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22 April 2022 OC220136 

Hon Michael Wood Action required by: 

Minister of Transport  Friday, 6 May 2022 

THE FINANCIAL ASSISTANCE FOR THE TRIAL OF THE EQUITY-
ORIENTED VEHICLE SCRAPPAGE SCHEME 

Purpose 

To seek your direction on the level and form of the financial assistance for the trial of the 
equity-oriented vehicle scrappage scheme.  

Key points 

• The key objective of the scrappage scheme will be to reduce financial pressure on low-
income New Zealanders by assisting them in switching to low-emission vehicles, or low-
emission alternatives. It will have the secondary objectives of reducing emissions and
increasing safety.

• The effectiveness of the scrappage scheme will partly depend on the levels of financial
assistance it provides. The assistance needs to be high enough to make quality low-
emission vehicles, or alternatives, affordable for low-income New Zealanders. However, it
should not be so high that the number of participants is unduly restricted, and the
scheme’s cost-effectiveness undermined.

• We propose that the assistance levels be set by applying a multiplier to the Clean Car
Discount’s rebates for new vehicles. This would provide a level of consistency between
the Clean Car Discount’s rebates for new vehicles that high-income New Zealanders are
more likely to be able to take advantage of, and the assistance levels available to low-
income New Zealanders through the scrappage scheme.

• A multiplier of 1.4 would allow people who opt to replace their scrapped vehicle with an
EV, or low-emission alternatives to receive $12,075. The purchase of PHEVs and hybrids
would attract lower amounts as their fuel use and emissions are higher.

• The budget bid for the scheme assumed that 70 percent of the assistance would be
provided as loans. However, loans risk increasing, rather than decreasing, financial
stress and vulnerability for low-income New Zealanders. To mitigate this risk, we propose
the assistance be provided solely as a grant with no loan component. This would also
greatly reduce the complexity and administrative cost of the scheme.
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THE FINANCIAL ASSISTANCE FOR THE TRIAL OF THE EQUITY-
ORIENTED VEHICLE SCRAPPAGE SCHEME 

We are progressing the design of the trial vehicle scrappage scheme 

1 Following your direction (OC210442 refers), we are designing a trial of a scrappage 
scheme targeted to low-income New Zealanders. The key outcome sought will be to 
help reduce financial pressure on participants by assisting them in replacing a high 
emission, unsafe vehicle with a safe low-emission vehicle, or low-emission 
alternatives. It will have the secondary objectives of reducing emissions and 
increasing safety. 
 

2 The equity-oriented scrappage scheme is included in the Transport Chapter of the 
Emissions Reduction Plan recently agreed by Cabinet. Cabinet has also approved 
funding to resource the trial and a potential expansion as part of Budget 2022. It is 
intended that the trial will commence in early 2023 in up to three locations. Any 
expansion is dependant on the outcomes of the trial. 
 

3 This briefing addresses the level and form of the financial assistance that the trial 
scheme will provide. It builds on our briefing of 28 February 2022 that outlined how 
the trial scheme could be targeted to low-income New Zealanders (OC210954 refers). