penaltiestand outstanding RUC
through the courts.

The Act has fee/fine ratios ranging widely between 1:3 and 1:50. It is generally accepted that
an infringement fee should be set to @ppropriatelytbalance this likelihood of a defendant
challenging the fee in court at thefisk offeceiving. the higher cost fine. It is proposed to base
this ratio on the Effective Transport\Fihancial Penalties Framework and set a consistent
feeffine ration of 1:5.

Assessment

Submissions

Submitters (nirie total) noted'that many of the current infringements will no longer be
applicable if the RUC"abel display requirement is removed (see proposal 4.8). Submitters
stated that they would only like to see changes in penalties if it can be demonstrated that it
would reduce offending. Most submitters supported higher penalties for body corporates
than for individuals."Most submissions supported maintaining or adding a tiered penalty for
RUC non-payment.

Submission examples are provided here:

“The infringement levels need to be updated, and with the simplification and easy [sic] of
updating there should be greater compliance which means the infringements need to be more
punitive for those that continue to flout the rules.” - 592020

“...itis not clear that amending the infringements would have a material impact on offending.
Rather than increasing the base fine thresholds, consideration should be given to ensuring that
there is rigour around assessments and timely enforcement so that recoveries of unpaid RUCs
are appropriately followed up and recovered.” - § 9(2)(ba)(i)
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Administrative and regulatory complexity

The proposal will not significantly impact Waka Kotahi’'s administration of the RUC system.

Compliance difficulty

None of the options significantly increase compliance difficulties for operators. Any increase
in fees and fines could increase the financial burden on non-compliant operators. This may
provide an additional incentive to maintain compliance.

Equity

Any increase in infringement fees and fines may disproportionately impact lower socio-
economic groups. Appropriately setting the infringement fee level forindividuals willmitigate
this risk.

Conclusion

The fee to fine ratios and offender type ratios are inappropriate based on the Effective
Transport Financial Penalties Framework. We recommend amending the Road User
Charges (Infringement Offences) Regulations 2012 te reset(the infringement fees and fines
with a fee/fine ratio of 1:5 and an offender typeratio of 1210, RUC non-payment penalties
should also be aligned to the Effective Transport Financial Penalties Framework.

Recommendation

Officials should progress this prepasal in_a separate programme of work to standardise
transport fees and fines.
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Technical Amendments to the RUC Act

Proposal 4.1 Clarifying what ‘partly’ means in the definition of an
electrically powered vehicle

Status quo

On the expiry of the light EV RUC exemption on 31 March 2024 vehicles that derive part of
their motive force from electricity (e.g., plug-in hybrids) will be liable to pay RUC and would
be included in the RUC vehicle type 1 (<3.5t) that pays $76/1000km. The Land TranspOtt
Management Act® provides for refunds of all excise duty paid in respect of RUC licefced
vehicles. Motorists owning these vehicles could apply for an excise duty refund.

Proposal summary & options for change

Including vehicles that derive a part of their motive powef.from.a source,that’is already taxed
into the RUC system could lead to an increase in refunds for FED, and'Wwould create
significant administrative costs.

‘Partly’ is open to interpretation and there is atwisk-that any, exemption provided to EVs or a
partial rate provided to PHEVs could be exploited by makingwrelatively simple modifications
to enable a vehicle to travel short distances‘en’electric power and therefore claim the
exemption or discounted RUC rate.

We considered the following options te'mitigate this risk:
o Defining a minimum All Electric Range
o Defining a minimum battery capacity (kWh) of potential motive power

o Delegation to a spegialist in Waka Kotahi to decide.

Assessment

Submissions

There wete 15 'submissions on this proposal. There was no consensus in the feedback and
most submissions focused on the complexity of the issue. A key theme in those opposing
the proposal was the perception of risk being introduced by an unclear or complex definition.

Submission examples are provided here:

“A prescriptive approach is likely to result in complex law without materially improving its
enforceability. Waka Kotahi should be empowered to exercise judgement where the electric
motor is clearly not intended to be or serve as a primary motive source under normal operating
conditions.

9 Section 5(b) of the Land Transport Management (Apportionment and Refund of Excise Duty and Excise-Equivalent Duty)
Regulations 2004
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....Section 42D of the RUC Act provides a possible model to follow, where it gives the
RUC Collector the right to form a view and act on that view, setting out the objective that
the ‘view’ is assessing conformance with, and subjecting the view to a standard of
reasonableness...” - £ @00

"...some mechanism of verifying a baseline EV distance would help establish whether a vehicle
was entitled to a form or measure of RUC discount or exemption. The kWh option would

be simpler to apply, but the reality is neither of the options are conclusive because

the vehicle operator may still choose to operate the vehicle on the propulsion system other than
the electric power more often than the policy drafters expect or plan. The difficulty is getting a
level of unequivocable confidence that “partly” within the context of vehicle propulsion systems
means an established level of electric travel.” - 8 9(2)(Ba)()

Compliance costs / Administrative complexity

The option involving a determination would incur the greatest administrative costs and most
complexity due to the staffing costs required for this option. Settinga thresheold in the Act is
simple and we don’t expect this to incur significant costs.

Fairness

The use of a specialist to decide introduces a level of variability ifithe decision about a
vehicle’s propulsion system. It could mean that two‘assessars could potentially come to a
different decision on the same vehicle. In this Secenario, thezdeeision could trigger litigation to
defend. Setting out a threshold in the Act Wwould avoid this,

Conclusion

A definition of ‘partly’, regarding.metive power, is-preferable to a determination approach as
it avoids potential inconsistént,application ofithe Act; imposing additional costs on the sector
(for a determination); and potential litigatien’if a determination is challenged.

For the purposes of this report.back-we have separated a distance measure and measures
of battery capacity/but they could be used together. For example, the Institute of Electrical
and Electroni€s Engineers'defines a PHEV as

“any hybrid electric vehicle that contains at least
(i) a battery storage system of 4 kWh or more, used to power the motion of the vehicle;
(i) a means of recharging that battery system from an external source of electricity; and

(iii) an@bility to drive at least 10 mi in all-electric mode, and consume no gasoline”

As part of the amendments needed to give effect to your decisions around PHEVs made in
0C220707 we will also consider the use of defining different types of vehicles as well as
including a definition of ‘partly’ in the Act.
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Proposal 4.2 Redefining RUC vehicle types for eight axle
combinations

Status quo

An amendment to Land Transport Rule Vehicle Dimensions and Mass 2016 (VDAM) has
increased the maximum allowable mass for some vehicles from 44 to 46 tonnes. This
change may have led to a potential, and unintentional, overcharging for a small group of very
heavy trucks (that operate on an H-type licence) as the operators are paying the historical
overweight RUC rates for the now allowable heavier vehicles.'® Another small group of
vehicles is incentivised unnecessarily, with increased complexity for Waka Kotahi and
operators.

Proposal summary & options for change

It is proposed to restructure the weight bands for the affected vehicles andremove two
concession type licences that were introduced to incentivis€)eight and nine axle
combinations (types 308 and 408). The options for changefare to:
o Reset H type licences and RUC rates t0.50¢and 54 tonnes. Remove concessions
308 and 408 (option 1).

° Same as above but reset the RUCTrates to maintain/the existing 53 tonne RUC
rate on the 54-tonne band to not disadvantage specifically designed vehicles
(option 2).

. Phased change to RUC’rates: For example, option 2 (above) for three years
before switching to option 1.

Assessment

Submissions

All 12 submissiens supported aligning RUC to VDAM. There was wide support for removing
licence types«308-and 408 and.,changing the RUC bands to match VDAM. Some concerns
were raised over changing the RUC rates on vehicles that have been specifically designed
for the historical 53<tonne’band. Lifting rates to match the new 54-tonne band may make
these vehicles less\economically viable because of the reduced payload compared to other
vehicles in that band.

NLTF revenue

The status quo negatively impacts revenue collection as the concession types reduce RUC
collection. The first option has the highest positive impact on revenue collection as it
removes the concessions for type 308 and 408 vehicles, with options 2 and 3 having slightly
lower positive impact.

°H-type licences substitute for the standard type licences for powered vehicles and are designed for vehicles that mostly travel
overweight.
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Administrative and regulatory complexity

The status quo is the worst option for administrative complexity with misaligned weight
bands and additional licence types. Options 1 and 2 reduce administrative complexity.
Option 3 provides some reduction in complexity but the phased increase in RUC changes
may negate this reduction.

Compliance burden
Compared to the status quo, all options reduce the compliance burden on operators.
Equity

The status quo is inequitable as the concession types and misalignment of RUC weights
impacts some operators more than others. Re-aligning the RUC bands to VDAM at'full rates
could unfairly impact some operators with vehicles specifically designed for a 53-tonne
capacity. Staging the rates or retaining a lower rate at 54-tonneswedld also bfing inequity as
some operators would be paying less than their fair share.

Conclusion

Removing concession licence types and realigning RUC bands wotld make the RUC system
fairer and administratively simpler for both Waka 'Kotahi and operators.

Recommendations

RUC bands should be reset to align with VDAM.andwremove concession type licences 308
and 408.

The 54-tonne RUC band should*be established at a rate proportional to that of a 54-tonne
vehicle.
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Proposal 4.3 Changing WoF/CoF requirements so the assessor
must report evidence of odometer tampering

Status quo

If a WoF/CoF assessor suspects odometer tampering, there is no legal obligation to report
this suspicion to enforcement authorities.

Proposal summary & options for change

The proposal is to oblige assessors to report evidence of odometer tampering. Submissions
were sought on what should happen if odometer tampering has occurred. We considered
two options for change.
o Enable WoF/CoF assessors to refer a vehicle to specialist (i.e., Waka Kotahi or
Police) where odometer tampering is suspected.

) Enable assessors to fail a WoF/CoF if they believe tampering has occurred.

Assessment

Submissions

Of the 37 submissions on this proposal, there'was a cohsensus that odometer tampering
should be investigated and punished if found==Howeyer, no clear legislative solution or
system was proposed.

Submission examples are provided.hefe:

“The inspector is there for assafety/inspectionjbut has to inform W[aka] K[otahi] of the
odometer reading anyway. The logical'answer is in the document; One option could be to
enable an inspector toxséndsthe vehicle to a specialist for checking if they found some evidence
of a problem. This'is used for other.faults, such as exhaust noise testing. It is then up to W[aka]
K[otahi] / Policé torpuréue and prosecute as necessary for a non-safety issue.” - 5 9(2)(ba)(i)

"...addingRUC _enforcement to an in-service vehicle safety inspection will likely lead to two
main issuesi1) vehicle owners avoiding inspections, leading to more unsafe vehicles on the
road, and 2) an exodus 'of Vehicle Inspectors and Inspecting Organisations as they are no
longer carrying out the fole that they signed up for.

Working out if a‘vehicle has been fitted with an odometer tampering device is time consuming
and problematic at an in-service vehicle inspection. It is not as easy as plugging in a scan tool
to workvaut if tampering has taken place. New Zealand has one of the most diverse Car Parc’s
[si€] in the'world, there is simply not one scan tool that will be able to communicate with all
vehigles on our roads. Inspecting Organisations will need to have multiple, expensive scan
tools on hand in order to interrogate the multitude of vehicles that may be presented to them for
inspection”. -59(2)(ba)()

NLTF revenue

Odometer tampering would most likely occur where someone was attempting to avoid
paying RUC. Therefore, both options would improve NLTF revenue.
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Complexity

Evidence of tampering doesn’t necessarily mean that tampering for the purpose of RUC
evasion has occurred. There are legitimate reasons to remove/maintain odometers as part of
the normal maintenance and servicing of a vehicle. For example, if a dashboard needed to
be removed or an instrument cluster was faulty and needed to be replaced.

Industry capability

Most WoF/CoF assessors currently working in the industry don’t have the capability to make
a judgement as to whether tampering has occurred or not. This is because they’re trained to
do vehicle inspections and not to carry out diagnostic checks for odometer tampering.

Checking for tampering is also not a simple check and there are some very sophisticated
systems used to trick or re-write odometer readings and vehicle computers. The current
tools available to check for tampering are expensive and the time torchegk for tampering
would be significant — we expect these costs to be passed to the égnsumer and result in
higher WoF/CoF costs.

A specialist unit in Waka Kotahi, once established, would by definition, have the specialist
capability.

Equity

Reducing RUC evasion would make the RUC system fairer to compliant RUC payers.

Conclusion

Putting an additional responsibility.on" WoF/CoF.assessors to fail a safety check or refer
possible tampering places assessors inga diffieult position that is unlikely to meaningfully
reduce RUC evasion.

As part of the WoF/CoF processwodometer readings are passed to Waka Kotahi so distance
discrepancies cah be identified and pursued. Tampering with a distance recording device
(i.e., odometer) is an’offence under both the RUC Act (section 8(5)(d)) and the Land
Transport Act and prosecutions could be pursued by enforcement agencies under those
Acts.

The consultation*and-our engagement with experts have not identified a clear solution. No
legislative fix‘is/@pparent, and it is uncertain that a legislative solution is in the Government’s
interest. Other regulatory options, such as adjusting the WoF/CoF rules, need to be
investigated further. Ministry and Waka Kotahi officials will also investigate what is
happening/overseas, industry trends, and how manufacturers can prevent odometer
tampering.

Recommendation

Officials should investigate other regulatory options that utilise the WoF/CoF check to report
odometer discrepancies.
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Proposal 4.4 Clarifying the definition of accurate for a distance
recorder in a light vehicle
Status quo

Potential discrepancies between odometer readings and actual distance travelled are
investigated by the enforcement authorities without a standard definition of accurate.

Proposal summary & options for change

This proposal sought feedback on the practical implications of defining accurate in the Act.
We consider there to be two options.

¢ Develop a bespoke definition of accurate for the Act.

e Use an external standard or definition.

Assessment

Submissions

This proposal received 29 submissions. The submissions were mixed in sentiment with most
providing a broad commentary on the proposal. Twovproposals made specific suggestions
for existing standards that could be applied to,RUC.

A submission example is provided here:

"...that “accurate” is not defined insthe,RUC legislation\ifiit would create a unique standard. As
the consultation document correctlyinotes, there arexsno commonly used international standards
for odometer accuracy, and thus"manufacturers are unlikely to design odometers to meet a
standard unique to New Zealand” - 8 9‘(2Qa)(i)) -

NLTF revenue
This would slightlyseduce NLTF revenue as most odometers slightly over-record.
RUC Act principles

Charges set down via RUC should be proportionate to the costs incurred by the road
network. A clear defifiition of accurate could improve that proportionality.

Complexity
It wouldhbe easy to co-opt an existing definition if one suitable for RUC was found.

If a RUC-specific definition was drafted it would probably involve complex, defined
parameters.
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Conclusion

The risk from developing a definition of accurate outweighs the benefit. Numerous
submissions highlighted that most vehicles slightly over-record distance and speed to avoid
litigation from owners who have been found to be breaking the speed limit.

Both a RUC-specific definition and an international standard would result in slightly less
NLTF revenue.

A definition could significantly increase complexity for enforcement authorities when
assessing RUC payment and this potentially undermines the RUC system’s integrity.

If a RUC collector suspects that a vehicle has an inaccurate odometer, the owner has
potentially committed an offence under the RUC Act that can be investigated by enforcement
authorities. "’

Recommendation

Discrepancies between odometer readings and actual distance travelled‘should continue to
be investigated by the enforcement authorities, if found

" e.g.: section 8(5)(a) operating a vehicle that is not fitted with a properly working distance recorder; section 8(5)(d) operating
a vehicle where the distance recorder is not accurately recording the distance travelled; section 9(4) operating a RUC vehicle
without a valid RUC licence; and/or; section 13(1)(a) knowing the distance recorder is not working properly. The Act provides a
penalty regime for these offences (some of which is covered in Proposal 3.15) and a way for RUC collectors to retrospectively
apply RUC.
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Proposal 4.5 Clarifying the requirements that certain persons
must make and retain certain records

Status quo

The Act requires that a Transport Services Licence (TSL) holder keep records for any RUC
vehicle that they own or operate but does not specify what records must be kept.

Proposal summary & options for change

Waka Kotahi is finding instances of records that are inadequate to support RUC reviews.
These are often records of volume carried that do not support the enforcement of weight-
based RUC.

It is proposed that, where available, weight-based records must.besmade and retained by the
operator. There are four feasible options for change.
. Require weight-based records for all TSL holders operating RUC vehicles.

. Require weight-based records except for cértain types of operators (e.g.,
couriers/general freight).

o Require weight-based records or alternative compliance via standardised
volumetric conversion tables.

. Status quo but with increased weigh-in-motionn(WIM) and enforcement.

Assessment

Submissions

We received 12 submisSions'in total, No submitters clearly supported mandatory weight-
based records. Submitters/€ither outright opposed the proposal or had reservations about it.
Several submitters requésted awchain of evidence type approach to weight-based records if
they were to berequired. Those opposed to weight-based records usually cited the
compliance diffictilty and.cost./The status quo plus increased WIM option was supported by
several of the peak industry bodies for the freight sector.

Submission examples,are provided here:

S9LAPNE 7 not support the proposal that operators retain weight -
based‘records. Many operations are not based on the weight of product but the volume. The
proposedtamendment to section 65 of the RUC Act although minor and well intentioned, merely
increases the inequity between those that use weight -based records and those that do not and
we question how valid the records are that are retained in achieving either convictions or
validating assessments for unpaid RUCs.

The legislative framework for weight -based records is defined or framed, there will an always
be transport activities that sit outside that form of data or evidence capture” - 9(2)(ba)(i)

“Better use of Weigh In Motion (WIM) will negate the need for operator to retains weight base
records” -8 9(2)(ba)(i)
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NLTF revenue

Collection of revenue is likely to be best supported by introducing mandatory weight-based
records. Other options have a lower likelihood of increasing revenue collection with the
status quo being assessed as the worst option for revenue collection.

Administrative and regulatory complexity

Requiring weight-based records for every operator would reduce the administrative
complexity for Waka Kotahi if there was acceptable compliance among operators. All other
options have similar complexity to the status quo.

Compliance burden

The status quo or status quo plus increased WIM option are the easiest for operatorsto
comply with. Requiring weight-based records for all operators would bedifficult of
impossible.

Requiring weight-based records for every operator, and the status, quo, have_significant
compliance costs for different operators and score poorly/for equity concerns.

The options to require weight-based records except for certain types of/operators (e.g.,
couriers/general freight), and to require weight-based, récefrds or_alternative compliance via
standardised volumetric conversion tables also increase compliahce difficulty.

Equity

Several submissions commented on thevinequity in the"sector between supplier/senders of
goods and vehicle operators. In manhy‘cases vehiclewoperators have no knowledge of the
weights being carried. One of the ‘advantages oftequiring weight-based records is that it
places greater responsibility on.stppliers/senders of goods to certify weights.

All other options score similafly and should“provide a more equitable RUC enforcement
regime.

Conclusion

Our preferred option is to maintain the status quo while WIM is being increased across the
network. WIM producesithe most reliable data, has the lowest impact on operators, and
supports accurate ‘cost allocation.

Recommeéendation

The status/quo that the Act does not specify what type of records a TSL holder must keep
should be maintained.
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Proposal 4.6 Clarifying the provisions relating to access to records
held by third parties

Status quo

Waka Kotahi can access certain records held by third parties that have serviced, maintained,
supplied or contracted for the use of the vehicle subject to RUC. There are other parties that
also have records that can aid in assessing RUC compliance that Waka Kotahi cannot
access.

Proposal summary & options for change

It is proposed to clarify from which parties Waka Kotahi may obtain re€ords and when/these
records may be requested from a third party.

Assessment

Submissions

The 13 submissions were mixed, with the freight industry largelysxnot'supporting the proposal.
It was largely viewed that the current threshold for obtaining third party records was
adequate.

Some submitters noted that there should, be €vidence ef.non-compliance before any records
were accessible and that there should\be a chain of,responsibility for weight records.

A submission example is provided,here:

“The concern that the 5 9@ has js that weight records held by third parties, will always be
at variation from otherseight records that aré held by an operator or an enforcement weigh.
How will the accuracy of one set of recards be able to be assessed against another set? Will
NZTA place more evidentiary weight'on one set as against another one, and how will this be
judged? SO@EAI" ZF 1 understands that NZTA might see that this is another set of records
that may bé usefulin establishing operators compliance with RUC purchases —however we do
not believe that accessing,third party information is justified to do so.” -8 9(2)(ba)(i)

NLTF revenue

Both the status‘quo and increasing Waka Kotahi’s access to records support revenue
collectionalnereasing Waka Kotahi’s access to records may slightly increase revenue
through,more accurate RUC compliance reviews and increased operator compliance.

Administrative and compliance difficulty

Increasing access to records would improve the accuracy of Waka Kotahi's RUC reviews,
with no significant change to vehicle operators. With increased powers third parties that
create records may be impacted as they would be required to provide these to Waka Kotahi.
Both the operator and third party may have additional administrative work if their records
misalign during the review.

55



S TE manaro
SIS T anars wasa

Equity

The proposal could impact some operators more than others depending on their interaction
with third parties. This impact should be small and manageable.

Conclusion

Increased access to third party records would likely cause a small increase in revenue.
Consultation showed a largely negative freight industry response to allowing Waka Kotahi
access to further third-party records.

However, we believe the improvements in RUC audits’ accuracy, small increase in revenue
and the ability to limit the increase in Waka Kotahi’'s access justify progressing the proposal.

Recommendation

The RUC Act should be amended to allow a limited increase ofiWaka Kotahi’s,access to
third party records.
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Proposal 4.7 Requiring ESPs to notify Waka Kotahi of RUC
payment status

Status quo

Electronic system providers (ESPs) are not required to report their customers’ RUC payment

status to Waka Kotahi.

Proposal summary & options for change

The discussion document sought submitters’ views on extending the reporting requirements
to require ESPs to notify Waka Kotahi of any changes to the status of RUC payments."Waka

Kotahi is aware that in some circumstances ESPs’ customers may turh off their automatic
RUC payment function. This could be for a variety of reasons but can be,due to cash flow
issues and a precursor to RUC evasion.

In some cases, the ESP’s turn off a customer’s auto purchase function, so they do not have

to deal with any dishonoured payments. Waka Kotahi is concerned thatiby manipulating
RUC payments in this way, operators can accrue a latge’RUC debt without their or Waka
Kotahi’'s knowledge, from which they may not be ablextosfinancially-recover.

Assessment

Submissions

Of the 12 submissions on this proposal, ninewere-supportive and three were opposed.
Those in favour were mainly from-the transportsindustry and submitted that there were
potential efficiency and compliancé gair@wb"")(i)
o o Reasons for
opposing included the administrative‘and compliance requirements and privacy concerns.

Submission examplés,are provided-here:

“This is firstly"aprivacy.issue. In the absence of actually being in debt, or having a history of
going into debt, the mete/possibility of a private financial choice resulting in an operator
accruing a RUC debt at some later point is a weak basis for intruding on the privacy of an
operator’s financial management arrangements.”

“...ESPs are not funded by Waka Kotahi for the activities they undertake on its behalf. Any new
duties will bring set-up and operational costs...these additional activities are principally for the
benefit of Waka Kotahi and relate to its publicly funded enforcement activities, it would be
appropriate for it to compensate ESPs....so long as eRUC is optional...this would create a
conflict of interest and a structural disadvantage for ESPs relative to suppliers of less
comprehensive (and less intrusive) electronic RUC aids” - £ 9@020

“ESPs should immediately notify operators of any non-payment. eRUC is in place to help avoid
evasion, so ESPs shouldn’t allow it to continue without notifying Waka Kotahi. If ESPs don’t
notify W[aka] Kotahi], then the ESP should be liable for any outstanding RUC.” - £ #@®20
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NLTF revenue

It is unclear how much RUC revenue is foregone under the status quo, and therefore how
much RUC revenue may be gained from the proposal, but this proposal only applies to a
small number of RUC payers.

Administrative and compliance burden

Waka Kotahi may benefit from some efficiency gains in being enabled to intervene in
potential cases on RUC non-payment. This would help RUC customers before they become
unable to maintain their RUC compliance.

Equity

That this proposal covers only eRUC users introduces a potential inequity compared.io
manual RUC payers, whose payment status is not required to be reported. We have no
evidence to suggest that eRUC payers are more likely to enter irrecoverableRUC debt than
manual RUC payers.

Conclusion

Amending the Act so that ESPs can report customers that are.taking'steps to evade RUC
supports Waka Kotahi as RUC collector and systemnsteward forjthe eRUC providers and the
transport sector. It would provide an early intervention peintto-limit RUC evasion, and it
would reduce the financial risk carried by ESPs.

Recommendations

Officials should undertake moresanalysis.to uhderstand the implications of this proposal on
the relationship between Waka.Kotahi as RUC collector and the ESPs as industry agents.
This can inform future advice,on améndingthe Act so that ESPs must report RUC non-
compliance when they have reasomtorbelieve that RUC evasion is taking place.
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Proposal 4.8 Clarifying the requirements around the display of
heavy vehicle eRUC licences

Status quo

Road User Charges Regulations 2012 require electronic distance recorders to display both
the distance licence for a vehicle and the distance travelled. The RUC Act has been
amended to allow heavy vehicle RUC licences to be carried (either in paper or digital forms)
rather than displayed.

Proposal summary & options for change

The proposal is to remove the requirement for eRUC devices to display the licence\while
retaining the requirement to display the distance travelled by the vehicle.Licences‘could
then be carried elsewhere in the vehicle (as with vehicles not using’eRUC).

Alternatively, the requirement to carry or display the RUC Jieence could be campletely
removed, with roadside enforcement checks of licence statds*done through accessing Waka
Kotahi’s database (as also proposed for light vehicles). This propesal differs from proposal
3.9 above which relates to light RUC vehicles. The'twe options‘are:
. An amendment to regulations allowing eRUC licencesto be carried rather than
displayed (aligning with current requirements-for paper licences for heavy RUC
vehicles)

. A RUC Act amendment rémoving the gequirement for heavy vehicles to either
carry or display RUC licences’ (aligning\with the proposed change to
requirements for light RUG vehjcles).

Assessment

Submissions

We received 138'submissions. Most endorsed the proposal that eRUC licences no longer
need to be displayed. Many also considered that there was no need to require licences to be
carried in a vehicle and thought that enforcement checks could rely entirely on access to the
online database (as proposed for light vehicles under proposal 3.9 above).

Two submitters noted that removing the label display requirement removes an opportunity
for driversdto,check compliance quickly and easily and saw a need for this to be replaced by
an accessible way to check RUC status online.

Most submitters agreed that eRUC devices should continue to display the distance travelled
by a vehicle (as the legal distance recorder). Few submitters expressed any view on whether
the format for the distance display should be set out in the eRUC code of practice or in
regulations, with some agreeing that this should be in the code of practice and others saying
that regulations should specify conditions for visibility of the display and that it should be
always readable (e.g., to assist making logbook entries and for CoF inspections).

One submission noted that there is a significant lead time required to redesign eRUC
devices and have these tested and approved by Waka Kotahi.
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NLTF revenue

Removing the eRUC licence display requirement is unlikely to have any revenue
implications. This step would simply align practice with the status quo for paper licences
which does not cause any enforcement issues.

The further step of removing the requirement to carry the licence could increase the risk of
unintentional non-compliance. This would only cause revenue loss if overrun distance was
not caught up, or if it led to a vehicle operating on an incorrect licence. The risk of these
outcomes can be managed by ensuring that anyone operating a vehicle has easy online
access to RUC status data held by Waka Kotahi.

Administrative and regulatory complexity

Removing the requirement for licences to be displayed on eRUC devices could significantly
reduce costs. Regulatory complexity would reduce only if there were,ne lenger any\paper
licences issued, but so long as these remain an option there will still need toe regulations
prescribing the form of display.

There will be some additional administration required of Waka*Kotahi,,to-provide an online
service assisting vehicle owners and drivers to ensuré compliance, In the short term, there
may also be a need for additional resource to be availablé to déalwith customer enquiries
relating to the change. In the longer term, however\the system should be easier and simpler
to administer.

Compliance burden

Removing the eRUC display requirement means-that vehicle operators will need to have
easy access to alternative ways of ehécking RUC compliance. Retaining a requirement to
carry the RUC licence (which may/be ingigital,form) is one way of ensuring this, but it should
also be possible to provide easy onlipe access to RUC status information.

Users who currentlyscarryspaperdicences could opt to continue to do so (assuming this
option is retainedfor both light and\heavy vehicles). Alternatively, they could also use an
online system/t0)check compliance or move to carrying the licence in digital form.
Enforcement should be at.least no more difficult than currently so long as Police can access
relevant information onling.

Removing the display.requirement is likely to enable cheaper and simpler eRUC options to
become available, leading to greater uptake of these systems in the medium to long term,
with consequent.compliance benefits.

Conclusion

Most submitters agreed that eRUC devices do not need to display a RUC licence and many
favoured aligning requirements with the proposed regime for light RUC vehicles, whereby
there is no obligation to either carry or display a licence and all compliance checks are
carried out online.

Officials agree that removing the display requirement will have significant benefits in terms of
simplifying the specifications for eRUC devices, with little potential downside so long as
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vehicle operators and enforcement officers have easy and reliable access to online means of
checking compliance.

Such a change is consistent with the approach recommended for light vehicles and in

practice represents a relatively small change given that the law already allows heavy RUC
licences to be carried only in digital form.

Recommendations

The Road User Charges Regulations 2012 should be amended to remove the requirement
for eRUC devices to display a RUC licence.

Section 19(1) of the RUC Act should be repealed so that RUC licences do not need tosbe
displayed or carried in any vehicle.

The option to request a physical RUC licence for heavy vehicles should\be retained:

Waka Kotahi should develop an online portal for vehicle ownérs'o checkstheir vehicles’ RUC
status, along with other relevant compliance with land trapsport legislation.

Waka Kotahi and Police should ensure that, when the,diSplay or carry requirement is
removed, Police have adequate access to vehicle/data to enabl€enforcement.
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Proposal 4.9 Exempting vehicles that are only travelling on a road
for Certificate of Fitness purposes from paying RUC

Status quo

Using the road network for Certificate of Fitness (CoF) purposes, without RUC paid in
advance, is illegal.

Proposal summary & options for change

It is proposed to exempt vehicles using the road for travel for a Certificate of Fitness (CoF)
check. We consider two options for change.

° Establish a permitting scheme that provides for exemptions for CoF travel:

° Amend the Act (subpart 4) to add a section clarifying the’exeémption.

Assessment

Submissions

The majority of the 10 submissions supported the proposal. Most'submitters commented that
amending the Act to exempt this road use wasga=commonssense approach.

Submission examples are provided here:

“We support the proposed exemption from RUC for vehicles that are only travelling on a road
for Certificate of Fitness purposes: Adricultural vehicles are primarily used off-road/on-farm,
with occasional use on roads for limited distahces.between farms whilst travelling at low
speeds. As such, wear and tear on'the roading network from agricultural vehicle road use is
minimal. We consider it wholly appropriate that there be an exemption from paying RUC for
those instances wheré an’agricultural,vehicle must be taken on to a road to satisfy regulatory

requirements.”-f{(Z)(bW h‘

“...the numbers using‘the roading infrastructure for this purpose would be minimal and the
costs involved administratively to the user and the agency could outweigh the benefits it would
be disadvanfageous tarrequire’RUC on these vehicles...” - 5 92BN

RUC Act principlés

An exemption_means that road wear is unrecovered, but the distances involved would be
relatively miinor:

Administration

A permitting system would involve administering a new scheme. Amending the Act to clarify
the exemption would involve no additional administration.

Equity

An exemption means other road users will subsidise this travel’s road wear, but the amount
of wear is relatively minor.
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Conclusion
A new permitting system, while a likely deterrent to abusing CoF travel, involves a cost that
will be ultimately paid by motorists for a minor amount of forgone revenue. Rather, we agree

with the submissions and recommend that a broad exemption is included in Subpart 4 of the
Act.

Recommendation

Subpart 4 of the Act should be amended to exempt travel for Certificate of Fitness from RUC
if the vehicle is normally used off road.
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Proposal 4.10 Extending an operator’s time to request an
independent review of a RUC assessment

Status quo

Operators have 20 days to request an independent review of a RUC assessment.

Proposal summary & options for change

The proposal is to give Waka Kotahi the discretion to extend the 20 working-day limit. The
Ministry identifies two options:
. Increase the 20-day limit to another time period (e.g., 30 days)

° Waka Kotahi has discretion to extend the 20 days uponrequest

Assessment

Submissions

We received seven submissions. Six supported the*propoSal and.one provided a submission
that they did not believe it was appropriate to comment on as€gulator's discretion. Of those
submissions that were supportive, most highlighted.that while they were supportive of
extensions it was important to them that extensions wefe only granted for genuine reasons
such as health issues, bereavement, or an inability te.organise a review.

A submission example is provided/here;

“Support NZTA having the ability.te extend the 20=workingday period to request an independent
review of an RUC assessment. Exemptions should be considered for genuine reasons
including health, currenily overseas, bereavement, or inability to arrange an independent

review.” — ER@BANICEFENNINT
Administrative and regulatory.complexity

Providing Waka Kotahi with'discretion to extend the time to request review over 20 days will
lower administrative compleXity in dealing with operators who have missed their window for
review.

Some complexity will be added by assessing applications for review past 20 days. Both
options imposessimilar administrative burdens with a possible small reduction from operators
that cap-apply for review between 20 and 30 working days.

Compliance burden

The status quo and increasing the 20-day limit have similar compliance burdens with a
possible small reduction for operators that can apply for review between 20 and 30 working
days.
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Equity

Providing Waka Kotahi with discretion helps create a more equitable RUC system as it
provides all operators with a chance to request review even under circumstances of
hardship.

Both options are an improvement compared to the status quo as they introduce a greater
window of opportunity for an independent review.

Conclusion

Allowing Waka Kotahi the discretion to extend the time to request review after 20 working
days was widely supported by operators and would benefit Waka Kotahi.

Recommendation

The RUC Act should be amended to allow Waka Kotahi discretion regarding the timing of an
assessment review.
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Proposal 4.11 Changes to how mobile cranes are defined for RUC

Status quo

Under the definition of all terrain crane in the Road User Charges Regulations 2012, some
mobile cranes are exempt from RUC where the crane is not one to which a distance
recorder is, or could readily be, fitted. With the advent of eRUC, effectively all vehicles can
now be fitted with a distance recorder and the situation of being unable to fit a distance
recorder for the purposes of RUC collection is no longer relevant.

Proposal summary & options for change

The proposal is to remove mobile cranes from the list of exempt vehiclés. It is also proposed
to update the definition of all terrain crane in the interpretation sectiomof the Road\User
Charges Regulations 2012. This would replace the current wording,of¥a tyre.€ontact area of
more than 1,500 cm2 per tyre’ with ‘single large or single megaityred axles’. This will simplify
the classification of all terrain cranes to a more user-friendly, metric. There are three
alternatives to the status quo.

. Remove the exemption for some mobile cfanes
. Amend the definition of all terrain cranes

. Both of the above.

Assessment

Submissions

All eight submitters on this propasal supporied removing the RUC exemption for mobile
cranes and changing thesdefinition ofsall\terrain crane.

A submission example is provided.here:

“...current exemption creates confusion for 8 9@Ba)0) and inconsistency. & 2(2)(Ba)0H) still
need the additional optioniof using other types of distance recording devices such as
odometers or,hubometersy, Fhis is to ensure cranes that are operated in limited capacity on the
road are not burdened and required to maintain additional cost for eRuc devices. As an
example, many smaller’cranes operate on industrial or large infrastructure sites for many
months or years Without needing access to the road network.” 8 9(2)(ba)(i)

NLTF revénue

Removing the exemption for some mobile cranes will have a small positive impact on
revenue. Changing the definition for all terrain cranes will have negligible impact on revenue
collection.

Administrative and regulatory complexity

Both proposals will reduce regulatory and administrative complexity for Waka Kotahi.
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Compliance burden

Removing the RUC exemption for some mobile cranes will clarify for operators that all their
vehicles must pay RUC and will reduce complexity. Some compliance difficulty may be
added by having to install and maintain a distance recording device in a small number of
vehicles.

Amending the definition of all terrain cranes will reduce technical complexity for the operator
as their vehicle classification will be more understandable.

Equity

Removing the RUC exemption from some mobile cranes means these road users will now
pay for their road use. Changing the definition of all terrain cranes has no equity impacts.

Conclusion

Both removing the RUC exemption from mobile cranes and amending the definition of all
terrain cranes benefits Waka Kotahi and crane operators while simplifying the RUC system.

Recommendations
The RUC Act should be amended to remove the RUC exemption from mobile cranes.

The Road User Charges Regulations 2012'should be amended to simplify the definition of all
terrain cranes.
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Appendix 2: Matters raised by submitters that were not
included in the discussion document

Besides charging for factors other than road wear, the discussion document also invited
submitters to suggest other ways in which the RUC system could be changed to adapt to
future challenges. This resulted in a wide range of responses, but some of the more frequent
proposals included:

o Extending RUC to all vehicles and eliminating fuel excise duty (FED)'?

. Imposing a tax on tyres

° Extending RUC to all vehicles for recovery of road costs while using FED
(including on diesel) to target emissions’ externalities

. Basing RUC on maintenance costs and externalities, butnotUsing it to fund new
roads

. Replacing RUC for light diesel vehicles with FEB

o Making greater use of the annual vehicle licence fee eithefas*a way of charging
for externalities or as a substitute for RUC*or light vehicles.

Most of these proposals would involve either expanding or shrinking RUC’s role in the
overall land transport system relative to otherrevenue instruments. The proposals therefore
go beyond the current review’s scope and‘are not considered here, but will be considered
within the Ministry’s Future of the Revenue System project.

2 Owners of vehicles powered by petrol, CNG or LPG contribute to the NLTF through FED when they buy their fuel
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AMENDING ROAD USER CHARGES LEGISLATION FOR LIGHT
ELECTRIC VEHICLES

Purpose

This briefing provides you with a draft Cabinet paper seeking @pproval for.several proposals
relating to light electric vehicles (EVs) and road user charges (RUC), including allowing the
current RUC exemption for light EVs to expire on 31 March/2024.

Key points

o The attached draft Cabinet paper seeks, Cabinet'agreement to the expiry of the
current RUC exemption for light EVsten 31 March 2024. After this date, it is proposed
that light EV owners will be obligated to purchase RUC at the standard light type 1
vehicle RUC rate of $76 pef 1000’kilométres.

o The draft Cabinet paper-also seeks«Cabinet agreement to the establishment of a
partial RUC rate for plug=in hybrid electric vehicles (PHEVs) to avoid double-taxing,
and to permanefitly’exempt very light electric vehicles (gross vehicle mass of less
than one tonnge) from RUC.obligations. Due to the time-sensitive nature of the EV
proposalsfwe have separated them out from that report back. These comprise the
proposals intéble ane of the briefing for the full report-back on the broader Driving
Changelconsultation‘eafried out in 2022 (0C220846 refers).

o The 2023 leggislative programme includes a slot for a Road User Charges Amendment
Bill with avpriority of 4. The draft Cabinet paper seeks permission to issue drafting
instructions to begin work on the amendments.

o YourOffice has indicated that you wish to announce the expiry of the light EV RUC
exemption alongside announcements related to the Government Policy Statement on
land transport 2024. To facilitate this, the attached Cabinet paper will need to be
considered by the Cabinet Economic Development Committee in mid-late February.

o The draft Cabinet paper can be expanded to include the proposals in table two of the
report-back briefing (OC220846 refers). These comprise nine proposals that we
recommend progressing, but that, unlike the EV-related proposals, are not time-
critical. These proposals could be included in the same RUC Amendment Bill. They
include such matters as removing the requirement for light RUC payers to display a
RUC licence. and redefining mobile cranes.
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Recommendations

We recommend you:

1 provide any feedback to officials on the attached Cabinet paper

2 indicate if you wish the Cabinet paper to be expanded to include the nine
technical legislative amendment proposals in Driving Change that will simplify the
RUC system Yes / No
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AMENDING ROAD USER CHARGES LEGISLATION FOR ELECTRIC
VEHICLES

Changes to legislation are necessary to enable light electric vehicles (EVs) to
be incorporated into the Road User Charges (RUC) system

1

EVs are currently exempted from the obligation to pay RUC as part of efforts to
encourage EV uptake and reduce greenhouse gas emissions from New Zealand’s
vehicle fleet. The exemption for light EVs (with a gross vehicle mass of 3.5 tonnes or
less) is scheduled to expire on 31 March 2024, and you have indicated that you do
not wish to extend it (0C220511 refers, attached for reference). After this date, light
EV owners will be obligated to purchase RUC licences at the standard light type 1
vehicle RUC rate of $76 per 1000 kilometres.

The attached Cabinet paper seeks agreement to not extend the €éxemption. It'also
seeks agreement to some other proposals that you hayé been briefed an (0C220707
refers, attached for reference) that will support a smootherintroddction of light EVs
into the RUC system:

2.1 Allowing a partial RUC rate for plug-inshybridselectric vehicles (PHEVs). This
takes account of the fact that PHE\, owners already‘pay fuel excise duty and
avoids double taxation.

2.2 Permanently exempting very light'electric vehicles (motorcycles, mopeds and
all-terrain vehicles) fromsthe\obligation to.pay RUC on the grounds that they
generate very minor ¢6sts,to'the transpeort system and/or are mostly used off-
road.

The proposals in pafagraphs 2.1/and\2:2 require amendments to the Road User
Charges Act 2012 (RUC Act)/andassociated regulations. The Cabinet paper seeks
permission for you, te‘issue drafting instructions for the necessary amendments. The
2023 legislative programme includes a slot for a Road User Charges Amendment Bill,
with a priority of 4.

Allowing the RUC exemption to expire supports revenue integrity, but may
have a minor impaction EV uptake

4

We have briefed you on various options for RUC exemptions for light EVs, including
extending the full exemption, setting a reduced rate for light EVs or phasing-in the full
rate'over time. Allowing the exemption to expire is the most effective way to preserve
the integrity of the transport revenue system, because light EV owners will be
required to contribute to the costs of maintaining the transport system.

On average, the RUC exemption is worth approximately $830 per year for light EV
owners. It is possible that imposing additional costs on prospective light EV owners
may reduce uptake, but we do not consider this to be a major risk. Even factoring in
the obligations to pay RUC, EVs are generally cheaper to operate due to the relative
costs of petrol and electricity. In addition, the Government has introduced the Clean
Car Discount to incentivise people to purchase EVs.

UNCLASSIFIED
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No legislative action is required if Cabinet agrees to not extend the exemption — it will
simply expire on 31 March 2024. Waka Kotahi NZ Transport Agency (Waka Kotahi)
will need to communicate with light EV owners about the new obligations and will
need to take various actions to ensure these vehicles can be integrated into the RUC
system. We are working with Waka Kotahi to determine the most effective way to do
this.

A partial RUC rate for PHEVs is the most effective way to avoid double taxation

7

Because they are partially powered by electricity, PHEVs are currently exempt from
obligations to pay RUC. The owners of these vehicles do contribute to the transport
system through fuel excise duty paid when they purchase petrol. If we take no action,
the owners of these vehicles will need to pay both RUC and fuel excise duty onee the
exemption expires.

The owners of these vehicles can claim refunds for any fuel€xcise duty. However,
this is a manual process, with compliance costs for thoseiclaimingrefunds and
administration costs for Waka Kotahi. We consider,that a more efficient approach is to
amend the RUC Act to allow for a partial RUC ratesfor-PHEVs that.reflects the fuel
excise duty paid by the owners of these vehicles#/This approach would also involve
removing the ability of PHEV owners to claim refuhds of ftrel-excise duty.

The proposal in this paper is only to enablethe setting.of partial RUC rates, which is
not possible under current legislative settings. The setting of the partial rate itself
would occur through a separate.process of determining an appropriate partial rate for
PHEVs and amending the Road User Charges (Rates) Regulations 2015 through an
Order in Council. Once Ministry officials‘advise you of an appropriate partial rate, it
can be implemented fairly quiekly, in'time_for the RUC exemptions expiry.

Very light electric vehicles should be exempted from RUC obligations

10

11

We expect'to se€ increasing uptake of electric motorcycles, mopeds and all-terrain
vehiclesWe have not previously had to consider these vehicles in relation to RUC
because there are veryfew diesel motorcycles and mopeds in the fleet. Motorcycles
and mopeds impaose Very minor costs on the road network, so there is a good case
for exempting them to avoid the associated compliance and administrative costs.

All-terrain vehicles are generally used off-road. Diesel powered all-terrain vehicles are
already exempted from RUC obligations, so it would be consistent to exempt electric
powered all-terrain vehicles.

The attached paper needs to be considered by Cabinet in February

12

Your Office has indicated that you wish to announce the expiry of the RUC exemption
alongside announcements relating to the Government Policy Statement on land
transport 2024. We understand these announcements will take place in February or
March. To facilitate this, we suggest that the attached paper be considered by the
Cabinet Economic Development Committee on either 15 or 22 February. Please note
that you are due to report back to the Cabinet Environment, Energy and Climate
(ENV) Committee on the results of consultation on improvements to the RUC system,

UNCLASSIFIED
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of which these matters are a subset. The attached Cabinet paper could be considered
by ENV Committee, although that committee meets less regularly — the next meetings
of ENV Committee are 23 February and 16 March 2023.

If Cabinet agrees to the proposals and gives permission to issue drafting instructions,
we will work with the Parliamentary Counsel Office on an amendment Bill. We will
also work with your office to determine the process and timeframe for moving that Bill
through the legislative process.

We have also provided you with a report on the findings from the broader
Driving Change consultation

14

15

16

17

The proposals in this paper are part of a much broader RUC consultation exercise we
carried out last year. The consultation document was entitled Briving Change.:
Reviewing the Road User Charges System. We have provided you with a‘copy of the
broader report back on the results of consultation at the samie as thisfpaper. We have
separated out the proposals in this paper because they are more time-sensitive.

We recommend progressing several other proposals from the breader consultation
concurrently with the ones in this paper, becadse’they require legislative change.
These proposals comprise table two of recommendationstin-the report-back briefing
(OC220846 refers). We expect these to be non-contfoversial as they will simplify the
RUC system for RUC payers and Waka\Kotahi as RUC.collector and are minor and
technical in nature. They include removing the requirement to display RUC licence
labels and redefining mobile cranes.

The attached draft Cabinet paper’can beiexpanded to include these nine proposals
should you wish them tg"be covered(nthe‘same Cabinet paper to present to the
Cabinet Economic Development,Committee in February. These proposals could be
included in the same'RUC Amendment Bill.

We will workwith your Office to 'determine the appropriate time to report to Cabinet on
the broader findings andsteeommendations from Driving Change.
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1 March 2022 0C220992
Hon Michael Wood Action required by:
Minister of Transport Tuesday, 7 March 2023

INTRODUCING A SIMPLE CLEAN TRUCK DISCOUNT SCHEME AND
CONSIDERING THE ROAD USER CHARGES EXEMPTION FOR
HEAVY ELECTRIC VEHICLES

Purpose
seeking high-level directiom 0
heavy electric vehicle (HEV) road user charges (RUL%mption.

Key points %Q \O

e You have agreed to consider extending the HEV RUC exemption

Note, this will come at a cost of foregone revenue to the
National Land Transport Fund (NLTF).

o We are seeking your direction on whether or not you wish to extend the HEV
exemption and have provided some options for how this could happen.

BUDGET SENSITIVE
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Recommendations

We recommend you:

6 agree to one of the,‘fovm

g op; the HEV RUC exemption:
¢ Option1: UC exemption to expire on 31 December

Whe HEV RUC exemption up to December 2030 by Yes / No

. Op mendlng the RUC Act so that future HEV exemptions can  Yes/No

Yes / No

. Option 3 would require an amendment to primary legislation and would

I| not be enacted this term.

g asﬂy adjusted.
n ption 2 for the HEV RUC exemption could be announced and enacted
}

BUDGET SENSITIVE
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T .

Harriet Shelton Hon Michael Wood
Manager — Supply Chain Minister of Transport
01/03/2023 L. /... /...
Minister’s office to complete: O Approved [J Declined
O Seen by Minister O Not seen by Minister

[0 Overtaken by events (b%
Comments Q\@ \

Contacts

' Telephone  First contact
BECC IO .

Y9
v

Nesta Jones, Advisor — Freight Decarbonisatio w
(Supply Chain)

Christie Marsh, Policy Delivery Lead — Freight
Decarbonisation Unit (Supply Chain)

N
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CONSIDERING THE ROAD USER CHARGES EXEMPTION FOR
HEAVY ELECTRIC VEHICLES

BUDGET SENSITIVE
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ConsiderinQ V RUC exemption _

It is importanht to consider the HEV RUC exemption
@ he total costs of ownership (TCQO) for operators

You were briefed on outcomes from the Driving Change RUC discussion document
earlier this year (0C220846 refers), which covered options to extend the HEV RUC
exemption. You indicated a preference to consider options for that exemption

The TCO of a truck is a combination of the purchase price, and the operating costs
over the time it spends in an operator’s fleet. The consideration of the HEV RUC
exemption SUEFSEOREEEEEEEEEEEEEEE T will reduce the TCO of
ZEHVs, which is currently significantly higher than diesel equivalents. ZEHV

BUDGET SENSITIVE
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operators will make commercial decisions based on the TCO — a truck that has a high
upfront purchase price may have sufficiently low operating costs that it offers the
operator significant savings for the period it is in the fleet.

Out of Scope

38

39

40

41

42

43

The HEV RUC exemption reduces operating costs. The operating cost for heavy
vehicles needs to be factored-in years in advance of a purchasing decision. This
would also be applicable to buses and could help local government public transport
services to achieve greenhouse gas reduction targets.

The main trade-off with RUC exemptions is that the RUC system.is intended\to
impose charges on vehicles for their use of the roads. Exemptions/from RUC means
these vehicles would not be contributing to the costs of theirroad usef and revenue
would be foregone from the National Land Transport Fund (NLTF)~The"ost revenue
may force a choice between increasing taxes on road users and ¢cutting or deferring
land transport spending.

Because RUC rates for heavy vehicles incréase ‘significanthy-with weight, the amount
of RUC paid by an individual heavy vehicle ean be substantial and can determine the
viability of the vehicle for some commercialFuses. Thewextra size and weight of the
batteries in HEVs would increase RUC ‘costs andyreduce carrying capacity, compared
to conventional vehicles, while likely also incfeasing pavement and structural
damage.

We recommend considefing"HEVs differently to light EVs. The purchase price for light
EVs is likely more influential in operators’ purchasing decisions, and the operating
costs for those vehicles is already relatively low compared to their petrol and diesel
equivalents. Théelatively high’purchase price of light EVs is addressed by the Clean
Car Discount:

Another-argument for extending the HEV RUC exemption, while allowing the light EV
RUC exemption te.expire, is that uptake of light zero and low-emission vehicles has
exceeded governmient and industry expectations — likely due to a combination of the
Clean Car Discount coupled with other external factors. Battery electric and PHEVs
have increased from three percent of brand-new passenger car sales in 2020 to 20
percent.in 2022. The HEV RUC exemption should be retained until we see similar
growth inrpurchase rates.

Submissions were mixed on the proposal to extend the HEV RUC exemption in the
Driving Change discussion document. Of the 54 submissions, 19 were in favour, 29
were opposed, and six considered the advantages and disadvantages about even.
Reasons for opposing the exemption’s extension were based on the principle of the
RUC system being that all road users should pay for their use of the roads. Some
submitters said government support for these vehicles was worthwhile but should not
come through the RUC system. Some submitters also proposed tying exemptions to

BUDGET SENSITIVE
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a specific policy goal (e.g. HEVs reaching a certain percentage of the fleet) rather
than an arbitrary time-based target.”

7 When HEVs were first exempted from RUC in 2016, setting a ‘percentage-of-the-fleet-based’
measure was unworkable in legislation because it cannot account for changes in fleet composition
ver time. A time- i herefor roxy for fl

BUDGET SENSITIVE
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There are challenges and trade-offs iane gth C exemption

56 RUC exemptions contravene
(the RUC Act), which i i
in proportion to the

ore of the Road User Charges Act 2012
n RUC vehicles for their use of the roads

57 Reduced NLTF y rlsk associated with extending RUC exemptions —
an extensio ion to 2030 for HEVs would lead to between $10-$30
million of venu ing foregone in the year 2030. Including the cost of the

ion (due to xpire on 31 December 2025), Ministry modelling

curre
estim’%s e a cumulative total of foregone RUC of between $30 million
and $95 millio %013

58 Howev

regone revenue is difficult to forecast because of the variations in the

ht of these vehicle types (and therefore in the RUC rates they should be

."An upper estimate of $95 million in foregone revenue is small in the context

@ pproximately $17 billion in RUC revenue for the NLTF in the same period (out
30)

We are seeking your direction on how you would like to progress

59

13 https://www.transport.govt.nz/assets/Uploads/RUCDD-2022.pdf, page 36
BUDGET SENSITIVE
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making investment decisions. If you choose to extend the RUC exemption, there are
options for how you can progress this.

Option 1: allow the HEV RUC exemption to expire on 31 December 2025.

60 This is the status quo option. Heavy vehicles that are currently RUC exempt will be
required to purchase a RUC licence to operate legally on the road from 1 January
2026. The RUC rate they pay will depend on the vehicle’s RUC type. QUForScope

61

Option 2: Extend the HEV RUC exemption up to 31 December 203

erinN /

62 The exemption expires on 31 December 2025. It can &[ﬂ ded ember 2030
through an Order in Council. A longer extension requires amendmentjof the RUC Act.

63 Extending the exemption via Order in Council n& the xe%%n in its current
form. This means you cannot alter its scop istance based, or to
explicitly cover hydrogen vehicles)'. Q

64 Unlike the light EV RUC exemptlo b:ower \n the end date for the HEV
RUC exemption is constrained i |n nlng the end date for the HEV
RUC exemption can only be e @' ed by years from the date the current
exemption expires.

65

eating uncertainty for operators contemplating
mentation more difficult for Waka Kotahi (as the

nxder in Council could be made PUterSEaRe
t% d the exemption end date from 31 December 2025 for a

ars. To gain the full benefit of the exemption’s extension this
into force until the current exemption expires. There is a test included
ct that requires you to be satisfied that the exemption will encourage and

e uptake of heavy electric RUC vehicles, before recommending an Order
de by the Governor-General.

66

67

4 Vehicles that generate electricity on board through the use of a fuel cell (e.g. hydrogen fuel cell
electric vehicles) don't meet the definition of being an electric vehicle and must pay RUC. However, if
a fuel cell electric vehicle can be plugged into an external source of electricity to recharge an onboard
battery, it is considered to have a motive power that's derived partly from an external source of
electricity. This means it is considered an electric vehicle and is exempted from RUC. This could be
made explicit in a modified exemption.

BUDGET SENSITIVE
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68 We would provide you with additional advice should this option be progressed as well
as any Regulations Review Committee concerns that may be raised.

69

Option 3: Amending the RUC Act so that future HEV exemptions can be more easily
adjusted

70 To change the process for setting the end date for the HEV RUC exemption, we
would need to change the enabling provision in the RUC Act. Following that, a
separate regulation would be needed to set the new date that the exemption for
RUC would cease.

71 A separate RUC amendment Bill would be required to imple
will need to be passed before December 2025,

72 As part of the RUC Act amendment process, it i %&le to altering the
form of the exemption so it is tied to another ive (e.gs based on distance
travelled, or on the useful economic life of iCle) a@onsider covering
trailers towed by exempt vehicles. sl O

73 This option gives Government greater 'biIity@Jse of exemptions as a way of

. e

incentivising HEVs and managing th et tential HEV operators may be
disincentivised by the absenc@n exe to 2030. However, if a five-year
extension is granted, it would

ited level of certainty for the sector
and businesses becau ove

ntcould cancel it at any time up until 31

December 2025. @
74 Advice on thes ions wil %i n if you decide to extend the exemption through
options will not progress if the RUC exemption is not

an amendment to'the Ac
extended@Vextenﬁi hrough Order in Council.
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208

16 March 2023 0C230202
Hon Michael Wood Action required by:
Minister of Transport Monday, 20 March 2023

EXTENDING THE LIGHT ELECTRIC VEHICLE ROAD USER
CHARGES EXEMPTION BY ORDER IN COUNCIL

Purpose

To seek your agreement to extend the light electric vehicle (EV)xoad user-charges (RUC)
exemption to 30 November 2024 by Order in Council, and te expand the'scope of the report-
back Cabinet paper.

Key points

o In August 2022, you agreed that the light EV RUE exemption should expire, as
legislated, on 31 March 2024 (refer OG220514.,).

o The necessary changes to/Smoothly trafsition these vehicles into paying RUC,
particularly amendments-to primary Jégislation, will not be in place before 1 April
2024.

o You have indicated’an interest ih extending the exemption. The exemption can be

extended by an Ordér in Council (OIC). Extending to 30 November 2024 (eight
months) will give/enough,time for legislative and RUC system updates to be
implemented alongside communications to EV owners about their future RUC
compliancerobligationsysand for EVs to reach two percent of the fleet.

. We will amend the Cabinet paper previously supplied to your Office covering the RUC
amendment\Bill' (refer OC230013) to include:

© , the light EV exemption extension,
o the heavy EV exemption extension, and

o the remainder of the proposals from the Driving Change discussion document.

IN CONFIDENCE
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Recommendations

We recommend you:

1 agree to extend the light electric vehicle road user charges exemption from 31
March to 30 November 2024 through an Order in Council

2 agree to include 16 other proposals from the Driving Change discussion document
in the report-back Cabinet paper (OC230013)

3 agree to include extending the heavy electric vehicle road user charges exemption
up to December 2030 by Order in Council in the report-back Cabinet paper
(0C230013)

4 note that, if you agree, we will reflect the recommendations abeve‘in the Cabinet
paper covering the report-back on proposals to amend the road\user charges

Yes / No

Yes / No

Yes / No

system
Marian Willberg HonMichael Wood
Manager, Demand Management and Minister of Transport
Revenue / /
..... [l .
Minister’s office to complete: 0 Approved [ Declined
[0 Seen by Minister [0 Not seen by Minister
&) Overtaken by events
Comments
Contacts
MName ___ Telephone ___First contact
Marian Willberg, Manager, Demand Management and | £ 2@@ v
Revenue

Josh Bullivant, Adviser, Demand Management and
Revenue
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EXTENDING THE LIGHT ELECTRIC VEHICLE RUC EXEMPTION BY
ORDER IN COUNCIL

You agreed that the light EV RUC exemption should expire

1 In August last year, you indicated that the RUC exemption for light EVs should expire
as legislated on 31 March 2024 (refer 0OC220511).

2 You also agreed that plug-in hybrid EVs (PHEVs) should pay a partial RUC rate and
certain EVs under one tonne (such as electric mopeds) should be exempt from RUC
(refer ©OC220707).

3 Currently, there are approximately 70,000 electric vehicles, which accounts fornabout
1.7 percent of the light vehicle fleet.’

The necessary legislative amendments are unlikely to be in place in‘time

4 To give effect to your decision, a wide range of amenhdments to primary and
secondary legislation, as well as significant operational syStem ¢hanges, are needed.
A Bill amending the Road User Charges Act 20112 (the RUC-Act) was included in the
2023 House legislation programme but it was,given a priority of 4 and we understand
it will not be progressed before the general election:

5 Cabinet and House time is underpressure for the remainder of this term so the
Government can address the ‘eost-of-living'pressures facing New Zealanders as well
as the recovery from recent weather events. Therefore, amendments to the RUC Act
that would allow for chahges'to preparethe RUC system for light EVs are unlikely to
be enacted before 1¢Aprik2024 under ordinary processes.

6 If the Government/lets the exemption expire without legislative amendment, then
PHEYV users Will be’able to-elaim a refund for fuel excise duty they pay. £ 2@

XN
7 sk % \Y\

The light EV RUC exemption can be extended through an Order in Council

8 You have indicated an interest in extending the light EV exemption to 30 November
2024 (an eight-month extension) to provide enough time for the legislative and RUC
system updates to be implemented and so that light RUC vehicles can reach two
percent of the fleet.

1 Light EVs have been RUC-exempt since 2009 to incentivise uptake. The exemption was originally intended to
remain until light EVs reached one percent of the light vehicle fleet. In 2016, the exemption was extended until
light EVs reached two percent of the light vehicle fleet. Provisional forecasts indicate this could happen in the first
half of 2024, depending on uptake.
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9 New regulations specifying a later end date must be enacted by 1 April 2024. This
process can occur either before or after the election, but the extension will not take
effect until the current exemption expires on 31 March 2024.

10 The entire process to extend the exemption, including policy approval and

implementation of the regulations, will take 20 weeks, with 4 weeks/28 days required

for the notice period, which can be done during the House closedown?,

11 Below is a tentative timeline for the OIC as the last available opportunity before the

general election.

Date Action

April 23 Development of DEV paper, departmental and
ministerial consultation

11 May 23 Lodge DEV paper

17 May 23 DEV

22 May 23 Cabinet

6 Jun 23 Drafting instructions to Parliamentary Coungsél
Office (PCO)

3 Jul 23 Final draft from PCO. Departmental consultation
begins

17 Jul 23 Draft papers to office=Ministerial eonsultation.
PCO final checks

10 Aug 23 LEG paper lodged

17 Aug 23 LEG

21 Aug 23 Cabinet / Executive Council

24 Aug 23 Gazette\notification

21 Sep 23 Regdulations in force

12 Extending the exemptionto 30’November 2024 means RUC revenue is foregone
from the National Land Transport-Fund, We estimate this to be between $30-58
million, depending on the-future uptake of battery EVs and PHEVs.

We can amend the Cabinet paper'we prepared (OC230013 refers) to include the
light EV exemption extension‘and to cover the consultation report back

13 If you agree€ to the.extension, we will prepare a Cabinet paper that will:

13.1 Seeks@agreement to extend the exemption.

13.2 Seek policy agreement to progress legislative change for minor amendments
that will simplify and improve the RUC system for RUC payers and Waka Kotahi
as RUC collector (such as removing RUC licence labels. You agreed to these
proposals in OC220846 refers).

13.3 Provide report back on the remaining 16 proposals that you agreed (0C220846
refers) should either be progressed through different workstreams (such as
considering greenhouse gas emission impacts when setting RUC rates being
picked up in the Future of the Revenue System project) or not progress (such
as including fuel type, origin, and blend in setting RUC rates).

2 |f policy approval is obtained before the election, the remaining process will take 6 weeks and therefore must

begin no later than February 15, 2024.
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14 This will satisfy your report-back to the Cabinet Environment, Energy, and Climate
(ENV) Committee on the outcomes of Driving Change and with recommendations for
legislative change [ENV-21-MIN-0064 refers].

The Cabinet paper could include extending the heavy EV RUC exemption
15 You have indicated an interest in extending the heavy EV RUC exemption from 31

December 2025 up to December 2030 (OC220992 refers). We are seeking direction
on whether to include this in the expanded Cabinet paper.
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In Confidence
Office of the Minister of Transport

Cabinet Economic Development Committee

Road user charges: electric vehicle exemptions and reporting back from the Driving
Change consultation

Proposal

1 This paper seeks agreement to:

1.1 allow the road user charges (RUC) exemption for light electric vehicles (EV's)
to expire, as legislated, on 31 March 2024;

1.2 extend the RUC exemption for heavy EVs to 30 Nevember 2030, and;

1.3 improve the RUC system for RUC payers and Waka Kotahi NZ Transport
Agency as RUC collector.

2 The changes include setting partial RUC ratesfor plug-in hybrid electric vehicles
(PHEVs), exempting very light EVs such a$ electfic motorcycles, and removing the
requirement to display RUC licence labels.

Relation to government priorities

3 The proposals in this paper support the sustainability and fairness of New Zealand’s
land transport revenue system., The Goverament has an ambitious transport
investment agenda, and there’is insufficient revenue in the National Land Transport
Fund (NLTF) to meet these' commitments. The proposals in this paper will generate
additional revenue to\help deliver on'the Government’s transport priorities.

4 Our Cooperation Agreementwith the Green Party of Aotearoa reflects our shared
priority to.address climate‘change. One way that the transport portfolio can help
realise thisicommitment is'by promoting the adoption of zero-emission heavy
vehicles!

5 Other proposedichanges to the RUC system will modernise and streamline
legislation, reduce compliance costs, and create a more favourable operating
enviropment for Waka Kotahi NZ Transport Agency (Waka Kotahi) as the RUC
collecter. These updates are consistent with the Government's efforts to improve the
quality of regulation and adhere to good regulatory practice.

Executive Summary

6 Te Manati Waka Ministry of Transport (the Ministry of Transport) has reported back
on the outcomes of public consultation on proposals for changing the RUC system,
published in the discussion document Driving Change Reviewing the Road User
Charges System.

7 The Ministry of Transport’s report-back includes recommendations for changes to the

RUC system to accommodate charging light EVs RUC when their RUC exemption
expires on 31 March 2024. After this date, light EVs will require RUC licences to
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legally operate on the road. The report-back also contained recommendations on
technical amendments to RUC and associated legislation to improve the RUC
system’s administration.

| am seeking agreement that the light EV RUC exemption will end, as currently
legislated on 31 March 2024.

In this paper, | also propose four major changes to the RUC Act:

9.1 extending the heavy EV' RUC exemption to 30 November 2030 to give them
time to reach two percent of the fleet, supporting our decarbonisation goals;

9.2 enabling partial RUC rates for plug-in hybrid EVs (PHEVs) and removing their
ability to apply for refunds of fuel excise duty (FED). This is to avoid those
road users having to pay both RUC and FED for their vehicles;

9.3 permanently exempting very light EVs (electric motorbikess all-terrain
vehicles, mopeds) from RUC;

94 clarifying a range of vehicle definitions in legislation, includingibattery electric
vehicles, PHEVs, and very light electric RUC/Avehicles.

Though these changes will not be in place by.the time the light EV RUC exemption
expires on 31 March 2024, they will improve the RUC-system’s operation for Waka
Kotahi as the RUC collector, and for RUC ‘payers.

The need to pass a Bill to implement these changes provides an opportunity to
complete some minor and technical amendments, that will also reduce compliance
costs and provide for better. administration'of the RUC system.

These amendments inglude removirg the requirement for vehicles to display RUC
licenses and/or labels and.improying the ability of Waka Kotahi to carry out
assessments for unpaid*RUC,

| also seek Cabinet’s agreement that using RUC to charge for more than road use
instead be‘considered under the Future of the Revenue System project that the
Ministry.ofid ransport is undertaking. Pricing for externalities, such as the inclusion of
greenhouse gas (GHG).emissions within RUC, are more of a system level change.
These Options are best considered at a wider revenue system level rather than solely
for vehicles thatypay RUC. There is a risk this is interpreted as inaction on climate
change, but imposing additional costs on vehicles that pay RUC and not on other
vehicles on, the network is unfair.

There are several other proposals from Driving Change that belong in other Ministry
of Transport workstreams, or that should not progress. More detail on these
proposals, and my rationale for their treatment, is in this paper’s annexes.

Structure of this paper

15

This paper is in two parts. The first part discusses the RUC exemptions for EVs. The
second part is my report back on the proposals resulting from the Driving Change

" EVs with a gross vehicle mass over 3.5 tonnes.
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discussion document outlining my intended legislative amendments for a RUC
amendment Bill.

Background to Road User Charges

16

17

18

Under the RUC Act, vehicles are subject to RUC if they do not use fuel that is
charged fuel excise duty (FED) or they have a gross vehicle mass greater than 3.5
tonnes (primarily trucks, buses, and some trailers).

The purpose of RUC, as set out in Section 3 of the RUC Act, is to impose charges on
vehicles for their use of the roads that are in proportion to the costs that the vehicles
generate.? Vehicle operators paying RUC must purchase and display and/or carry
RUC licences, which are bought in advance of travel and in units of 1,000 km. The
cost of a RUC licence increases with the vehicle’s weight and varies with the number
of axles. Currently, almost all RUC vehicles are diesel powered; but vehicles using
other fuels such as electricity, hydrogen, and biodiesel are alse/sSubject to]RUCH

RUC revenue is hypothecated (dedicated) into the Natignal‘Land Transport Fund
(NLTF), that funds the land transport system’s maintenanee, operation and
improvement. In the 2021/22 financial year RUC géntributed $1.9%illion in revenue to
the NLTF out of a total of $4.2 billion in revenug: Of this, 800,000 ight RUC vehicles
contributed $700 million, while 190,000 heavywehigles (in¢luding trailers towed by
heavy vehicles) contributed $1.2 billion.

RUC exemptions for light and heavy EVs

19

We need to reduce our transportsemissions by 44, percent by 2035 and reach net
zero by 2050. To help achievexthis The Decarbonising Transport Action Plan 2022—
253 sets out ambitious tardets to'increase zero-emissions vehicles to 30 percent of
the light fleet and reduge emissionsdrom.freight transport by 35 percent by 2035. The
Action Plan says the.GovernmentWill'consider the future of the RUC exemptions for
light vehicles (Initiative 2:1.1) and heavy vehicles (Initiative 3.1.6).

The exemption for light EVS§ should be“allowed to expire

20

Since 2009, light EVs have been exempt from RUC to encourage their uptake.
Initially, the.exemptien was intended to last until light EVs comprised 1 percent of the
light vehicle fleet, which was legislated as an exemption end date of 30 June 2020. In
2016, when.EVs made up only 0.4 percent of the national fleet, the exemption was
extended until they reached 2 percent of the light vehicle fleet. In 2021, light EVs
accountediforonly 0.6 percent of the national fleet, so the exemption was further
extended until March 2024. During 2021, the number of light EVs increased
substantially and by July 2023, the proportion of light EVs had increased to 1.9

2 |n the context of land transport, ‘costs’ are defined in terms of expenditure from the National Land Transport
Programme (NLTP). Expenditure from the NLTP is categorised as one of the following:

common costs — this mostly includes expenditure relating to road signage, road markings, routine
maintenance, traffic lights, general road policing and public transport subsidies

gross vehicle weight-related costs — expenditure relating to bridges and pavement strength
heavy vehicle policing costs — expenditure for the NZ Police’s Commercial Vehicle Safety Team
pavement wear costs — expenditure related to pavement maintenance, resurfacing and rehabilitation

space costs — expenditure related to construction and land purchases
3 https://www.transport.govt.nz/assets/Uploads/MOT4716_Emissions-Reduction-Plan-Action-Plan-P04-V02.pdf
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percent of the national fleet. Ministry of Transport modelling suggests the 2 percent
light EV target will be reached in 2024.

21 When Cabinet agreed to extend the light EV RUC exemption from 31 December
2021 to 31 March 2024, it noted that EVs would need to pay RUC after that date
unless legislation is amended [ENV-21-MIN-0036 refers]. Because EVs will soon
reach 2 percent of the light vehicle fleet, | propose to allow the light EV RUC
exemption to expire on 31 March 2024. Therefore, from 1 April 2024, all light EV
owners will be required to pay the relevant rate of RUC for their vehicles. This is
currently $76 per 1,000 kilometres travelled.

22 Light EVs include a range of low and zero emission vehicles of various configurations
and motive power sources. These include battery electric vehicles that are wholly
powered by electricity, PHEVs that are partly petrol-powered, and very light EVis'such
as mopeds, motorbikes, and all-terrain vehicles.

23 In July 2023, there were 81,702 light EVs in the light vehiclefleet,/Comprising 58,941
battery electric vehicles, 22,761 PHEVs, and 2,571 electriegnotorbikes, which is just
under two percent of the light fleet. Currently around $34million of-revenue per year
is foregone from the NLTF (plus GST of $5 million)-eecause of these Vehicles being
RUC exempt, assuming an average annual distance travelled'of;1.1;000 kilometres.*

24 For 2021/2022, RUC represented $1.9 billiomofirevenue.of the total $4.2 billion in the
NLTF.® In this context, $34 million per yearof foregope~revenue is relatively small,
but officials advise me that the amountef.revenue foregone scales up quickly as light
EVs become a larger percentage of the fleet.

25 | prefer to allow the exemptionstorexpire becausesit ensures that EV owners will
contribute to the cost of operating,/ maintaining, and improving our land transport
system like every other road/User. This, is,consistent with the key principle of the RUC
system, that road userg pay in prop@rtion.to the estimated cost of their road use.

26 Allowing the exemption to expireiis also the best option for NLTF revenue because
light EV ownerswill begin topay the full RUC rate (comparable to their non-electric
equivalents. At thevCurrent.legislated rate that is $76 per 1000km). As EVs become a
larger portion ofthe vehicle fleet it will become increasingly important for the
sustainability ©f transport revenue that they contribute for their road use.

Allowing the RUC exemption to expire will impose a cost and compliance burden on EV
owners

27 The RUC exemption’s benefit to an existing light EV owner is worth $836 per year for
an average distance travelled of 11,000 kms. If EVs become more expensive to
operate it could reduce EV uptake amongst price-sensitive car buyers.® However, |
do not consider this to be a substantial risk. The incentive to purchase or operate an
EV/does not arise solely from the RUC exemption. EV purchasers face higher upfront
costs (that are not addressed by the RUC exemption) but have lower operating costs
irrespective of becoming subject to RUC. Electricity is considerably cheaper than
petrol or diesel and EVs have lower maintenance costs.

4 This estimate does not take account of any fuel excise duty attributable to PHEVs.
5 https://www.nzta.govt.nz/assets/resources/annual-report-nzta/2021-22/nltf-annual-report-2021-22.pdf
6 Assuming there is no supply constraint in the light EV market.
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The Government has also introduced the Clean Car Discount, a policy that better
supports uptake and our decarbonisation priorities. Following the implementation of
rebates in July 2021 uptake of zero and low-emission vehicles has exceeded
government and industry expectations, likely due to a combination of the Clean Car
Discount coupled with other external factors. Battery electric and PHEVs have
increased from 3 percent of brand-new passenger car sales in 2020 to 20 percent in
2022.

The chart below illustrates how light EV uptake has tracked over the lifetime of the
RUC exemption, how it has increased following the Clean Car Discount, and how this
compares in an international context.

Percentage of brand new passenger car registrations that are battery electric or

30% plug-in hybrid.
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25% Edrope, 23%
UK, 23%

20%
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Allowing the RUC, exemption to expire will also impose a small compliance burden on
light EV ownerstwho will need 16 purchase a RUC licence from Waka Kotahi and
display the RUC lieeénce Jlabel, on their vehicle. The compliance burden is no greater
than that imposed on other,road users subject to RUC, and there is no evidence that
light EV.owners are less able to bear this burden than other road users.

Because. light EVis licencing labels (often called ‘rego’) do not currently identify those
vehicles as RUE vehicles, owners of those vehicles would need to replace their
current ‘rego’ labels to make them RUC-identifiable. This will be an additional cost to
those motorists.

It i§ possible to reduce some of this compliance burden by removing the requirement
forlight RUC payers to display a RUC label in their vehicle’s windscreen (covered in
paragraph 68 of this paper).

Alternatives to the exemption expiring pose risks to NLTF revenue

33

Aside from allowing the RUC exemption to expire on 31 March 2024, it is possible to

either: extend the RUC exemption for light EVs, set a permanent, partial (lower) RUC
rate for EVs, or to phase light EVs to the full RUC rate through a series of graduated

increments.
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Continuing to fully exempt light EVs poses the greatest revenue risk to the NLTF.
Officials advise that extending the exemption to (for example) 2027 would result in
approximately $240 million (excluding GST) in foregone NLTF revenue, assuming
the rate of light EV uptake remains consistent. Depending on the rate of light EV
uptake, the revenue foregone could vary between $186 and $355 million.

It is possible to move EVs to the full RUC rate using a phased approach, or set a
reduced rate. This would have a smaller revenue impact than maintaining the full
exemption, but would still impact on the NLTF. The scale of the impact would depend
on the length of the phase-in period and the RUC rate applicable at each stage. The
same is true of setting a reduced rate.

Replacing this revenue would require us to increase costs on other road users.
Otherwise, we would need to reduce/defer investment in the land transport system.
This may have equity implications, particularly for low-income road users whe-need
to drive to get to work or education. The NLTF is already under gonsiderable
pressure, and Waka Kotahi has advised me that, due to pre-existing contractual
arrangements, projects most likely to be deferred or delayed are walking and cycling
projects and public transport activities (projects that deliver on commitments under
the Emissions Reduction Plan).

From a revenue and fairness perspective, there is net a strong‘argument to phase-in
RUC or set a reduced rate. Light EVs generate the same.costs as other light vehicles
and should therefore pay the same rate as‘other roag-tisers driving similar petrol and
diesel vehicles. As noted above, the Gevernment has introduced other incentives to
purchase EVs, including the Clean Car, Discount:

Submitters on the Driving Charige, discussion,doeument expressed mixed sentiments
about charging EVs RUC. Many submitters were opposed to any exemptions to
RUC. Grounds given for opposition ineluded:

e the principle that-all vehicles/sing'the roads should contribute to their use of the
roads;

o the fact that exemptions-itansfer costs to users who may not have options to use
low emisSion vehicles;

o thatlexemptiens dildte the funding available for the NLTF;
o that an&xemption scheme is open to misuse (and is therefore a revenue risk);

o that exemptions add complexity and cost to the system.

The best.artangements for charging RUC on EVs require legislative change, and will not be
in place by\1 April 2024

39

Onboarding the approximately 100,000 new RUC payers in April 2024 will be a
substantial process. The majority (around 72,000) will be battery EV owners, whose
transition into paying RUC will be relatively smooth (they will only need to provide an
odometer reading, and subsequently purchase and display a RUC licence in the
same way as existing light RUC payers). Many of these vehicle owners will be
unfamiliar with the RUC system. The transition will be more challenging for the
owners of PHEVs (around 2,000 vehicles) and very light EVs (3,000 vehicles). The
changes | propose to the RUC legislation and system will solve these problems.
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40 Until that legislation can be enacted, the current systems for charging RUC will be
used. From 1 April 2024, EV owners will have to purchase physical RUC licences.
Waka Kotahi has an online system for the issue of licences, however some
operational and IT system changes may be needed. Waka Kotahi’'s call centre may
need additional staff to assist EV owners with purchasing RUC licences.

41 Waka Kotahi will need to know the odometer reading of each light EV on the day the
exemption ends so it can be sure that their owners purchase RUC from the correct
recorded distance. Other than exempt vehicles, a vehicle is normally liable for RUC
from the time it is registered and its initial odometer reading is recorded by a Waka
Kotahi agent as part of the process of registering the vehicle. However, for light EVs
that are already in use, Waka Kotahi will not know the initial distance for the
purchase of the RUC licence. Without legislative change, the only way that odometer
readings can be recorded by Waka Kotahi is via warrant of fithess checks or through
the voluntary submission from motorists. Many light EVs will not have had awartant
of fitness check by 1 April 2024.

PHEYV owners will pay both FED and RUC

42 When the exemption ends, PHEVs” will be subjectte the standard light type 1 RUC
rate, and owners will be able to make refund claimsAfoer-any FEDypaid. In principle,
this is the most equitable option, as it allows far the fact that PHEVs can have widely
varying petrol consumption depending on use, lhwould easure that no PHEV user
paid more than their fair share of road taxes.

43 This has drawbacks. The existing FED,refund process is paper-based and requires
manual processing. It passes significant user compliance costs and administrative
costs to motorists. The refundpracess requires’elaimants to keep full records of their
petrol purchases and use, andeven with current volumes it can take up to eight
weeks to process a claim.“\We estimate that'by 1 April 2024 there could be more than
29,000 PHEV:s in the fleet=lf'the owners=of these vehicles began to claim refunds of
excise duty that could, .add-80,000 refund claims to be processed each year, more
than doubling currentolumes. Thiswould cost around $2-3 million annually to
administer.

44 s9Q)(K) \ V4 \\*
O‘ ~\/ This can be solved by setting a

partial rate for.these“vehicles, and removing PHEV owners’ ability to apply for FED
refunds.

I propose that‘we ‘enable the setting of partial RUC rates for PHEVs and removing their
owners’ ability"to apply for FED refunds

45 An‘amendment to the RUC Act is required to enable partial RUC rates.® A partial
RUC rate will still potentially overcharge some PHEV owners and undercharge others
due to the wide variation in fuel consumption and usage. However, it should be noted
the RUC system already involves a significant amount of averaging in the setting of
RUC rates. For clarity, | am only proposing a partial rate for these vehicles to avoid

7 PHEV in this paper covers only petrol PHEVs, of which there were 22,761 in the fleet in July 2023. There were
26 diesel PHEVSs.

8 Partial RUC rates could also be relevant for dual fuel petrol-CNG and petrol-LPG vehicles and a small number
of petrol vehicles that pay RUC because they have a gross vehicle mass greater than 3.5 tonnes.
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the unfairness of taxing them twice for their road use. Setting RUC rates based on
fuel type and origin is a separate proposal, covered in Annex Two.

The changes required to implement partial rates and transition battery EVs and
PHEVs into paying RUC are significant and will require numerous amendments
throughout the RUC Act. The implementation of these changes will take place in two
parallel processes. One process will involve changes to the RUC Act to enable partial
rates, while the second will involve legislating new RUC rates, including partial rates,
through amendments to regulations.® Officials will provide further advice to
Government on what those specific rates will be once the vehicle types and basis for
cost allocation are established.

The potential RUC revenue from very light EVs doesn’t justify the administrative and
compliance costs

47

48

49

As there are very few diesel motorcycles in the fleet (484 as at July 2023), and EVs
are exempt from RUC, there has been no need to consider RUE for motorcycles until
now. However, electric motorbikes and other very light EVsdare'likelydo become
more common in the future. Under the status quo, when‘the light EV exemption
expires these vehicles must have a RUC licence to-eperate on the road network
legally.

Many of these vehicles will be unsuitable forregular road.use (such as electric all-
terrain vehicles) and are typically lighter than ohe tonnexgross vehicle mass,
imposing minor road wear-related costs-omthe transport system, so should be
exempt from RUC. Others will not have distance{recerders fitted, so it will not be
possible to determine what distances they have trayvelled, and therefore how much
RUC they should purchase. Thére are also practical issues about where a RUC label
can be reasonably displayed.

Officials are still considering‘the best way.to treat very light RUC vehicles when the
RUC exemption expites on'31 March 2024.

| propose that we exempts/Certain verydight EVs in the longer-term

50

51

52

Submissighs, to\Briving ‘€hange that opposed bringing very light EVs into the RUC
systemseited the complianee burden involved (especially considering the minimal
damadge‘these vehiclesimpose on the roads) and the disincentive to the uptake of
these vehicles, It\was noted that the administrative and compliance costs of bringing
these vehicles into the RUC system would likely outweigh the revenue from charging
them, and |,consider this a valid argument to exempt these vehicles.

There would not be significant short term revenue implications, given the small
number of very light EVs in the current fleet.'® In the longer term, if all very light petrol
vehicles were replaced by electric equivalents this could result in reduced FED
revenue of around $14 million annually (excluding GST).

Very light EVs are a highly diverse category of vehicles. An exemption based on
weight alone may result in a legislative framework that enables RUC evasion for road
use for certain types of very light cars, which is not the exemption’s intent. To
address this, | propose to establish a new regulation to specify which very light EVs

9 Including the Road User Charges (Rates) Regulations 2015 and the Land Transport Management
(Apportionment and Refund of Excise Duty and Excise-Equivalent Duty) Regulations 2004 to remove the ability
of PHEV owners to claim FED refunds as a “licensed vehicle” under that regulation.

102,571 in July 2023.
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are exempt, and that Cabinet gives the Minister of Transport the ability to
recommend which vehicles are exempt, subject to criteria to be set out in the RUC
Act.

A strong signal is needed to encourage the uptake of heavy EVs from 0.3 percent of the fleet
to 2 percent

53

54

55

56

57

In 2016, Cabinet decided that heavy EVs should remain exempt from paying RUC
until they made up 2 percent of the heavy vehicle fleet — currently they make up 0.3
percent.!

Section 37A(2) of the RUC Act provides for extending the exemption from RUC for
heavy EVs. It stipulates that | must not recommend the Order to extend the
exemption unless | am satisfied that it would encourage the uptake of heavy EVs.

Without intervention the exemption from RUC will expire on 31,/December 2025,
Modelling by the Ministry of Transport indicates that without a'\RUG exemption.in
place heavy EVs will comprise between 0.92 to 2.38 percent/of the fleet by 2030.
With an exemption, the Ministry forecasts that by 2030,the heavy EY fleet size will
make up between 1.1 to 2.9 percent of the fleet (around 3600 vehicles in the base
case).

Operating costs for heavy vehicles are a significant.part of'the total cost of ownership
and purchases are usually planned years ih advance. Forthis reason, | am satisfied
that an exemption from RUC would supportthe uptake of heavy EVs. Considering
the upfront purchase cost of heavy EVs, Iintend tovextend the heavy EV RUC
exemption to 30 November 2030 te proyide a streng signal and greatest support to
the sector to increase uptake, linking'this extension'to achieving 2 percent of the
fleet.

The Ministry of Transport-modelled tHelpotential reduction of GHG emissions to
come from extending the*heavy EV, exemption from 2025 to 2030. Extending the
exemption is expectethto Contribute to 103 kilo tonnes of avoided tailpipe GHG
emissions by 2030, which is@&3kile"tonnes higher than if the exemption was not
extended. We can assume further avoided emissions over the lifetime of the
vehicles, as they remain in the fleet after the exemption expires. These savings are
depicted inthe,table below,‘in annual and cumulative terms.

1" When heavy EVs were first exempted from RUC in 2016, setting a ‘percentage-of-the-fleet-based’ measure
was unworkable in legislation because it cannot account for changes in fleet composition over time. A time-based
exemption was therefore used as a proxy for fleet percentage
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Kilo tonnes of avoided greenhouse gas emissions from the heavy EV exemption, in
annual and cumulative terms

Year Base case High case Cumulative emissions saving
Period Base case | High case | Low case

2031 30.33 43.29

2032 28.97 41.28

2033 27.34 38.87

2034 25.56 36.27

2035 23.83 33.73 2031-35 136.0 193.4 60.7

2036 22.07 31.20

2037 20.34 28.77

2038 18.69 26.46

2039 17.15 24.25

2040 15.82 22.32 2036-40 94 .1 133.0 430

2041 14.62 20.59

2042 13.51 19.00

2043 12.39 17.44

2044 11.29 15.88

2045 10.14 14.29 2041-45 62.0 87.2 28.6

2046 9.02 11.79

2047 7.97 10.38

2048 7.09 9.12

2049 6.30 7.98

2050 5.67 7.06 2046-50 36.1 46.3 17.3

This exemption comes at a sighificant costfso lhave directed the Ministry of Transport to
monitor EV uptake

58

59

60

| am aware that{cofitinuing tovexempt heavy EVs will impact the NLTF. RUC is a key
source of revenuexto the NLTF »so any exemption from paying RUC forgoes revenue
that couldsbe inveésted intorthe land transport system. Given heavy EVs are still a
small prepértion of the vehicle fleet, the foregone revenue from a RUC exemption is
smallrelative to totahNLTF revenue.

In 2021/2022; approximately $16 million'? of revenue was foregone due to the RUC
exemptian for light and heavy EVs - equivalent to a 0.4 percent reduction in NLTF
revenué. Ministry of Transport modelling shows that extending the heavy EV
exemption out to 2030 may cost $146 million.™

It is\important to balance the benefits to heavy EV purchasers through incentivising
their adoption with the risk to NLTF revenue from them not paying RUC. A key
principle of the RUC system is that road users pay for their road use, meaning that
the exemption cannot continue indefinitely. | believe that, over this time period,
exempting heavy EVs from RUC is less of risk to NLTF revenue than exempting light

12 Calculated using the fleet number for plug in hybrids electric vehicles (PHEV), battery electric vehicles (BEV)
and electric motorbikes, assumes 11,000 km pa travel and that BEVs pay type 1 rates and PHEVs pay 50
percent of type 1 rates.

13 Using the “base case” scenario from the Ministry of Transport's modelling.
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EVs, and that the need for heavy EVs to reach 2 percent of the fleet justifies their
continued exemption.

Ministry of Transport officials will continue to monitor the impact of the heavy EV
RUC exemption on heavy EV uptake, the amount of RUC revenue forgone during the
exemption, and any potential market distortions created by the exemptions. If
necessary, the exemption’s end date can be altered through a further Order in
Council.

Reporting back on the Driving Change: Reviewing the Road User Charges System
proposals

62

63

64

65

The last suite of major changes to the RUC system was made in 2012 with the
enactment of the RUC Act. In November 2021, Cabinet approved the release of a
discussion document asking for feedback on potential changes/to the RUC system. |
was tasked with reporting back to the Cabinet Environment, Energy and Climate
Committee on the results and making recommendations [ENV&=21-MIN-0064 refers].

The discussion document titled Driving Change: Reviewing the Road_ User Charges
System was released for public submissions in Jariuary 2022.'* It\contained 30
proposals grouped into three chapters based on the level of system-change
proposed.

The document’s discussion questions were‘epen-endedand wide-ranging.
Stakeholder meetings and online workshops were‘held,-and over 100 submitters
provided feedback with about 3,000 separate responses to 89 discussion questions.
Most submissions received were fromsthe freight and trucking sectors, with some
from private individuals.

The following sections and*Annex Onejpresent the changes | am seeking Cabinet
agreement to progress:-Fhése changés will be included in a RUC Amendment Bill
that | will initiate if Cabingt’agrees to)my recommendations. Paragraphs 83-87
describe the proposals that Ifecommend the Government pursues, but not as part of
the RUC Amendment Bill. "am,also reporting back on the proposals that | have
decided tonot\progress. in paragraphs 88-92. The latter two are detailed in Annex
Two.

Changes to the RUC Actarevieeded to improve the RUC system’s administration

66

67

In addition tersetting partial RUC rates for PHEVs, and exempting very light EVs, |
propose a suite of improvements to the RUC system and legislation that will improve
RUC for Waka Kotahi and RUC payers. The changes below require amendments to
the Road User Charges Act 2012, and will therefore not be in place before EV
owners start paying RUC from 1 April 2024. Waka Kotahi, as the RUC collector, will
implement transitional arrangements for these vehicles until new legislation can be
enacted.

After reviewing the submissions on how to transition light EVs into the RUC system
after the exemption ends, | found that opinions were mixed. However, there was a
consensus that inequities between road users in the revenue system need to be
addressed, compliance costs should be reduced, and administration costs should be
minimised. It is important to ensure that any changes made to the RUC system are
equitable and do not place undue burdens on certain groups of road users. While

14 https://www.transport.govt.nz/consultations/road-user-charges-consultation
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there may be some initial costs associated with implementing a new system, the
long-term benefits of a more streamlined and fair revenue system are clear.

| intend to remove the obligation to either carry or display RUC licence labels for light and
heavy vehicles

68

69

70

71

72

The current paper-based RUC licence system is outdated. The requirement for Waka
Kotahi to print and post paper RUC labels, and then for RUC payers to carry or
display them creates unnecessary administration and compliance costs. The cost to
Waka Kotahi for printing and mailing a single motor vehicle licence is $1.07, with 5.7
million licences posted each year costing $6.2 million. Waka Kotahi also has average
annual costs of $2.5 million to resend licence labels that have been lost in the mailing
system. | propose that heavy and light RUC customers can still use paper labels if
they prefer, but verification of RUC status would be done through the vehicle's
registration plate number on Waka Kotahi's online records.

Legislation treats heavy and light RUC vehicles differently in‘this réspect.
Specifically, | propose that: light RUC vehicle owners sheuld not be réquired to
display RUC labels, that heavy RUC vehicle owners should not be=required to carry
RUC labels, and that electronic RUC (eRUC) devices in heavy RUC vehicles should
not need to display a RUC licence. The removal, 6f these requirements would simplify
administration and eliminate the need for paper licences. Most submissions on the
Driving Change document agreed that RUC-licenges were.an unnecessary
administrative burden.

Waka Kotahi estimates that setting upnan,online@lternative to verify RUC status will
have approximately $7.5 million in digital costs. Waka Kotahi will provide the back-
end function and link to send Néw, Zealand Police RUC records, and the front-end
online service for RUC payers'to check theinlatest odometer reading. Additionally,
these costs allow Waka Kotahi to initiatenlow-cost reminders to RUC users to
purchase RUC to ensure.compliance is-at least maintained despite the removal of
the label. There will@lsobe IT sgcurityscheck and associated implementation costs.

I expect that removing the obligation to carry or display RUC licences will help
smooth the transition to the RUC system for new payers. Much of the penalty regime
is centred/on the'display.ofithe correct licence and the removal of this requirement
eliminates that burden and makes it easier for RUC payers to comply with their RUC
obligations>While there’may be an increase in unintentional non-compliance (people
forgetting to purchase new licences), any unpaid RUC would be recovered when the
person nextpurechases a licence or following a Warrant of Fitness (WoF) or
Certificate of Fitness (CoF) inspection.

New’ Zealand Police has advised that it will not be able to enforce RUC non-
compliance without real-time roadside access to RUC information. While a new
online system is being proposed, the exact details and ICT requirements are yet to
be-developed. Before the RUC display requirement is removed, it will be important to
ensure that Waka Kotahi and New Zealand Police have sufficient time and funding to
implement this online system that people can easily access to check their RUC
status, and that Police can use to carry out effective enforcement. The requirement
for labels should not be removed before this online system is ready.

CNG and LPG powered vehicles should pay RUC at the same rate as diesel-powered
equivalents

12
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Currently FED is collected on the sale of all CNG and LPG at the point of
manufacture or import. The excise rate for LPG is 10.4 cents per litre and it is $3.17
per giga joule for CNG which is much lower than the petrol excise duty rate (currently
45.024 cents per litre under the temporary reduction, returning to the full rate of
70.024 on 1 July 2023).

The FED paid for CNG or LPG that is not used for road transport is then refunded to
fuel importers/retailers. While this arrangement was appropriate when CNG and LPG
were major transport fuels in the 1980s and 1990s, there are now fewer than 1,400
active road vehicles using these fuels and these numbers are falling each year.

Almost all LPG is used for non-road transport purposes, meaning that more than 98
percent of FED on LPG should be refunded. This imposes considerable compliance
costs (estimated to be several million dollars per year) for collecting and then
refunding FED for both the CNG and LPG import and distribution sector and'Waka
Kotahi.

Transitioning these vehicles to the RUC system was uniformly supported by
submitters on the Driving Change document. Most submissions cited the efficiency
gains and the fact that the proposal aligns these fuéls with how diesel is treated.

| propose that CNG and LPG-powered vehicles that ‘are operated on the road are
charged the same RUC rate as their dieselfpowered equivalents. This is a fairer
arrangement as these vehicles generate‘the,same costs\as equivalent light diesel
and petrol vehicles. Waka Kotahi will,n€ed-to engagewwith these vehicle owners to
help them understand their new RUC abligations.

Charging RUC on CNG- and £PGspowered, vehicles will replace the obligation to pay
and collect excise duty on PGrand CNG, which is provided for under the Customs
and Excise Act 2018 and.thé Exciseand Excise-equivalent Duties Table (EEDT).
LPG, which includes butafie, is addedto Some motor spirits during secondary
blending (manufactiring)that takes place at tank farms. The Ministry of Transport
and the New Zealand Customs Service will work together to determine what changes
are required to thé Customs,and Excise Act, EEDT, and any other related secondary
legislation to remove excise-duty obligations in relation to LPG and CNG.

| also recommiend astangenof minor and technical amendments to RUC legislation

79

80

The need to amend*RUC legislation for EVs presents us with an opportunity to
implement seme, minor and technical amendments that will help make the system
easier to,navigate for road users and easier to administer for Waka Kotahi. These
amendments were all included in the Driving Change document, and only affect small
groups\of road users.

These changes involve:

o Providing Waka Kotahi with the ability to use historical RUC rates when
conducting a RUC assessment, broader discretion regarding a RUC
assessment review, and better access to third party records to assist in RUC
assessments.

o Exempting off road vehicles travelling for Certificate of Fitness (CoF)
purposes from paying RUC.

o Amending Road User Charges Regulations 2012 to:
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= amend the RUC bands to better align with the Land Transport Rule:
Vehicle Dimensions and Mass 2016 (VDAM) Rule, through

e removing the concession type licences 308 and 408 for Towing
vehicles with 3 or 4 axles that are part of a combination vehicle
with a total of at least 8 axles

e establishing a 54 tonne RUC band at a rate proportional to that
of a 54- tonne vehicle

= simplify the definition of all-terrain cranes and remove their RUC
exemption.

These proposals are non-controversial and were near-universally supported by,
submitters. More information on these amendments, and my rationale for pregréssing
them in a RUC Amendment Bill is provided in Annex One.

During the drafting process, there may be some minor adjustments of necessary
consequential amendments required, especially given‘the varioustransport Bills
under consideration by the House (e.g., the Land Transport (Road Safety)
Amendment Bill). As a result, | am also requesting,Cabinet's approval for discretion
to modify any legislative changes in the Bill that are technical, non-controversial, and
consistent with the overall policy set out in_this, paper.

Proposals included in the Driving Change discusSion doglUment/| recommend are considered
in other workstreams (see Annex Two)

83

84

85

86

The inclusion of externalities in RUC and ¢harging for GHG emissions are revenue-
system level issues ratherthan'RUC system specific, and therefore better addressed
in the Future of the Revenue System’project. These proposals attracted a lot of
feedback in the Driving«€hange submissions process but there was no consensus
and the views expressed Were polarised. There is clearly an appetite for further
public debate op'this topic, which'the wider system-level project can pick up.

Likewise, it’s important thatthere is consistency in the penalties regime, so |
recommend’that amending the RUC penalties is progressed using the Effective
Transport FinanciahPenalties Framework and Tool. The Ministry of Transport will
provideifurther advicevon amending the RUC Act so that electronic system providers
(i.e., the companies that provide eRUC) report RUC non-compliance when they
believe RUC evasion has occurred.

The pfoposal to remove the requirement to display vehicle licence (‘rego’) labels was
well supported by submitters, who considered that the display requirement imposes
unpecessary administration and compliance costs. While | agree, further work is
needed to ensure that in the absence of a physical rego label being displayed, there
is‘adequate access to vehicle data through an online portal provided by Waka Kotahi.
Further communication and engagement with local authorities is required to ensure
that their ability to enforce stationary vehicle offences is not hindered by the removal
of the licence label display requirement.

The feedback received on integrating electronic logbooks and eRUC is related to the
future role of telematics in road safety and are actions within Road to Zero work
programme. Future changes to the overweight permitting system are the Director of
Land Transport’s remit.
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Annex Two contains a more complete evaluation of these proposals.

Proposals that | recommend not be progressed at this time (see Annex Two)

88

89

90

91

92

Several proposals put forward in Driving Change were met with stakeholder
resistance. Concerns were raised about the feasibility and potential negative impacts
of these ideas. | recommend that the proposals included in table two of Annex Two
are not progressed at this time but are reassessed and potentially revisited at a later
date.

This cohort includes mandating eRUC' for heavy vehicles. The electronic system
providers raised concerns about some potential eRUC customers carrying more risk
than others and the impact mandating eRUC would have on their business. The
freight industry highlighted that currently there’s no standalone eRUC product
suitable for the small fleet operators. However, submitters were, open to a limited
form of mandate that is streamlined, phased in over time, andfrestricted to new heavy
vehicles only. More policy work is needed on a limited form of mandatory eRUC
before further advice on options for legislative change issprevided.

| recommend that the Government not progress work to include fuel type, origin, and
blend in RUC rates. While | note submitters agreed that new fuels would likely incur
higher costs ahead of their widespread adoptign,,using RUC toloffset these costs
would be extremely difficult to administer andwenfofce inga.way that maintains the
integrity of the RUC system.

After reviewing submissions on Drivirng. €hange,l consider some proposals to have
greater costs than benefits to RUC ‘payérs and Waka Kotahi as the RUC collector.
These are to: require WoF and"CeF assessors te.report evidence of suspected
odometer tampering; supplyRUC licences\in, amounts less than 1,000 km; and
change the requirements forsmaking andiretaining records. The proposal to define
‘accurate’ in relation tofdistance recarding in the RUC Act yielded no usable solution
from the consultation.

Proposals to make’'the heavynEV RUC exemption distance-based and to exempt
trailers towed by exempteehicles will not progress. Both would require RUC Act
amendments and further,cemplicate the approach to exemptions. The current
approaeh throtgh an Order in Council means the exemption’s time-bound form is not
modified.

Implementation

Extending the heavy EV RUC exemption

93

94

Newiregulations under the RUC Act are needed before the RUC exemption for heavy
EVs expires to set the new end dates. | do not propose to consult with the public
further before making these regulations, as they confer a benefit and only affect
owners and potential purchasers of heavy EVs.

Following gazetting of the exemption extension the Ministry of Transport and Waka
Kotahi will work together to publicise the exemption extension.

Amendments to the RUC system

5 An electronic system to collect RUC.

15
IN CONFIDENCE



95

96

97

98

IN CONFIDENCE

Amendments to the RUC Act and attendant regulations will be required to implement
the changes described in this paper. These are detailed in the legislative implications
section below. The Ministry of Transport and the New Zealand Customs Service will
determine what changes are required to the Customs and Excise Act 2018, Excise
and Excise-equivalent Duties, and any other related secondary legislation to remove
excise duty obligations in relation to LPG and CNG.

Waka Kotahi will need to inform current and future light EV owners, and CNG/LPG
vehicle owners about their RUC obligations. To provide enough time for these vehicle
owners to prepare for entering the RUC system, communications will need to begin
well before they begin paying RUC. Light EV and CNG/LPG vehicle owners will need
to know how to purchase their RUC licences and what rate they will pay.

Providing online systems for RUC payers to verify RUC status, and for enforcement
officials to carry out RUC enforcement, requires computer system improvements
(and other resourcing) to ensure accurate and accessible vehicle information-VVaka
Kotahi will work with New Zealand Police to ensure a vehicle's RUC status is
obtainable through an online portal providing real time, roadside information.

The other proposals are legislative changes alteringshow Waka Kotahi operates as
RUC collector. They will require Waka Kotahi to,clearly-communicate any changes to
their practices and procedures to RUC payers¢to,ensure they can maintain their RUC
compliance.

Cost-of-Living Implications

99

100

The expiry of the light EV RUC exemption will impese a cost on light EV owners of
around $836 per year, assumingsan average'distance travelled of 11,000 kms. This is
the same average RUC paid by an owner afian equivalent non-electric light RUC
vehicle, and there is no evidence thatlight"EV owners are less able to bear this cost
than other RUC payers!

While the RUC exemption forheavy,/EVs will reduce the operating costs for these
vehicles, | expett.the exemptions to have a negligible impact on the cost-of-living to
the most vulnerable’in our.community. This is because heavy EV uptake will likely be
too low toscausessignificantreductions in freighting costs, and any freighting cost
efficieney gains are unlikely to passed on to consumers.

Financial Implications

Extending the heavy EV'RUC exemption

101

102

103

The amount of revenue added to the NLTF once light EVs begin paying RUC in April
2024 wilbbe in the range of $55 to $86 million in 2024. Extending the heavy EV
exemption to 30 November 2030 is expected to forgo between $93 to $200 million.

Officials from the Ministry of Transport and Waka Kotahi will continue to monitor the
uptake of EVs and the resulting impact on NLTF revenue and will report to me about
any significant revenue risks that arise.

Currently, Waka Kotahi estimates the transition costs of BEVs and PHEVs into the
RUC system to be approximately $3.2 million and that the digital costs required to
build an alternative system to RUC labels will cost $7.5 million.

Amendments to the RUC system

16
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104  While | expect the other proposals to improve RUC compliance, simplify Waka
Kotahi’s administration of the RUC system, and increase revenue to the NLTF,
officials advise it is not yet possible to accurately quantify these benefits.

Legislative Implications
Extending the heavy EV RUC exemption

105 To amend to the heavy EV exemption end date, | propose new regulations, which
would be made by Order in Council, be prepared for Cabinet’s approval.

Amendments to the RUC system

106  Amendments to transport legislation and attendant regulations will be required o
implement the proposals and it is also likely that amendments are required 10 the
Customs and Excise Act 2018 and Regulations. Specifically, thefe will be ehanges to
the following legislation:

o Road User Charges Act 2012:
= Amendments to enable partial rates©f RUC.

= Removing the requirement for light RUC Viehicles to display a RUC
licence.

= Enabling Waka Kotahi t6,use historicalRUC rates in RUC
assessments.

= Allowing Waka Kethi dis€retion regarding the time allowed for an
assessmeént review.

= Allowinga limited,increase of Waka Kotahi’s access to third party
records.

= “Exemptingtravel for CoF purposes from RUC where the vehicle is
normally used off road.

= _Renmoving the RUC exemption from mobile cranes.

o Road User Charges (Rates) Regulations 2015: Realigning definitions to the
RUE Act, and rates for a range of new vehicles.

¢ Road User Charges Regulations 2012: Creating new RUC vehicle types
and RUC weight bands for BEVs, PHEVs, and certain very light EVs.
Removing the requirement that eRUC devices display RUC licences.
Simplifying the definition of all-terrain cranes.

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.

o Land Transport Management Act (Apportionment and Refund of Excise

Duty and Excise-Equivalent Duty) Regulations 2004: Amending to align
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with the changes to RUC legislation, in particular removing the ability to claim
refunds of the excise duty, excise-equivalent duty, and goods and services
tax charged in respect of motor spirits used in a PHEV.

o Customs and Excise Act 2018 and related secondary legislation:
Amending this legislation to give effect to the removal of the obligation to pay
excise duty on LPG and CNG at the point of manufacture and import (related
secondary legislation possibly being, but not limited to, the Customs and
Excise Regulations 1996 and the EEDT).

To support these changes, a bid for a Road User Charges Amendment Bill was
submitted for the 2023 Legislation Programme with a priority of category 5
(instructions to be provided to Parliamentary Counsel Office before the 2023 general
election).

Impact Analysis

Regulatory Impact Statement

108

109

For the proposal to extend the exemption from road user chargesifor/heavy electric
vehicles, a Regulatory Impact Statement has been€ompleted‘andsis attached in
Annex 3. The Ministry of Transport’s internal RIA panel reviewed the RIS and
provides the following comment: “This Regulatory’ Impaét Statement (RIS) has been
reviewed by a panel of representatives ffam\Te Manatt Waka Ministry of Transport.
It has been given a ‘meets’ rating againstthe quality ‘assurance criteria for the
purpose of informing Cabinet decisions, The pahel notes that there was limited
engagement with Maori, however it acknowledges that the subject matter makes
direct engagement with Maori(challenging¢’

The Treasury's RegulatoryNimpact Analysis team has also determined that the
remaining regulatory prop0sals on.road user charges legislation in this paper are
exempt from the requirement to provide a Regulatory Impact Statement on the
grounds that they have no orOnly=minor impacts on businesses, individuals, and not-
for-profit entities:

Climate Implications,of Policy~Assessment

110

111

112

113

The Climate Implications of Policy Assessment (CIPA) team has been consulted and
confirmsvthat the\CIPA requirements apply to the proposal to extend the RUC
exemption for heavy EVs, as a key objective of the proposal is to reduce emissions.

This préposals expected to have a relatively small impact on emissions from
transpert through supporting the uptake of heavy electric vehicles. This is estimated
to fesult in a cumulative 200 kt CO»-e avoided over the 2023 to 2033 period (ranged
from 93 kt CO2-e to 287 kt COz-¢ in the low and high EV uptake scenarios).

Full quality assurance of the emissions analysis was unable to be completed.
However, the scale of estimated emissions reduction appears reasonable, and the
CIPA team has no general concerns with the modelling methodology employed.
Relatively large uncertainty would be associated with this analysis due to limited data
available for heavy EV uptake, and this is mitigated somewhat by projecting impact of
this policy in the low and high EV uptake scenarios.

Ministry of Transport officials will work with the CIPA team to assess the emissions
impact of further RUC proposals as they are advanced, as appropriate.
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114 The CIPA disclosure sheet is attached in Annex 4.

Population Implications
115  No direct population implications arise from this paper.

Human Rights

116  The proposals in this paper are consistent with the New Zealand Bill of Rights Act
1990 and the Human Rights Act 1993.

Consultation

117  Consultation has occurred with the Treasury, Waka Kotahi, New Zealand Policg,
New Zealand Customs Service, and the Office of the Privacy Commissioner{ The
Department of Prime Minister and Cabinet has been informed\of the conténts of this
paper.

Communications

118  Waka Kotahi will need to inform light EV owners about their RUC obligations.
Officials intend to begin communications in November 2023\to give EV owners notice
of their RUC obligations. Further reminders, from Waka-Ketahi should occur before
the exemption expiry date.

119  If agreed to, | will announce on the'Beehive website that the heavy EV RUC
exemption will be extended. It issimportant thatithis is done as soon as possible
because potential purchasers of heavy EVsumay be influenced by the saving offered
by a further extension to the exemption.

120 | will announce the other proposalsbefore the election. This will provide Waka Kotahi
a clear direction anditime to communicate and explain any changes in its
administration of the RUC system, before the amendments come into effect. It will
also provide timefof RUC payers to understand the changes.

Proactive Release

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

Recommendations
The Minister of Transport recommends that the Committee:
Extending the exemption from road user charges for heavy electric vehicles

1 note that light electric vehicles are exempt from paying road user charges until 31
March 2024, heavy electric vehicles are exempt from paying road user charges until
31 December 2025, and owners of these vehicles will need to pay road user charges
from these dates unless the legislation is amended;
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note that light electric vehicles are expected to reach two percent of the light vehicle
fleet in 2024;

agree to allow the road user charges exemption for light electric vehicles to expire,
as legislated, on 31 March 2024,

note that charging light electric vehicles road user charges will generate revenue of
$55 to $86 million;

note that Waka Kotahi NZ Transport Agency will begin communications in November
2023, explaining the future road user charges compliance obligations to owners of
light electric vehicles;

note that amendments to primary legislation will be necessary to support the
changes as set out in this paper and that if these are not enactéd before 1 April\2024,
Waka Kotahi NZ Transport Agency will implement transitional arrangements, until new
legislation is in place;

note that although the number of heavy electric vehicles in our fleet is rising the
numbers are still below two percent of the national, fleet;

agree to amend the Order in Council underssection 37Awef.the Road User Charges
Act 2012 to extend the heavy electric vehicles road usencharges exemption to 30
November 2030;

note that extending the heavy electric.vehicle.roaduser charges exemption to 30
November 2030 will cause forégohe revenue ‘of $95 to $200 million;

note the heavy electric vehiCle/exemptionis in place to help the fleet reach 2 percent.
Officials will monitor uptake 'and reverue impacts and will recommend changes to the
exemption, if necessary;

note that further public consultation on the road user charge exemption for heavy
electric vehicles is not necessary as the proposed extension confers a benefit on the
public, anddhis approach is consistent with previous exemptions;

Report back ornthe Driving*€hange consultation

12

13

14

15

note that | wasjinvited to report back to the Cabinet Environment, Energy and
Climate’ Committee on the results of the Driving Change discussion document with
recommendations for legislative change [ENV-21-MIN-0064 refers] and this paper is
that\report back;

agree that battery electric vehicles and plug-in hybrid electric vehicles should pay
road user charges when the light electric vehicle exemption ends;

agree to amend the Road User Charges Act 2012 to enable the setting of partial
rates;

note that the policy intent of enabling partial road user charges rates is to avoid
subjecting owners of vehicles liable to both fuel excise duty and road user charges to
the full rate of road user charges;
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24

25

26

27

28

29

30

31

IN CONFIDENCE

agree to remove the ability for plug-in hybrid electric vehicle owners to apply for fuel
excise duty refunds for those vehicles;

agree that vehicles powered by compressed natural gas and liquefied petroleum gas
should pay road user charges;

agree to exempt certain very light electric vehicles with a gross vehicle mass of less
than one tonne from the obligation to pay road user charges;

agree that the Minister of Transport will have the authority to determine what very
light electric vehicle types are exempt from road user charges;

agree to remove the requirement that road user charges licences need to be
displayed or carried for all road user charges vehicles unless a vehicle owner
requests a licence label and pays the administrative fee;

agree that electronic road user charges devices in heavy vehicles shauld not be
required to display a road user charges licence;

note that Waka Kotahi NZ Transport Agency will develop an online“portal, in
consultation with New Zealand Police, for vehi¢lecowners and enforcement officers to
check a vehicle’s road user charges beforesthe licence display requirement is
removed;

note that Waka Kotahi NZ Transport Agency and New Zealand Police will ensure
that, when the display requirement isscemoved, New Zealand Police has adequate
access to vehicle data to enable enforcementidaction at all times and locations;

agree to enable Waka Ketahi NZ Transport Agency to use historical road user
charges rates to determine unpaid-road user charges in auditing assessments;

agree to allow Waka Kotahi NZsTransport Agency discretion regarding the time
allowed for an assessment review;

agree to allowsa limited inerease of Waka Kotahi NZ Transport Agency access to
third party=records to,assist with road user charges assessments;

agree to exempt travel for a Certificate of Fitness check from road user charges if the
vehicle is normally used off road;

agree to reset the road user charges bands to align with Land Transport Rule:
Vehicle Dimensions and Mass 2016 and remove concession type licences 308 and
408;

agree to establish a 54 tonne road user charges band at a rate proportional to that of
a 54-tonne vehicle;

agree the road user charges exemption should be removed from mobile cranes;

agree to modify the definition of all-terrain cranes in the Road User Charges
Regulations 2012 from a tyre contact area of more than 1,500 cm? per tyre” to “single
large or single mega tyred axles”;
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note that seven proposals from the Driving Change document will be progressed in
separate workstreams to the Bill amending the road user charges system. These
proposals are:

32.1

32.2

32.3

32.4

32.5

32.6

32.7

Including externalities in the costs considered in setting road user charges
rates;

Including impacts on greenhouse gas emissions when setting road user
charges rates;

Using electronic road user charges devices to improve road safety;
Adjusting the overweight permit regime;
Removing the requirement to display other transport labels;

Adjusting road user charges offences and penalties 16 be consistent with the
Effective Transport Financial Penalties Framework;

Creating a requirement for road user charges.electronie.system providers to
notify Waka Kotahi of the status of road usencharges payments;

note that eight proposals from the Driving"€hange doeument will not be included in
the RUC amendment Bill or directed toyether Workstreams at this time. These are:

33.1

33.2

33.3

33.4

33.5

33.6

33.7

33.8

Exempting vehicle combinations where thesmotive power is from a vehicle
exempted from road user‘charges;

Exempting low emission vehigles'trom road user charges based on distance
travelled;

Including/Afuel'type, origin,~and blend in road user charges rates;

Reviewing the requirements for electronic road user charges (including the
Cade of Practice’s\fitness for purpose) and mandating electronic road user
charges fortall heavy vehicles;

Allowing, for the purchase of road user charges licences in amounts less than
1,000 kilometres;

Change Certificate of Fitness and Warrant of Fitness requirements so the
assessor must report evidence of odometer tampering;

Clarifying the definition of ‘accurate’ for a distance recorder in a light vehicle;

Clarifying the requirements that certain persons must make and retain certain
records;

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 to 31 (including for primary legislation and any associated
regulations) including any consequential amendments, savings and transitional
provisions;
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35 note that a bid was submitted for a Road User Charges Amendment Bill to be
included in the 2023 Legislation Programme with a priority category of 5 (instructions
to be provided to Parliamentary Counsel Office before the 2023 general election);

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

Hon David Parker

Minister of Transport

Annex 1: Technical amendments to the RUC Act
Annex 2: Remaining proposals from the Driving Change‘discussion dogument

Annex 3: Regulatory Impact Statement: Extending'the'Heawvy Electric Vehicle Road User
Charges Exemption

Annex 4: Climate Implications of Policy Assessment; Disclosure Sheet: Extending the Heavy
Electric Vehicle Road User Charges Exemption

23
IN CONFIDENCE



Annex One: Technical amendments to the RUC Act

IN CONFIDENCE

Proposal

Context

Costs

Benefits

Stakeholder view

Amending the RUC Act to
enable Waka Kotahi to use
historical RUC rates when
assessing unpaid RUC.

Waka Kotahi must use the current RUC rate when assessing
unpaid RUC. This means that if Waka Kotahi reviews records for
a period of several years during which RUC rates increased, an
operator is required to pay extra on top of what they would have
been required to pay if they were compliant at the time the
journey occurred.

The purpose of this amendment is to allow Waka Kotahi to use
the rates that were in force at the time the journey was made.

Assuming RUC rates increase over
time, enabling historical rates may have
a very minor negative impact on
revenue collection compared to the
status quo. The collection will be the
revenue that should have been
collected at the time of travel.

Fairer for operators because any non-
payment will be assessed at the correct rate.

Is likely to reduce the number of complaints
made to Waka Kotahi.

Uniformly supported by submitters who
commented on this proposal in Driving
Change.

Waka Kotahi supports the proposal.

Extending an operator’s
time to request an
independent review of a
Waka Kotahi RUC
assessment.

Under the status quo operators have 20 working days to request
an independent review of a RUC assessment. | propose giving
Waka Kotahi discretion to extend this 20-day limit.

This proposal will lower administrative complexity in dealing with
operators who have missed their window for review.

Some administrative complexity will be
added by assessing applications for
review past 20 days.

Providing"Waka Kotahi withvdiscretion helps
create a more equitable RUC system as it
provides all operators with a chance to
request reyiew even under circumstances of
hardship.

Uniformly supported by submitters who
commented on this proposal in Driving
Change.

Waka Kotahi supports the proposal.

Clarifying provisions
relating to accessing
records held by third
parties.

Waka Kotahi can access certain records held by third parties that
have serviced, maintained, supplied, or contracted for the use of
the vehicle subject to RUC. But there are other parties that also
have records that can aid in assessing RUC compliance that
Waka Kotahi cannot access, such as private weigh bridges,
including ports, that produce weight records.

This proposal will clarify from which parties Waka Kotahi may
obtain records and when these records may be requested from a
third party.

Some privacy issues may arise from
the proposal which codldimpact some
operators more thanethers depending
on their interaction with'third parties.
This impact should*be small and
manageable.

With increasedspowers third parties that
create records may be impacted as
theyzwould be requiredito provide these
to Waka"Kotahi, @nd bethithe operator
and third party'mayshave additional
administrative worlkif their records
misalignsduring, the review.

Better access to records would improve the
accuracy of Waka Kotahi’'s RUC reviews, with
no significant change to vehicle operators.

Submitters (mainly from the freight
industry) had a largely negative
response to allowing Waka Kotahi
access to further third-party records.
However, | believe the improvements in
RUC audits’ accuracy, small increase in
RUC revenue and the ability to limit the
increase in Waka Kotahi’'s access (by
clarifying from whom records may be
obtained) justify progressing the
proposal.

Waka Kotahi supports the proposal.

Exempting vehicles that
are only travelling on a
road for Certificate of
Fitness purposes from
paying RUC.

Vehicles using the road for travel for a Certificate of Fitness (€oF)
check should be RUC exempt because, while the road 'wear
imposed by these vehicles’ travel would be unrecovered, the
distances involved, and subsequent road wear, are minors
Typically, this involves agricultural vehicles that are normally uséd
off-road.

An exemption means that road wear is
unrecovered the RUC system, and that
otherroad users will subsidise this
travel’s costs, but the distances
involved would be relatively minor.

The status quo creates an unnecessary
barrier to getting appropriate safety checks
completed.

The majority of the 10 submissions
supported the proposal. Most
submitters commented that amending
the RUC Act to exempt this road use
was a common-sense approach.

Waka Kotahi supports the proposal.

Redefining RUC vehicle
types for eight axle
combinations

An amendment to Land Transport Rule: Vehicle’'Dimensiens and
Mass 2016 (VDAM) Rule has increaseddhe maximum,allowable
mass for some vehicles from 44 to 46 tonnes. This changesmay
have led to a potential, and unintentional, overcharging for a small
group of very heavy trucks (that operate on af H-typ&ylicence) as
the operators are paying the historical overweight RUC rates for
the now allowable heavier vehicles."” Apother small group of
vehicles is incentivised unnecessarily§ with inCreased complexity
for Waka Kotahi and operators.

The solution is to restructure thewweight bands for the affected
vehicles and remove two concession type licences that were
introduced to incentivise eightiand’'nine axle combinations (types

No costs identified.

Removing concession licence types and
realigning RUC bands would make the RUC
system fairer and administratively simpler for
both Waka Kotahi and operators.

All submissions supported aligning
RUC to VDAM. There was wide support
for removing licence types 308 and 408
and changing the RUC bands to match
VDAM. Some concerns were raised
over changing the RUC rates on
vehicles that have been specifically
designed for the historical 53-tonne
band. Lifting rates to match the new 54-
tonne band may make these vehicles
less economically viable because of the
reduced payload compared to other
vehicles in that band.

6 Currently, the RUC collector is required to assess using the temporarily discounted rate, even if the assessment relates to the period before 21 March 2022 when the temporary RUC discount was implemented.
7 H-type licences substitute for the standard type licences for powered vehicles and are designed for vehicles that mostly travel overweight.
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Proposal

Context

Costs

Benefits

Stakeholder view

308 and 408). Removing concession licence types and realigning
RUC bands would make the RUC system fairer and
administratively simpler for both Waka Kotahi and operators.

Waka Kotahi supports the proposal.

Simplifying the definition of
all-terrain cranes and
removing their RUC
exemption

Under the definition of all terrain crane in the Road User Charges
Regulations 2012, some mobile cranes are exempt from RUC
where the crane is not one to which a distance recorder is, or
could readily be, fitted. With the advent of eRUC, effectively all
vehicles can now be fitted with a distance recorder and the
situation of being unable to fit a distance recorder for the
purposes of RUC collection is no longer relevant.

Mobile cranes should be removed from the list of exempt

vehicles, and an updated definition of all terrain crane in the

interpretation section of the Road User Charges Regulations

2012 should be applied. This would replace the current wording of
e “atyre contact area of more than 1,500 cm? per tyre”

with

e “single large or single mega tyred axles”.

This will simplify the classification of all terrain cranes to a more
user-friendly metric.

Some compliance difficulty may be
added by having to install and maintain
a distance recording device in a small
number of vehicles.

Removing the RUC exemption for some
mobile cranes will clarify for operators that all
their vehicles must pay RUC andywill reduce
complexity. Reduced complexity/benefits
Waka Kétahi and crane operatorsyWwhile
simplifying the RUC system

All submitters on this proposal,
including & 90

supported removing the RUC
exemption for mobile cranes and
changing the definition of all terrain
crane.

Waka Kotahi supports the proposal.
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Annex Two: Remaining proposals from the Driving Change discussion document

Proposals that will be progressed in other Ministry of Transport workstreams

Proposal

Context

Costs

Benefits

Stakeholder views

Rationale for progressing in
another workstream to the RUC
Amendment Bill

Including externalities in the costs
considered in setting RUC rates.

RUC rates for vehicles are “in
proportion to the costs that the
vehicles generate”. Other negative
externalities, such as environmental
and safety impacts, are not
included in RUC rate calculations.

This could increase costs to RUC
payers; potentially it would be a
distortionary effect on the sector.

Increasing the costs of freight would
likely have a negative effect on
economic growth.

The evidence base for transport
externalities would need to be
improved significantly.

Could increase the system’s
complexity.

Could increase revenue for
reinvestment in the transport
system if a new externality
component was additional to
existing rates.

Could mean RUC plays‘a greater
role in shaping transport choices
and potentially if more externalities
were included in RUC the transport
revenuedystém would mere fairly
capture,the true costs of road use.

This received a'mixed response
from submitters? Supportive
submissions,tended to highlight the
social costs oftransport and
inéquities in the system. Those
opposed focused on how
transparent charges for externalities
would be derived and the
administrative complexity.

This is a revenue system issue,
rather than solely related to RUC. It
is better addressed at a wider
system level through the Future of
the Revenue System project.

Including impacts on greenhouse
gas emissions when setting RUC
rates.

Greenhouse gas emissions are not
included in the calculation of RUC
rates.

This could increase costs to RUC
payers; potentially it would be a
distortionary effect on the sector.

Increasing the costs of freight would
likely have a negative effection
economic growth.

Would increase thefsystem’s
complexity. Emissions don’t
correspond directlysto distance
travelled: vehicle use and
characteristi€syinfluence emissions.

RUC could be used more effectively
to"help the Government meet its
climate change objectives.

Charging for greenhouse gas would
probablysmean an increase in RUC
rates whieh could mean an increase
in revenue for reinvestment in the
transport system.

Most responses saw disadvantages
in using RUC for this purpose,
especially relative to charging for
fuel use.

This is a revenue system issue and
is best addressed at that level
through the Future of the Revenue
System project.

Wider use of electronic RUC
(eRUC) data, and mandating
integrated eRUC and telematics.

eRUC can connect with electronic
logbooks (for driver monitoring), but
the system is optional.

Thisswvould impose andupfront cost
to eRWYC providers that would be
passed oh to payers fohthe
devices, and af,ongoing
administrative cost.

It removes a way that the work-time
regulations can be circumvented
and provides a body of data that
can be used for enforcement and
driver monitoring.

Most submitters were opposed to
the wider use of eRUC data and
mandatory integration of logbooks
and eRUC.

While many submitters noted the
potential for safety improvements,
the inherent problem of matching
driver-centric logbook information
with vehicle-centric eRUC was
stated as an impediment to
attaining this proposal’s full benefit.

Reasons provided for opposing
mandatory integration included the
additional compliance and
administrative costs that would
need to be absorbed or passed on,
the imposition of a regulatory
burden on eRUC providers, and
privacy concerns.

The role of telematics in road safety
falls within the Road to Zero work
programme so the findings from the
consultation will be incorporated in
that work.
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Proposal

Context

Costs

Benefits

Stakeholder views

Rationale for progressing in
another workstream to the RUC
Amendment Bill

Adjusting the overweight permit
regime that currently provides a
loophole for evasion.

Section 12 of the RUC Act requires
that operators must process a
change in RUC type and licence or
purchase an additional RUC licence
when travelling over their normal
allowable mass or using a heavy
vehicle permit.

The status quo imposes a
significant administrative cost on
freight companies.

This would reduce the
administrative costs for both RUC
payers and Waka Kotahi.

All submitters supported a change
in permitting to allow for more user-
friendly access to permitting and
easy switching to thefappropriate
licences.

Operational changes to the
permitting system are the Director
of Land Transport’s remit so Waka
Kotahi will take the lead in this area.

Removing the requirement to
display other transport labels

Motorists are required to display
transport (‘rego’) labels.

Transport labels are used by
enforcement officers to identify
vehicles using the road network
unlawfully. Moving to an online only
system has setup costs.

Road users would have to paythe
administrative fee for transport
labels and removing a label fromya
vehicles’ windscreen.fncreases the
field of view.

Most submissions'were supportive
but we didn'tireceive many
submissions from Councils who will
be most affected by this proposal
(parking wardens reference rego
labgls during parking enforcement).

The Ministry of Transport will
engage further with local authorities
to ensure that their ability to enforce
stationary vehicle offences is not
hindered by the removal of the
licence label display requirement.

Adjusting RUC offences and
penalties to be consistent with the
Effective Transport Financial
Penalties Framework

The RUC Act has feeffine ratios
ranging widely between 1:3 and
1:50.

Potential inequities to RUC payers
depending on the application of the
law.

Adjusting the'penalty regime may.
provide,consisténcy to fees‘and
fines, reduce offending'and RUC
evasion, and therefore‘increase
revenue for reinvestment in the
transport system:

Submitters stated that they would
only like to see changes in
penalties if it can be demonstrated
that it would reduce offending.
Notably most submitters supported
higher penalties for body corporates
than for individuals and supported
maintaining or adding a tiered
penalty for RUC non-payment.

The Ministry of Transport will
progress this work through the
Effective Transport Financial
Penalties Framework and Tool

Requiring electronic system
providers (ESPs) to notify Waka
Kotahi of the status of RUC
payments

ESPs can voluntarily notify Waka
Kotahi of any changes to the status
of RUC payments.

Slight administrative costs, to eRUC
providers to establish afreporting
framework.

WakawKotahi could intervene early
In“eases where a freight operator
switches off an eRUC device.
These are often cases where the
freight operators get into significant
RUC debt and risks insolvency.

This supports Waka Kotahi as RUC
collector and system steward.

Largely supportive but there was a
mixed reaction from some of the
eRUC providers so more work is
needed to convince them of the
value of this proposal.

The Ministry of Transport will
progress this work through the
Effective Transport Financial
Penalties Framework and Tool

The Ministry of Transport will
provide further advice on amending
the RUC Act so that ESPs must
report RUC non-compliance when
they believe RUC evasion has
occurred.
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Proposals that | have decided to not progress.
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Proposal

Context

Costs

Benefits

Stakeholder views

Rationale for discarding the
proposal

Exempting vehicle combinations
where the motive power is from a
vehicle exempted from road user
charges.

Trailers towed by RUC-exempt
vehicles pay RUC separately from
the truck towing them.

Challenging to administer, since the
trailer would need to be tracked
separately from the truck, and
Waka Kotahi would need to identify
when it is being towed by an
exempt vehicle. This is not currently
possible. The proposal would likely
require eRUC for these vehicles.

Exempt trailers would also
represent $10-30 million in
foregone RUC revenue to the end
of 2030.

Could further incentive the use of
low-emission vehicles by lowering
their operating cost.

Mixed response. Some submitters
noted how much more complex this
would make the monitoring and
assurance process.

The current from of the RUC
exemption for heavy EVs is simpler
to administer.

Exempting low emission vehicles
from road user charges based on
distance travelled.

RUC exemptions expires after a
certain date, rather than a given
distance travelled.

Any exemption to RUC means that
NLTF revenue is foregone.
Potentially distance-based
exemptions are more legislatively
and administratively complex than
extending the exemptions in their
current, time-bound, form through
Orders in Council.

Could make introducing new RUC
payers inte'the'System easier
becauselit educates the owners
abouts-monitoring their distance
travelled. It also avoidsthe
administrative problems,caused by
an_influx of new payers that will
happen if exemptions7are time-
bound.

Majority support for this proposal.
Submitters opposed cited the
general opposition to RUC
exemptions in any form, based on
the principle that road users should
pay for the costs of their road use.

The current from of the RUC
exemption for heavy EVs is simpler
to legislate.

Including fuel type, origin, and
blend in RUC rates.

Fuel type, origin, and blend are not
included in the calculation of RUC
rates.

This could considerably increase
the system’s complexityy bothiin
setting the new ratesandiin
administering the system

Could increase’costs to,RUC
payers; potentially it would be.a
distortionaryseffeeton the séctor.

IncreasSing the costs of freightwetld
likelyynegatively affect @conomic
growth:

It gives the Government greater
ability ta.intervene in the fuel used
by thexfreight sector and contribute
to"decarbonisation goals.

Most submitters opposed,
highlighting the complexity that this
would add to the RUC system and
the difficulty of ensuring
compliance.

Extremely difficult to administer and
would place significant costs on
affected parties.

Regulations and incentives outside
the RUC system that target the
fuels concerned should be used
instead.

Reviewing the requirements for
eRUC (including the Code of
Practice’s fitness for purpose) and
mandating eRUC for all heavy
vehicles.

eRUC is optional for RUC payers.

This would impese‘an upfront cost
to RUC payers forithe devices and
ongoing@administrative and data
transfer costs.

RUC evasion would be more
difficult, and it would make the RUC
system easier to administer for
Waka Kotahi as the RUC collector
because eRUC transactions are
less administratively burdensome
than manual transactions.

Mixed reaction, with slightly more in
opposition than support. Most
submissions highlighted the lack of
a suitable product for their
circumstances (particularly those
with small, mixed-use or seasonal
fleets).

An acceptable standalone eRUC
product would need to exist to
make this operationally feasible for
individuals and small fleet
operators.

Allowing for the purchase of RUC
licences in amounts less than 1,000
km

The minimum distance purchasable
is 1000 km. If a RUC payer uses
less than this, or changes payload
they can apply for a refund.

High transaction costs for RUC
payers.

Some cashflow benefits for low
income and/or low mileage users.

Submissions were divided evenly.

The Waka Kotahi proposal to
increase transaction fees (by 332
percent in the case of purchasing
RUC from eRUC providers'®) and
the increased compliance risk with
heavy vehicles would offset the
benefit of purchasing smaller
amounts more often.

8 Proposed changes to land transport regulatory fees, charges and funding https://www.nzta.govt.nz/assets/regulatory/funding-and-fees/fees-and-funding-consultation-document-april-2022.pdf
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Proposal

Context

Costs

Benefits

Stakeholder views

Rationale for discarding the
proposal

Change CoF/WoF requirements so
the assessor must report evidence
of odometer tampering.

If a WoF/CoF assessor sees
evidence of odometer tampering,
there is no legal obligation to report
this to enforcement authorities.

Potentially this places a cost on the
WoF/CoF assessor — to purchase
the equipment and get the training
to use it. This would likely be
recovered through increases in
safety check fees.

Provides a useful potential
intervention point to catch RUC
evasion.

Overall, it received a mixed
response but notably a very
negative response from those
working in the sector.

Putting an additional responsibility
on WoF/CoF assessors to fail a
safety check or refer possible
tampering places assessors in a
difficult position that is unlikely to

meaningfully reduce RUC evasion.

Clarifying the definition of ‘accurate’

for a distance recorder in a light
vehicle

Discrepancies between odometer
readings and actual distance
travelled are investigated by the
enforcement authorities, if found.

Potentially there could be setup
costs associated with improving the
definition.

Improves the legal basis on which
RUC is collected.

Submissions_provided a broad
commentary on the idea and no
clear preference was expressed.

It's unlikely this avenue of
investigation will yield a useable
solution for the RUC system.

Clarifying the requirements that
certain persons must make and
retain certain records

The RUC Act requires that a
Transport Services Licence holder
keep records for any RUC vehicle
they own or operate. But it does not
specify what records must be kept.

For some freight, standardisation
would impose additional
compliance and administrative
costs.

Requiring weight-based records for
every operator would reduce the
administrative complexity for Waka
Kotahi if therewas acceptable
compliance,among eperators.

It also places’greater responsibility
on suppliers/senders of goods to
certify weights.

This,received no support.
Submitters were either opposed or
had reservations.

Standardisation would become
administratively ineffective and
costly.
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Annex 3: Regulatory Impact Statement: Extending the Heavy Electric Vehicle Road User Charges

Exemption
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Annex 4: Climate Implications of Policy Assessment: Disclosure Sheet: Extending the Heavy
Electric Vehicle Road User Charges Exemption
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Document 10

Regulatory Impact Statement: Extending
the road user charges exemption for heavy
electric vehicles

Coversheet

Purpose of Document

Decision sought: Analysis produced for the purpose of seeking Cabinet’s
agreement to prepare an Order in Council to extend the existing
exemption from road user charges for heavy electric vehicles until
30 November 2030.

Advising agencies: Ministry of Transport

Proposing Ministers: Minister of Transport

Date finalised: 15 May 2023

Problem Definition {\\(/ Aé ‘

Supporting the uptake of electric vehicles (EVs)y\temporarily exempting them from
paying road user charges (RUC) has been & key policystothelp’decarbonise the vehicle
fleet. The exemption from paying RUC fornheavy EVs (HEVS) is set to expire on 31
December 2025 and it is necessary te"decide whetherto continue the exemption, or allow
it to expire, as legislated.

Executive Summary O"\/AQ '\

The Government has committed to ambitious transport emissions reduction targets

Freight emissions need 10 be reduced by 35 percent by 2035 and reach net zero by 2050.
The Decarbonising Transport ActiemPlan 2022—-25 sets out a range of ambitious polices to
support the sectorin achievingthe target.

RUC exemptiofns<for HEVS\aim to help increase uptake

In 2016, Cabinet decided that HEVs (EVs with a gross vehicle mass, or GVM, over 3.5 -
tonnes) should remain exempt from paying RUC until they made up two percent of the
heavy vehiclesfleet="currently they make up 0.3 percent. When HEVs were first exempted
from RUC.in"2016, setting a ‘percentage-of-the-fleet-based’ measure was unworkable in
legislatiombBecause it cannot account for changes in fleet composition over time. A time-
based exemption was therefore used as a proxy for fleet percentage.

RUC is the distance-based charge imposed on all vehicles using fuel other than petrol. It
must be purchased in units of 1,000 kilometres in advance of travel. RUC revenue is
hypothecated (dedicated) into the National Land Transport Fund (NLTF), that funds the
land transport system’s maintenance and operation. In the 2021/22 financial year RUC
contributed $1.8 billion in revenue to the NLTF out of a total of $3.9 billion in revenue. Of
this, 800,000 light RUC vehicles contributed $700 million, while 190,000 heavy vehicles
(including trailers towed by heavy vehicles) contributed $1.2 billion.

Because RUC rates for heavy vehicles increase significantly with weight, the amount of
RUC paid by an individual heavy vehicle can be substantial and a significant overhead for
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freight companies. The extra size and weight of the batteries in HEVs would increase RUC
costs and reduce carrying capacity, compared to conventional vehicles.

Therefore, not paying RUC can determine HEVS’ viability for some commercial uses. The
operating cost for heavy vehicles needs to be factored-in years in advance of a purchasing
decision, and the HEV RUC exemption makes these vehicles a more attractive purchasing
option by reducing these costs.

Efforts to accelerate HEV uptake are more important now that the Sustainable Biofuels
Obligation is no longer being progressed. This leaves a significant abatement gap that
other policies will need to fill.

There are challenges to extending the HEV RUC exemption

While we expect RUC exemptions to incentivise uptake, reduced NLTF revenue is the key
risk associated with extending RUC exemptions. An extension of the RUC exemption(to
2030 for HEVs would lead to between $23 - $55 million of NLTF revenue being forégenein
the year 2030. Including the cost of the current exemption, Ministry, of/Transport/(Ministry)
modelling estimates this equates to a cumulative total of foregane RUC of between'$93
million and $200 million between 2026 and 2030.

However, this foregone revenue is difficult to forecast because of the variations in the size
and weight of these vehicle types (and therefore in the’RUC rates they/should be paying).
An upper estimate of $200 million in foregone revenue’is 3 percent of the approximately
$6.3 billion in heavy RUC revenue for the NLTF i the same.period (out to 2030 — total
RUC revenue over that period will be around . $124"illion, @and light EVs will also begin
paying RUC in 2024).

RUC exemptions also contravene the_core principleref the' Road User Charges Act 2012
(the RUC Act), which is to impose charges on RUC Vehicles for their use of the roads in
proportion to the costs generated.

We considered three options

Aside from allowing the HEVVRUC exemption to expire, as legislated, on 31 December
2025 (the status quo),"itdS possible under existing settings to extend the end date through
Order in Council uprto December=2030. Option two is to extend the exemption a further
two years, to the end of 2027. Qption three is to extend by five years to the end of 2030.

Option three;, extending the, RWC exemption for HEVs by five years to 30 November 2030,
is the preferredroption. Thesextension by five years balances the value of the exemption to
purchasers, the likely date of reaching the two percent target, and the need to ensure the
cost of the exemption'to the land transport revenue system remains affordable.

While extending the exemption to 31 December 2030 is possible, requiring HEVs to start
paying RUC after 30 November 2030 instead (i.e. not extending by precisely five years)
will avoid potential disruptions to making and receiving RUC payments during the public
holidays-over the New Year period.

We do not have any New Zealand specific information for how important the RUC
exemption has been in promoting the uptake of HEVs. Modelling accounted, as much as
possible, for existing policies to increase uptake. The HEV RUC exemption is not a
standalone policy for increasing uptake. Rather, it is complementary to these existing
policies (such as the Emissions Trading Scheme (ETS)) and future schemes still being
designed (such as a Clean Heavy Vehicle Grant Scheme administered by the Energy
Efficiency and Conservation Authority (EECA)). Its impacts should be considered as an
adjunct to policies intended to reduce HEVS’ Total Cost of Ownership (TCO). It also sends
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a signal to the sector about the Government’s support for these vehicles over the long
term.

Stakeholder views are mixed on extending the exemption

The proposal to extend the HEV RUC exemption date to 2030 was included in the
discussion document Driving Change: Reviewing the Road User Charges System that the
Ministry released for public submissions in January 2022. The discussion document asked
for submissions on a wide range of potential changes to the RUC Act and system. Of the
54 submissions on this proposal, 19 were in favour, 29 were opposed, and six considered
the advantages and disadvantages about even.

Some submitters said that Government support for these vehicles was worthwhile, but
should not come through the RUC system. Some submitters also proposed tying
exemptions to some specific policy goal (e.g., HEVs reaching a certain percentage of the
fleet) rather than an arbitrary time-based target. Some argued that while HEV technelogy
is still relatively new, it is too early and expensive to invest in unprovénsand uncompetitive
technology, and New Zealand should be a fast follower for the technolegies that prave to
be most successful. Some submitters argued that the HEV RUC eéxemption makes more
sense for buses, and their being exempt could support local government emissions
reduction targets. A number of local councils likewise submitted that public.transport
services should be RUC exempt.

Limitations and Constraints on Analysis ‘<\\/ $

There are known limitations on the analysis we.have been ‘able/to undertake:

o We have not assessed whether‘there are othenmore cost-effective policies to
reduce climate change emissiens. The analysed options are limited to variations
on the existing RUC exemption.

¢ The scope of the optiohs was constrained by the Ministerial decision directing the
Ministry to prepare a Cabinet papenfor a Cabinet decision to extend the
exemption to 2030¢ruling out amending the RUC Act to extend the end date
beyond 2030(@C220992 refers).

e Adviceon,the’HEV exemption was given alongside advice on progressing a
purchase,pfice incentive scheme, on the understanding that both would reduce
the tgtal cost ef ownership for HEVs. Amending the RUC Act to extend the
exemption beyend 2030 is not analysed here because that was not possible to do
alongside the intended timeline for a purchase price incentive scheme’s
implementation.

e The RUC Act could be amended to allow partial RUC rates, but as with extending
the exemption beyond 2030, such an amendment to primary legislation has been
ruled out of this analysis. Legislative options have therefore been confined to
regulatory changes.

¢ RUC exemptions cause foregone revenue for the NLTF. The lost revenue ($200
million under the preferred option, or 3 percent of heavy RUC at the upper
estimate) may force a choice between increased taxes on road users and cutting
or deferring land transport spending. The Crown could also backfill the revenue
through general taxation. This analysis does not consider how the gap caused by
that foregone revenue might be handled.

e There remains considerable uncertainty around the likely rate of uptake of HEVs
in the next few years. Global EV production is increasing, but production has
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been affected by supply chain disruptions and manufacturers are struggling to
meet demand.

e There is also uncertainty around the design and degree of effectiveness of other
policies to support low carbon vehicle uptake that are being developed in parallel
with this proposal (such as the Clean Heavy Vehicle Grant scheme recently
agreed through Budget 23). This makes it difficult to estimate the likely timing of
reaching the two percent target and the resulting likely level of foregone revenue
from the policy.

¢ Our modelling assumes the preferred option is announced in the middle of 2023,
and is therefore factored into purchasing decisions from then. An extension to
2027, announced at the same time, would presumably cause a lower HEV uptake
than option three, though this was not specifically modelled. The ‘option 2’ figures
for uptake therefore depict option three if it sStopped in 2027.

e Projecting HEV uptake is difficult because there is a smalhknumber of HEVsih NZ
and our understanding of their uptake is limited (e.g. wesdon't know the impact of
Low Emissions Transport Fund (LETF) co-funding tO date‘versus theximpact that
the RUC exemption has had on HEV uptake). Large uncertainty would be
associated with their projections. Therefore, thewestilts shouldbe treated as
provisional.

o We project revenue foregone using estimated average RUC rates for medium
trucks (with a gross vehicle mass over-3:5 tonnes ‘and'up to 10 tonnes), heavy
trucks (with a GVM over 10 tonnes) ‘and buseés. The RUC system is complex and
these are only weighted averages of selected rates, reflecting RUC compositions
and purchasing behaviour @f RUC transactions in 2020/21 only. Changes in
vehicle composition and vehicle travelefia RUC type in future could affect the
average rates, but some, changes may.also cancel out each other’s impacts.

Responsible Manageﬂe)vale)egwelvevant manager)
Marian Willberg

Manager

Demand Marlagemént and Revenue

Ministry of Transport

22 May 2023 %//%%7

Qualityfé'}&nce (completed by QA panel)

Reviewing Agency: Ministry of Transport

Panel Assessment &  This Regulatory Impact Statement (RIS) has been reviewed by a

Comment: panel of representatives from Te Manatid Waka Ministry of
Transport. It has been given a ‘meets’ rating against the quality
assurance criteria for the purpose of informing Cabinet decisions.
The panel notes that there was limited engagement with Maori,
however it acknowledges that the subject matter makes direct
engagement with Maori challenging.
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Section 1: Diagnosing the policy problem

What is the context behind the policy problem and how is the status quo
expected to develop?

The Government has committed to ambitious emissions reduction goals
to tackle climate change

1. Freight emissions need to be reduced by 35 percent by 2035 and reach net zero by
2050. The Decarbonising Transport Action Plan 2022—25 sets out a range of ambitious
polices to support the sector in achieving the target.

2.  The transport sector contributes 47 percent of domestic CO:z emissions. The
Government’s focus is on reducing emissions from light vehicles (65.1 percent of
transport emissions). However, heavy vehicles are a major contributor to greenhouse
gas emissions (24.4 percent) despite being a small proportion ofsthe fleet.!

3.  The Sustainable Biofuels Obligation has been cancelled, leaving an abatement gap
that needs to be addressed through other policies.

New Zealand has some policies in place that wily support Redlicing
emissions from heavy vehicles

4, HEVs have been exempted from paying road“iserncharges-(RUC) since 2016 to
incentivise their uptake. Where a vehicle can‘enjoy a lengh\RUC exemption (e.g. over
five years), and is driven long distances@nnually, operators can receive a meaningful
financial incentive.? However, due to,the“high purChasé prices of HEVs, this incentive is
still not enough to achieve total cost of*ewnership, (TCO) parity with equivalent non-
electric vehicles. In addition, thére have until\xe¢ently been very few commercially
available HEVs. The HEV RUC exemptiontis due to expire on 31 December 2025.

5.  The New Zealand Emissiens)Trading, SCheme (ETS) will support the transition to
HEVs. As the NZ ETS,price increases over time, this will in turn increase the price of
diesel, in theory inCentivising the transition to HEVs which do not carry this price
burden. However, thig'is projected to have a limited impact due to the small proportion
of the ETS withinthe fuelprice (compared with other components that determine the

price).3

6. To date, the LETFdelivered by EECA has supported co-funding HEVs to demonstrate
viability of the-technology.* However, many of these applications have now been
demonstrated (battery EV, battery-swap and hydrogen fuel cell vehicles (HFCVs)) and

1 Decarbonising Transport Action Plan 2022-25, page 7 https://www.transport.govt.nz/assets/Uploads/MOT4716_Emissions-
Reduction-Plan-Action-Plan-P04-V02.pdf

2 Cost savings could be between $172 to $435 per 1,000 kms for medium to large trucks. Total annual savings will vary widely
depending on distance travelled, with a medium truck that covers 20,000 kms annually saving about $3,500 and a large
truck covering 50,000 kms saving around $20,000.

3 Every litre of diesel used in a truck causes 2.72 kgCO,e of greenhouse gas emissions. Every additional $1 of carbon price
increases the price of diesel by 0.272 cents per litre. For example, a $100 per tCO.e carbon price would add 27.2 cents
per litre to the diesel price. https://environment.govt.nz/assets/Publications/Files/voluntary-ghg-reporting-summary-tables-
emissions-factors-2015.pdf

4 The Low Emission Transport Fund (LETF) delivered by EECA supports the demonstration and adoption of low emission
transport technology, innovation and infrastructure to accelerate the decarbonisation of the New Zealand transport sector

Regulatory Impact Statement | 5


https://apc01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fenvironment.govt.nz%2Fassets%2FPublications%2FFiles%2Fvoluntary-ghg-reporting-summary-tables-emissions-factors-2015.pdf&data=05%7C01%7Cb.field%40transport.govt.nz%7C990830fd97f44fa01bda08dab1713e2c%7Cff09ef007cd0407ebe0ef00bc475a9ab%7C0%7C0%7C638017398266982336%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=lgnFW1bzKUO%2FgXJmpubTzkHZhpCp9eird9rUxsDVzCM%3D&reserved=0
https://apc01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fenvironment.govt.nz%2Fassets%2FPublications%2FFiles%2Fvoluntary-ghg-reporting-summary-tables-emissions-factors-2015.pdf&data=05%7C01%7Cb.field%40transport.govt.nz%7C990830fd97f44fa01bda08dab1713e2c%7Cff09ef007cd0407ebe0ef00bc475a9ab%7C0%7C0%7C638017398266982336%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=lgnFW1bzKUO%2FgXJmpubTzkHZhpCp9eird9rUxsDVzCM%3D&reserved=0

these vehicles are being widely commercialised, therefore are now unlikely to be
eligible for funding support through the LETF.

Through Budget 23 Ministers recently agreed to a tagged contingency to set up a
Clean Heavy Vehicle Grant scheme to be administered by EECA. The scheme’s
settings are yet to be agreed, but the intent is to give grants to zero emissions heavy
vehicle purchasers to help overcome high purchase price barriers to uptake.

In 2021, the Government set a requirement that only zero-emissions public transport
buses are to be purchased from 2025 and set a target to decarbonise the public
transport bus fleet by 2035. Support provided through Budget 2022 also supports
public transport authorities to achieve these outcomes.

The HEV RUC exemption has been a key policy to help decarbonise the
heavy vehicle fleet

9.

10.

11.

12.

Under the Road User Charges Act 2012 (the RUC Act), operatofs of all vehicles'that do
not use a fuel that is charged fuel excise duty (FED)®, or heavyvehicles with a,gross
vehicle mass (GVM) greater than 3.5 tonnes (primarily trucks; buses afnd some
trailers), are subject to RUC. The purpose of RUC, as set out in the’lRUC ‘Act, is to
impose charges on vehicles for their use of the roads in proportion to the costs that the
vehicles generate. Vehicles paying RUC must purchase and display*RUC licences,
which are bought in advance of travel in units of*14000 km. Almost all RUC vehicles are
diesel-powered, but vehicles using other fuels such as eleetricity and hydrogen are also
subject to RUC, are currently exempted.8

The Government has been promoting the, uptake’of, EVs as a key part of a transition
away from fossil fuels for the transport'sector. Greenhouse gas emissions from
transport are nearly all carbon dioxide (CO-)iand transport is responsible for 47 percent
of total domestic CO, emissions. New Zealand cannot achieve its emissions reduction
targets without largely deCarbonising {ransport.

When Cabinet extendedithe end date for the light EV RUC exemption in 2016 [CAB-
16-MIN-0108.01 refers|iit agreedsthat HEVs would also be exempt from RUC until they
comprise two percent’of the heawy vehicle fleet. For simplicity, the RUC regulations
used the date of'34 December 2025 for the exemptions to end for HEVs. A Regulatory
Impact Analysis’covering the extended light EV exemption and the new HEV
exemption, Was attached/to that Cabinet paper.” The Cabinet paper stated that EV
RUC exemptions werea “transparent and efficient way of providing a financial
incentive to encourage consumers and businesses to opt for EVs over equivalent
conventional vehicles”.

The pamber of HEVs in our fleet has been rising steadily since 2016, but with 594
HEVsdn the fleet in April 2023, numbers are still well short of the two percent target. At
current rates of uptake, we expect that there will be around 1200 HEVSs in the fleet by
the"end of 2025. This would be 0.51 percent of the heavy vehicle fleet. When the
exemption expires, HEV owners will begin paying RUC at the full legislated rate
applicable to their vehicles. Annex One contains a table of HEVs commercially

5 Petrol, CNG and LPG fuels are taxed fuel excise duty (FED) at the point of import or manufacture.

6

Ethanol, a biofuel, is the only transport fuel that is not subject to RUC or FED.

7 https://www.transport.govt.nz/assets/Uploads/RIA/EV-RUC-RIS-2016.pdf
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available, or soon to be, in New Zealand, and what RUC rate they will pay under the
status quo (i.e. from 1 January 2026).

What is the policy problem or opportunity?

13.

14.

15.

16.

EVs support Government’s decarbonisation goals by reducing harmful pollutants and
CO: emissions from transport. Exempting EVs from RUC has supported their uptake
until now, but at a cost of revenue foregone from the National Land Transport und
(NLTF). The Government proposes to continue the HEV RUC exemption until the
number of HEVSs reaches two percent of the heavy vehicle fleet, which will not be met
by 2025. A new date needs to balance uncertainties around the two percent-of-the-fleet
target with revenue risks.

We do not have any specific data on the effect the existing HEV RUC exemption haS
on increasing HEV uptake. The absence of specific data means that an optimum(ate
or target for when the exemption should be ended cannot be accurately estimated.We,
therefore, propose to continue the 2016 policy agreed by Cabinetythat the exemption
should remain in place until the number of HEVs reaches two percént of the heavy
vehicle fleet.

Because HEVs will not be close to two percent by theé“current exemption end date of 31
December 2025, it is necessary to propose a new end date for the"HEV RUC
exemption. This date needs to balance the unceértainties around when HEVs will reach
two percent, with the risks to revenue from the exemption continuing longer than is
desirable.

Under the current scenario, HEVs will reach two percent of the heavy fleet by 2032.
The proposed Clean Heavy Vehicle Grant scheme is*expected to increase HEV uptake
faster than that scenario.

Treaty of Waitangi consi@derations

17.

18.

19.

20.

21.

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

a. low-income*householdsispend a higher proportion of total income on transport, and
Maori houséholds tend to*have lower incomes, and

b. the three loweSst-inceme quintile groups had negative gross savings compared to
gross disposable income and final consumption expenditure, and Maori are
disproportignally represented in the three lowest quintile groups.

Based an_ourcurrent understanding of impacts for Maori, any additional costs for road
users from,this policy is likely to be of greater significance for Maori.

Individual owner-operators are less likely to purchase HEVs than larger operators with
suffiCient capital to afford the high purchase price, so the impact on prospective
individual Maori purchasers may be less than occurs, for example, with purchasers of
light EVs that are more commonly purchased by individuals.

Where operational cost savings are passed on to consumers in the form of lower
freight costs, Maori can also be expected to benefit.

No submissions received on the Driving Change discussion document commented on
particular effects on Maori from this proposal.
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What objectives are sought in relation to the policy problem?

22.

23.

The policy objective is to increase HEV uptake. Increased HEV uptake is intended to
help reduce greenhouse gas emissions in the heavy transport sector. A secondary
objective is a policy that is transparent and predictable for the sector, so that
prospective purchasers of HEVs receive a clear signal of the Government’s intent to
support HEV uptake over the longer term. The policy should also be simple to
administer.

We do not have enough data to estimate the specific effects of the exemption on HEV
uptake in isolation from other policies. Nor do we know the optimum date to remove the
exemption, from the perspective of encouraging HEV uptake. The proposed extension
is therefore intended to continue the previously agreed policy to exempt HEVs from
RUC until they make up two percent of the heavy vehicle fleet, balanced against the
need to ensure the overall cost of the exemption to the land transport revenue system
remains affordable.

Regulatory Impact Statement | 8



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

What criteria will be used to compare options to the status quo?
24. The following criteria is used to evaluate options for resolving the policy problem:

o Effectiveness — the extent to which the option is likely to contribute to the 35
percent fleet emissions reduction target.

o Cost — the extent to which the option poses a risk to NLTF revenue through
foregone RUC.

e Fairness — the extent to which the option is consistent with the key principle
of the RUC Act and system, that road users pay “for their use of the roads.that
are in proportion to the costs that the vehicles generate®

¢ Implementation — how difficult the option is to administefor Waka Kotahi
and to comply with for RUC payers.

What scope will options be considered within?

25. The scope of the options was constrained by the Ministerial . decision directing the
Ministry to prepare a Cabinet paper for a Cabinet'deCisionsto.extend the exemption to
2030, ruling out amending the RUC Act toextending theé end,date beyond 2030
(0C220992 refers). There are no existingpelicies tovreduce operating costs for HEVs.

26. The RUC Act could be amended to allow/lower RUC, rates for the purpose of
incentivising these vehicles, but/aswith extendingthe exemption beyond 2030, an
amendment to primary legislation,has been ruled out of this analysis. Legislative
options have therefore beeneonfined tewregulatory changes.

What options are beingsconsSidefed®

27. Aside from allowifig,the'HEV RUC exemption to expire, as legislated, on 31 December
2025 (the status quo), it isqossible under existing settings to extend the end date
through anOrdenin Couneil up to December 2030. In principle any new end date
(before ¥January 2031) can be selected under this approach but for the purpose of
this RIA'We analyse.twe,Options against the status quo. Option two is to extend the
exemption to the,end of 2027 (an approximate half-way point between the status quo
and option three), ©ption three is to extend by five years to the end of 2030.

28. Option threeextending the RUC exemption to 30 November 2030, is the preferred
optior. The extension by five years balances the value of the exemption to purchasers,
the-likely date of reaching the two percent target, and the need to ensure the cost of
the exemption to the land transport revenue system remains affordable.

29. The exemption’s effects on uptake, CO- emissions, and foregone RUC are compared
in Table 1 below. This modelling assumed that the RUC exemption extension
increased HEV uptake slightly over the base case by 2030. Though EV uptake has
typically been lower than our models have predicted, the proposed Clean Heavy
Vehicle Grant scheme is expected to increase uptake over the base case.

8 Section 3(a), Road User Charges Act 2012
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Table 1: HEV uptake and effects on revenue and COz emissions under option three

Year Number of HEVs | HEV % of the | Km travelled | Kilo tonnes of | Expected RUC
(range) fleet (base case | (Base case | CO2 avoided | foregone (%
only) only) (Base case | million) (range)
only)
2023 514-639 0.32% 23,318,489 0.53 0.12-0.24
2024 662-1,039 0.46% 34,149,169 2.88 0.56-1.23
2025 834-1,536 0.61% 46,838,846 6.63 1.18-2.86
Status quo
2026 1,042-2,199 0.80% 61,633,297 11.05 13.31-24142
2027 1,275-2,936 1.01% 77,930,259 15.99 15.98% 31759 .
Option two
2028 1,534-3,754 1.26% 96,245,037 2110 18.91 - 40.01
2029 1,813-4,710 1.55% 116,655,671 25.75 22.02-49.34
2030 2,112-5,776 1.87% 139,229,613 29.44 23.12 - 54.67 Option three
Total 5,776 1.87% 553,800,031 113.3 95 - 204
30. Figure 1 below compares the exémption out,to\2030 with the status quo. Option two

was not modelled for this graph,*but’uptake is‘presumed to be higher than the status
quo and lower than option,twe.

Figure 1: HEV uptake as percentage of thetheavy vehicle fleet
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Option One/status quo — HEV RUC exemption expires on 31 December 2025

31.

32.

33.

Without legislative change, the HEV RUC exemption will expire on 31 December 2025.
After that date, HEV owners will need to pay RUC at the same rate as comparable non-
electric heavy RUC vehicles. The specific rate they pay will depend on the vehicle type
and configuration (see Annex One for indicative rates).

Without a RUC exemption extension, HEV uptake will be driven by existing policies.
These include the ETS price, the requirement for all new public transport buses coming
into New Zealand to be zero emissions by 2025, and the HEV RUC exemption that is in
place until 2025.

Under this scenario the transition to HEVs would happen slowly and would not be fast
enough to meet our targets. Due to the projected increases in the number of trucks
coming into NZ to support expected freight volumes, this would still see emissionsfrom
heavy vehicles increasing out to 2035, rather than decreasing.

Analysis

Effectiveness

34.

35.

36.

Cost
37.

38.

As shown in table 1, under the status quo the annual'tonnes of COznot emitted is
6.63 kilo tonnes in 2025 when the exemption ends @ cumulative/saving of 10.04 kilo
tonnes from mid-2023 to the exemption’s end. This is caused by HEVs becoming a
less attractive purchasing option, and fewer<©f them entering the fleet.

Modelling predicts around 1000 HEVs intthe-fleet when,the exemption ends. In the
base scenario HEVs would reach twe percent ofthe fleet in 2032.° When the
exemption ends in 2025 HEVs in.the fleet wouldkbe comprised of 615 buses, 142
heavy trucks (above 10 tonnes)and)194 medium trucks (3.5 — 10 tonnes).

Though we do not have any résearch emwhat effect allowing the RUC exemption to
expire would have on HEV/Sales, we. assume that an increase in operating costs,
represented by the needyto pay for road use through RUC, will make these vehicles a
less attractive purchase optioni{compared to non-electric equivalents. That may
depress HEV uptake,and the ‘expected emissions abatement.

These vehicles paying*RUC means there will no longer be foregone revenue to the
NLTF from these vehicles after 2025.

For a compatison for how the foregone revenue can be expected to scale, the
exemption is\expected to cause $1.18 - $2.86 million in foregone revenue in 2025. This
is in the context of a total expected $1.16 billion in heavy RUC revenue in the same
year (the higher-end figure of $2.86 million is 0.2 percent of heavy RUC revenue for
2025). Over the course of the exemption (mid-2023 to the end of 2025) the cost will be
around $1.86—-$4.33 million (the upper figure being 0.1 percent of heavy RUC revenue
over that period).

Fairness

39.

Option one is the fairest to road users because these vehicles no longer being RUC
exempt will mean they pay for their road use like all other road users.

9 The low uptake scenario expects the two percent target being reached in 2036.
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Implementation

40.

41.

42.

43.

This option requires no legislative change - the exemption will simply expire. There will
be a small administrative burden on Waka Kotahi to begin charging these vehicles
(expected to be over 1,200 in 2026) RUC. Waka Kotahi will need to ensure it has
correct odometer or hubodometer readings from these vehicles so it can charge them
from the correct start distance.

There will be a small compliance burden imposed on these new RUC payers. Unlike
light RUC vehicles, heavy RUC vehicles are not required to display paper RUC licence
labels, and many heavy RUC vehicles already utilise electronic RUC services?? that
provide automated RUC payments and help diminish the compliance burden. There is
no evidence HEV owners are less able to meet these RUC compliance obligations than
other heavy RUC payers.

For prospective HEV purchasers transitioning from diesel vehicles, they will likely
already know how the RUC system works, and how to maintaintthéir,compliance.

Though 1,200 new RUC payers is a small increase when gompared tothe existing
200,000 heavy RUC payers, it will represent a small inflax‘that"Waka=Kotahi will need
to administer when the exemption expires.

Option Two — Extend the exemption to Novembgr 2027

44.

45.

The exemption can be extended up to December 2030 through an Order in Council. To
implement the extension, new regulationswunder the RUE“Act are needed to change
the end date from 31 December 2025,to 30 Novemher 2027.

Extending to November 2027 instead of December 2027 (i.e. falling just short of a
precisely two-year extension) avoids the preblem of HEV owners needing to purchase
RUC licences, and WakarKotahi‘as RUC!collector needing to process these purchases,
over the holiday period.

Analysis

Effectiveness

46.

47.

Cost
48.

As showmrintable 1, extending the exemption to 30 November 2027 will result in
annual €Ozavoided of15:99 kilo tonnes by the time the exemption expires in 2027.
Over the period«of the extension (i.e. the two years from January 2026 to November
2027) the cumulative amount will be 27.04 kilo tonnes.

These resSults will be driven by HEV uptake, but the two percent of the fleet target is still
unlikely t@ be met by 2027, with around 1,900-2,900 HEVSs in the fleet (between 0.67
and 155 percent of the fleet). The base case models that at that time HEVs would be
comprised of 1,002 buses (96 more than the status quo), 408 heavy trucks (166 more
tharm'the status quo) and 515 medium trucks (157 more than the status quo).

As shown in table 1, extending the exemption to 30 November 2027 will cause around
$15.98 - $31.59 million in foregone revenue in 2027. This translates to a cumulative
$23 - $53 million over the course of the exemption extension from 2026 to 2027.
However, that foregone revenue is in the context of the approximately $2.4 billion in

10 Annually, electronic RUC now accounts for over 50 percent of RUC collected from heavy vehicles.
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heavy RUC revenue over the same period (the higher-end figure of $53 million
foregone RUC is 2.2 percent).

Fairness

49.

50.

51.

52.

RUC exemptions are inconsistent with a key principle of the RUC Act and system, that
road user pay for the costs of their road use. Extending the exemption means HEV
owners will not be contributing for the costs their vehicles impose for a further two
years.

Companies with more readily available capital which can afford the upfront HEV
purchase price are more likely to take advantage of this exemption. Smaller operators
who cannot afford HEVs will not benefit from a RUC exemption. This may further
advantage the commercial position of large operators, who may then be able to assert
or consolidate market dominance.

However, some smaller companies can (and do) lease trucks, and,could theréfore take
advantage of the RUC exemption without paying the high upfrent{cost - although-larger
lessors would have an advantage over smaller ones for the*same reas@ns of capital.
Also some large companies don't own their own trucks, soxmight fall-into‘the ‘smaller
purchasers’ category as their contracted drivers each=have limited available capital.

It is also worth noting that to meet our carbon emissions targets eventually all operators
need to transition to low and zero emission vehiclesy/and the “first movers' who
purchase HEVs are taking on risk and high Costs in doing.se. However, HEVs will
simply be unsuitable for some uses.

Implementation

53.

54.

95.

This option has similar administrative and campliance costs as the status quo because
it simply defers the introduction,ofMEVs into the RUC system. Though there would not
be a greater compliance burden/on any individual HEV owner, the administrative task
for Waka Kotahi can be eXpected te-he'slightly greater if there are more HEVs from
which they need to_collect:RUC,

Modelling suggests.thére will'hesaround 2500 HEVs that will start paying RUC in 2028,
compared tothesstatus quorof-around 1200. In the context of around 200,000 heavy
vehicles alreadyspaying RUE in 2023, the extra burden is minor. However, because
they will be-entering the RUC system for the first time, this influx of new payers may
require extra resourcing for Waka Kotahi to help them transition into RUC. Operators
transitioning fremidiesel to electric trucks will already be aware of their RUC
compliance abligations.

Setting the end date in November 2027 instead of December 2027 avoids the status
quo’s,problem of transacting RUC purchases during the holiday period.

Option Three - Extend the exemption to November 2030 (preferred option)

56. Same as option two, except the new end date would be 30 November 2030.
Analysis

Effectiveness

57. As shown in table 1, extending the exemption to 30 November 2030 will result in

annual CO- not emitted of 29.44 kilo tonnes by the time the exemption expires. Over
the period of the extension (i.e. the five years from January 2026 to November 2030)
the cumulative amount will be 103.33 kilo tonnes. This is 93 kilo tonnes higher than the
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58.

59.

Cost
60.

status quo and 76.3 kilo tonnes higher than option two. These results will be driven by
HEV uptake.

We estimate that around 3,600 HEVs will be in the fleet by 2030 under option three.
Though this is higher than the status quo and option two, modelling suggests the two
percent of the fleet target will still not be reached by 2030. Rather, this option would
see the two percent target reached in 2031 (one year ahead of the status quo) when
HEVs will comprise 2.22 percent of the fleet. The modelling’s high uptake scenario
shows the two percent target being reached in 2029, when HEVs will reach 2.46
percent of the fleet.

Base case modelling indicates that by 2030 HEVs would be comprised of 1,501 buses
(148 more than the status quo), 895 heavy trucks (300 more than the status quo) and
1,222 medium trucks (262 more than the status quo).

Extending the exemption to 30 November 2030 will cause cumulativé foregone
revenue of around $93 - $200 million (from 2026), on top of‘thé cost ofthe existing
exemption. That foregone revenue is in the context of the ‘approximately $6.3 billion in
heavy RUC revenue in the same period (out to 2030)s, The Upper estimate represents
3 percent of heavy RUC revenue.

Fairness

61.
62.

63.

Same as under option two: an exemption fremRUC is{unfair'to other road users.

As with option two, the RUC exemption wilbadvantage‘operators who can already
afford HEVs. Lower costs for these operators may further advantage their commercial
position against operators who<€annot afford\HEVs.

However, the ffirst movers' who purchase HEVs, and therefore contribute to our
emissions reduction targets;are taking.onrisk and high costs in doing so.

Implementation

64.

65.

Similar to optian twe Likewises\Waka Kotahi can be expected to administer more
vehicles under, this‘optior(3;618 by 2030). By comparison, the status quo would see
700 feweryvehicles by the same time (2,907) . As with option two, this is not a
significantly~greater burden for either Waka Kotahi or HEV owners.

However, because they will be entering the RUC system, this influx of new payers may
require extra/resgurcing for Waka Kotahi to help them transition into RUC. On the other
hand, a longerextension also gives Waka Kotahi more time to prepare for this influx.
Dieselvehicle owners transitioning to HEVs will also already be familiar with the RUC
systemt.
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How do the options compare to the status quo/counterfactual?

Effectiveness

The extent to which the
option is likely to contribute
to the 35 percent fleet
emissions reduction target.

Cost

The extent to which the
option poses a risk to NLTF
revenue through foregone
RUC.

Fairness

The extent to which the
option is consistent with the
principle of road users
paying for their road use.

Implementation
How difficult the option is to
administer for Waka Kotahi
and to comply with for RUC
payers.

Overall assessment

Option One — Status Quo

(exemption expires December

2025)

Option Two — Extend to Nov 2027

+

27.04 kilo tonnes. cumulative tonnes of CO2 not emitted. The two percent target will
also not be met (0.67 — 1.55 percent of the fleet by 2027).
Though not modelled, there will also be reductions in other harmful emissions (PM10,
NOx, SOx, VOC, CO).

These benefits will accrue past the lifetime of the exemption because the vehicles will
remain in the fleet

$23 - $53 million foregone (1 - 2.2 percent of heavy RUC gevenue)

Inconsistent with a key principle of the RUC Act and system, that road users pay for the
costs of their road use. RUC exemptions help these who can‘already afford HEV.s*high
purchase price:

However, some companies lease their trucksy so would benefit from the exemption
without having to overcome the purchase price;

0

Extending the end date only ‘defers the administrative costio,the new date. The cost’s
scale may be slightly largeffor WakasKotahi because there will be more vehicles in the
fleet to begin charging RUC4ln the context of theyexisting heavy RUC fleet, this increase
is' minor and manageable.

Diesel vehicle owners transiting topHEVs will already know how to maintain RUC
compliance

Example key for qualitative judgements:

++ much better than doing nothing/the status
guo/counterfactual

+ better than doing nothing/the status
guo/counterfactual

0 about the same as doing nothing/the

status quo/counterfactual

- worse than doing nothing/the status
guo/counterfactual

-- much worse than doing nothing/the status
guo/counterfactual

Option Three — Extend to Nov 2030 (preferred option)

++

103.33 kilo tonnes of CO2 nat emitted./Fhe two percent of the fleet target will not be met, but will
be one year ahead of the status quo.

Though not modelled, there will also be reductions in other harmful emissions (PM10, NOx, SOx,
VOC, CO).

These benefits will accrue past the lifetime of the exemption because the vehicles will remain in
the fleet

$93 - $200 million foregone (1.5 - 3 percent of heavy RUC revenue)

Same as option two - inconsistent with a key principle of the RUC Act and system, that road users
pay for the costs of their road use. RUC exemptions help those who can already afford HEVs’ high
purchase price.

However, some companies lease their trucks, so would benefit from the exemption without having
to overcome the purchase price.

0

Similar to option two — though there may be more HEVs in the fleet. In the context of the existing
heavy RUC fleet, this increase is minimal.

On the other hand, a longer exemption gives Waka Kotahi more time to prepare for these new
RUC payers

Diesel vehicle owners transiting to HEVs will already know how to maintain RUC compliance
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What option is likely to best address the problem, meet the policy
objectives, and deliver the highest net benefits?

66. Option three, the preferred option, has the same rating as the status quo option, but is
assessed as best meeting the assessment criteria because it best balances the
incentive to uptake and resulting decarbonisation benefits, against the long-term risk to
NLTF revenue. The administrative cost is the same as option two, but higher than the
status quo - though the difference is evaluated to be minor and manageable.

67. Option three is also preferred over the status quo because although it has the same
overall rating, the compound emission reductions from the preferred option are greatly
higher than the status quo. The evaluation above accounts for carbon emissions
reductions only for the lifetime of the exemptions, but the benefits will persist beyond
that because they are tied to the vehicles’ lifetime.

68. Itis difficult to extrapolate from the very small number of HEVs eufrently in the fleet, but
assuming an HEV remains in the fleet for 20-25 years, further,émissions savings will be
gained.!! Table 2 below shows annual and cumulative carboriemissionsweductions
from HEVs over the 20-year period after the preferred,option expires. ARUC
exemption is an incentive to purchase these vehiclés ~ence in the,fleet they will
continue to provide emissions savings even after the éxemption expires, and we
assess this in the favour of option three ovepthe,status que:

Table 2: Kilo tonnes of carbon emissions aveided in annual/and cumulative terms

Year | Base case High case Cumulative emissions saving
Period Baséecase High case Low case

2030 | 29.44 41.67

2031 | 30.33 43.29

2032 | 28.97 41.28

2033 | 27.34 38.87

2034 | 25.56 36427

2035 | 23.83 33,73 2031-35 136.0 193.4 60.7

2036 | 22.07 31.20

2037 | 20.34 28,77

2038 | 18.69 26.46

2039 | 17.15 2425

2040 | 15.82 22.32 2036-40 94.1 133.0 43.0

2041 | 14.62 20.59

2042 | 13.5% 19.00

2043 | 12.39 17.44

2044 (] 11,29 15.88

2045 %.10.14 14.29 2041-45 62.0 87.2 28.6

2046 | 9.02 11.79

2047 | 7.97 10.38

2048 | 7.09 9.12

2049 | 6.30 7.98

2050 | 5.67 7.06 2046-50 36.1 46.3 17.3

11 Based on the average age at which diesel buses and trucks leave the fleet. HEVs have not existed in New
Zealand’s fleet long enough to draw strong comparisons.
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What are the marginal costs and benefits of the option?

Table 3: Marginal costs and benefits of option three

Affected groups

Comment

Evidence
Certainty

Impact

Additional costs of the preferred option compared to taking no action

Other road users/general
taxpayers

Waka Kotahi

Smaller freight
companies/operators.

Cabinet decides how
foregone revenue is
handled.
Hypothetically, non-
HEV owners who pay
for their road use
(through RUC or FED)
may face a lower level
of service in the form
of less maintenance
and infrastructure if
revenue is not
backfilled. Revenue
could be backfilled by,
increasing FED/RUC
rates on other road
users, or through
general taxation.

Processingynew RUC
payefs when the
exemption ends;

Companies with more
readily available
capital which can
afford the upfront HEV
purchase price are
more likely to take
advantage of this
exemption. Smaller
operators which
cannot afford HEVs
will not benefit from a
RUC exemption. This
may further
advantage the
commercial position of
large operators, who
may then be able to
assert or consolidate

Where foregone Low
RUC revenue is not
backfilled, the cost

of operating and
maintaining the land
transport system is

borne by these

users (i.e. theypay
disproportionately

for their'toadhuse).

Low — modelling Medium
suggests 3618
HEVs in the system
by 2030, which
Waka Kotahi will
begin charging RUC.
This will not
significantly add to
the existing task of
charging 200,000
heavy RUC payers.

Low - this may lead  Low
to some
rationalisation in the
sector, with job
losses and business
failure. However, a
higher tare weight
(largely added by
the battery) means
an operator will pay
a higher RUC rate or
carry less payload,
reducing efficiency
in the industry.
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market dominance.
However, some
operators lease their
trucks, so do will not
face the purchase
price barrier.

Total monetised costs Foregone RUC $145.55 - $199.73 Low — depends
revenue. million (cumulative, on several factors

out to November including the
2030). Thisis a design of other
small figure in the policies to
context of total NLTF increase HEV
revenue of $11.4 uptake and
billion over the same vehicle use
period patterns:

Non-monetised costs

HEV operators Industry compliance Low: HEV owners Low

costs. will pay'RUCMrom 1
December2030 and
will peed to ensure
theyncomply with the
RUC requirements
for the=vehicle they
operate (purchasing
RUG, licences every
1,000km at the
correct rate). This
burden is the same
as for non- electric
vehicle owners who
currently pay RUC.

RUC rates are
based on weight and
axle configuration.
Increasing a
vehicle’s weight by
adding a battery on
the same axle
configuration will
mean the vehicle
carries smaller
payload, needing to
make more trips to
deliver the same
volume of goods.

Freight Costs

Road users Additional road wear Impacts on road
from HEVs being wear and tear are
heavier than diesel not yet conclusive.
equivalents. This is because

currently HEVs
weigh more;

however, literature
points to vehicles
being similar in
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weight to today's
diesel trucks in the
next decade, when
their adoption will be
significantly greater.
If vehicles do not
become lighter than
diesel equivalents,
then roading costs
could increase, all
other factors being
equal.

Additional benefits of the preferred option compared to taking no action

HEV purchasers (freight
operators, heavy
machinery operators, non-
PT bus operators)

As these are mostly
commercial operators
these benefits may be
passed onto the end
consumer

Consumers

Public transport authorities

Total monetised benefits

Non-monetised‘henefits

New Zealand (wider
society)

Ongoing operating
cost savings from not
paying RUC over the
period of the
exemption.

Where freight
operators face, lower
operating costs(inthe
form of a RUG
exemption)y they may
pass’this\savingen to
consdmers inthe ferm
ofdower freight/Ccosts.

The zero emissions
publicitransport
reguirement will be
@asier to meet while
operating costs for
their buses are lower.

Represented by
foregone RUC

Decarbonisation of
the heavy vehicle fleet
and reduced
greenhouse gas
emissions from tail
pipe emissions

Reduced air pollution
and costs associated
with harmful
emissions (PM10,
NOx, SOx, VOC, CO).
The Health and Air
Pollution in New
Zealand 3.0 report

This is RUC not paid Low
by operators, s@ is
represented by

foregone RUC

revenuelof $93-200

million (cumulative,

out'to November

2030).

Low Low
Low Low
$93-200 million Low
103.33 kilo tonnes Medium
Low Medium
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indicated that, in 2016,
the social costs due to
air  pollution  from
motor vehicles were
$10.5 billion. This
represented about
67.3% of the total
social costs of all
human-made air
pollution  (PMzsand
NO2) in New Zealand
in 2016. These social
costs reflect the cost of
all air pollution impacts
to New Zealand in
terms of direct costs
incurred in the health
system and also due
to loss of life, lost
quality of life and lost
productivity. Such
costs would be
reduced with a higher
prevalence of HEVs/in
the fleet.
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Section 3: Delivering an option

How will the new arrangements be implemented?

69.

70.

71.

72.

How

73.

74.

The exemption can be extended to 30 November 2030 through an Order in Council. To
implement the extension, new regulations under the RUC Act are needed before the
exemptions expire to set the new end dates. This would involve changing the end date
from 31 December 2025 to 30 November 2030.

To gain the full benefit of the exemption’s extension this would not come into force until
the current exemption expires. There is a test included in the RUC Act that requires the
Minister to be satisfied that the exemption will encourage and support the uptake of
heavy electric RUC vehicles, before recommending an Order be made by the
Governor-General.

Because the proposed change confers a benefit and only affectsowners and, potential
purchasers of EVs, it is not intended to consult further with the/public (beyond the
Driving Change discussion document) before making these regulations. This is
consistent with the approach taken in 2016 when the.exemption was first made, and in
2021 when the light EV exemption’s end date was last-amended:

Following gazetting of the exemption extensions,the” Ministry-of, Transport and Waka
Kotahi will work together to publicise the exemption extension and Waka Kotahi will
continue to communicate how RUC payers can maintain.their RUC compliance.

will the new arrangements be monitoged, evaluated, and reviewed?

It is important to balance the enefitto HEV purchasers through incentivising uptake,
with the risk to NLTF revenuecthrough them,not paying RUC. It is a key principle of the
RUC system that road userspay for.the cost of their road use, meaning the exemption
cannot continue indefinitely:

Ministry officials wilkcontinue te monitor the HEV RUC exemption’s impact on uptake

and the ameunt ef/RUC revenue foregone over the course of the exemption. The
exemption’s‘end date can be modified through a further Order in Council if necessary.

Regulatory Impact Statement | 21



Annex 1: HEVs available in New Zealand
The table below shows the RUC rates that several HEVs, most already available in New
Zealand, would be paying from 1 January 2026.

Weight Class RUC Type RUC rate ($ per
1,000 km)
LDV eDeliver 9 82
Fuso eCanter 7.5 tonnes 2 126
Hyundai Mighty Electric 7.5 tonnes 2 126
Volvo FL 16 tonnes 2 315

Scania BEV 29 tonnes 6 434 - ‘/
Hyundai XCIENT FCEV 36 tonnes 6 4 I K&
Mercedes eActros 40 tonnes K & 434
XCMG E700 50 tonnes 14 435
4 Q‘
&
QU
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Document 11

Climate Implications of Policy Assessment: Disclosure Sheet

This disclosure sheet provides the responsible department’s best estimate of the greenhouse gas emissions impacts for New.Zealand that would arise from
the implementation of the policy proposal or option described below. It has been prepared to help inform Cabinet degisions.about this policy. It is broken
down by periods that align with New Zealand’s future emissions budgets.

Section 1: General information

General information

Name/title of policy proposal or policy option: Extending heavy electric vehicle exemptions from road uSer charges
Agency responsible for the Cabinet paper: Ministry of Transport
Date finalised: 30 April 2030.

The proposal is to extend heavy electric vehicles’ exemption frem road user charges to incentivise their uptake. A greater number of EVs
in the fleet will help decarbonise the transport sector. The eurrent exemption is legislated to expire on 25 December 2025, and it is
proposed to extend this end daté t6430 November 2030:

Short description of the policy proposal:

Section 2: Greenhouse gas emission impacts

Sector & source Changes in greenhouse gas emissions in kilo tonnes of carbon dioxide equivalent (CO-e)
2023-25 2026-30 2031-35 2036-40 2041-45 2046-50 Cumulative impact
Transport 10 103 136 94 62 36 441
(6.5 to 16) (49 to 147) (610193) (43 to 133) (29 to 87) (17 to 46) (205 to 623)
Total 10 103 136 94 62 36 441
(6.5 to'16) (49 to 147) (61 0 193) (43 to 133) (29 to 87) (17 to 46) (205 to 623)




Section 3: Additional information

Additional information ‘

The impacts of this policy proposal on the uptake of heavy electric vehicles are projected using the Ministry of Transport’s EV uptake projectionymodel. The EV model projects EV uptake
based on a set of assumptions on vehicle purchase prices, fuel and electricity prices, time period for EV RUC exemption, and barfiers to EV uptake’including EV driving ranges and EV variety
limitations. It is useful to note that projecting EV uptake rates for heavy vehicles is difficult because we only have a small numben6f heayy EVs in'New Zealand and our understanding of their
uptake is limited. Although most recent data has been considered, large uncertainty would be associated with their pfojections. Therefore, the results of projected emission reduction shown
here should be treated as provisional.

Please also note that these are tailpipe fuel combustion emissions only and those emissions from electricity'generation associated with the electricity used by EVs are ignored here as they
are insignificant.

Section 4: Quality assurance

Quality assurance

The Ministry for the Environment’s Climate Implications of Policy Assessment (CIPA) team has beefyconsulted. Full quality assurance of the emissions analysis was unable to be completed
due to a lack of time. However, the scale of estimated emissions reduction apgears teasonablepand the CIPA team has no general concerns with the modelling methodology employed.
Ministry of Transport officials will work with the CIPA team to assess the emission impacts of further RUC proposals as they are advanced, as appropriate.

N



Document 12
CAB-23-MIN-0378

IN CONFIDENCE

Cabinet

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: Electric Vehicle Exemptions and Report Back from
the Driving Change Consultation

Portfolio Transport

On 21 August 2023, following reference from the Cabinet Econontic Developnient Committee,
Cabinet:

Extending the exemption from road user charges’for-heavy electric vehicles

1 noted that:

1.1 light electric vehicles (EVs) are exempt from’payifig road user charges (RUC) until
31 March 2024,

1.2 heavy EVs are exempt from paying RUE until 31 December 2025;

1.3 owners of these vehicles'Wwill néed/tespay RUC from these dates unless the
legislation is amended;

2 noted that light EVsaresexpecteddto reach two percent of the light vehicle fleet in 2024;
3 agreed to allow’the' RUC exemption for light EVs to expire, as legislated, on 31 March
2024,

4 noted that charging light EVs RUC will generate revenue of $55 to $86 million;

5 noted that Waka.Kotahi New Zealand Transport Agency (Waka Kotahi) will begin
commupnications in November 2023, explaining the future RUC compliance obligations to
owners of light EVs;

6 noted that amendments to primary legislation will be necessary to support the changes
outlined in the paper under CAB-23-SUB-0378, and that if these are not enacted before
1 April 2024, Waka Kotahi will implement transitional arrangements until new legislation is
in place;

7 noted that although the number of heavy EVs in the New Zealand fleet is rising, the
numbers are still below two percent of the national fleet;

8 agreed to amend the Order in Council under section 37A of the Road User Charges Act
2012 to extend the heavy EV RUC exemption to 30 November 2030;
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IN CONFIDENCE
CAB-23-MIN-0378
noted that extending the heavy EV RUC exemption to 30 November 2030 will cause
foregone revenue of $95 to $200 million;

noted that the heavy EV exemption is in place to help the fleet reach 2 percent, and that
officials will monitor uptake and revenue impacts and will recommend changes to the
exemption, if necessary;

noted that further public consultation on the RUC exemption for heavy EVs is not necessary
as the proposed extension confers a benefit on the public, and that this approach is consistent
with previous exemptions;

Report back on the Driving Change consultation

12

13

14

15

16

17

18

19

20

21

22

23

24

noted that on 18 November 2021, the Cabinet Environment, Energy and Climate Committee
agreed to the release of a discussion document on proposed changes to the RUC system (the
Driving Change consultation), and invited the Minister of Transport to report back onh the
results of consultation and with recommendations for legislative ¢hange
[ENV-21-MIN-0064];

agreed that battery EVs and plug-in hybrid EVs should pay RUC wherr the'light EV
exemption ends;

agreed to amend the Road User Charges Act 2012, t0 enable the setting of partial rates;

noted that the policy intent of enabling partial RUC rate§ is'to‘avoid subjecting owners of
vehicles liable to both fuel excise duty and\RU€ to théfullrate of RUC;

agreed to remove the ability for plug-in‘hybrid EV, owners to apply for fuel excise duty
refunds for those vehicles;

agreed that vehicles powered by ompr€ssed natural gas and liquefied petroleum gas should
pay RUC;

agreed to exempt eertdinivery light EVs with a gross vehicle mass of less than one tonne
from the obligation towpay RUC

authorised-the Minister of Transport to determine what very light EV types are exempt
from RUG;

agreed to remoVe the'requirement that RUC licences need to be displayed or carried for all
RUC vehicles unless a vehicle owner requests a licence label and pays the administrative
fee;

agreed'that electronic RUC devices in heavy vehicles should not be required to display a
RUC licence;

noted that Waka Kotahi will develop an online portal, in consultation with New Zealand
Police, for vehicle owners and enforcement officers to check a vehicle’s RUC before the
licence display requirement is removed,

noted that Waka Kotahi and New Zealand Police will ensure that, when the display
requirement is removed, New Zealand Police has adequate access to vehicle data to enable
enforcement action at all times and locations;

agreed to enable Waka Kotahi to use historical RUC rates to determine unpaid RUC in
auditing assessments;
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26

27

28

29

30

31

32

33

IN CONFIDENCE
CAB-23-MIN-0378

agreed to allow Waka Kotahi discretion regarding the time allowed for an assessment
review;

agreed to allow a limited increase of Waka Kotahi access to third party records to assist with
RUC assessments;

agreed to exempt travel for a Certificate of Fitness check from RUC if the vehicle is
normally used off road;

agreed to reset the RUC bands to align with Land Transport Rule: Vehicle Dimensions and
Mass 2016, and to remove concession type licences 308 and 408;

agreed to establish a 54 tonne RUC band at a rate proportional to that of a 54-tonne vehicle;
agreed that the RUC exemption should be removed from mobile cranes;

agreed to modify the definition of all-terrain cranes in the Road User Charges Regulations
2012 from a tyre contact area of more than 1,500 cm? per tyre toy Single large'Ox sifigle mega
tyred axles’;

noted that the following seven proposals from the Driying Change docurhent will be
progressed in separate workstreams to the Bill amending-the RUC sys{ém:

32.1 including externalities in the costs considerédsn setting. RUC rates;

32.2 including impacts on greenhouse, gas-emissions, when setting RUC rates;
32.3  using electronic RUC devices tonmprove.road safety;

32.4  adjusting the overweight perntit regime;

32.5 removing the requirerfient to display other transport labels;

32.6  adjusting RUC, offences and penalties to be consistent with the Effective Transport
Financial Penaltics Framework;

32.7 creating arequirement for RUC electronic system providers to notify Waka Kotahi
of the.status of RUC payments;

noted that the following eight proposals from the Driving Change document will not be
included in the Bill amending the RUC system or directed to other workstreams at this time:

33.1 _exempting vehicle combinations where the motive power is from a vehicle exempted
from RUC;

33.2..7 exempting low emission vehicles from RUC based on distance travelled,
33.3 including fuel type, origin, and blend in RUC rates;

33.4 reviewing the requirements for electronic RUC (including the Code of Practice’s
fitness for purpose) and mandating electronic RUC for all heavy vehicles;

33.5 allowing for the purchase of RUC licences in amounts less than 1,000 kilometres;

33.6 changing Certificate of Fitness and Warrant of Fitness requirements so the assessor
must report evidence of odometer tampering;
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33.7 clarifying the definition of ‘accurate’ for a distance recorder in a light vehicle;
33.8 clarifying the requirements that certain persons must make and retain certain records;
Legislative implications

34 invited the Minister of Transport to issue drafting instructions to the Parliamentary Counsel
Office to give legislative effect to the above paragraphs (including for primary legislation
and any associated regulations), including any consequential amendments, savings and
transitional provisions;

35 noted that the Road User Charges Amendment Bill has a category 5 priority on the 2023
Legislation Programme (drafting instructions to be provided to PCO before the 2023 general
election);

36 authorised the Minister of Transport to make decisions that are consistent with the gverall
policy outlined above when the RUC amendment Bill is considered for introduction,

Rachel Hayward
Secretary of the Cabinet
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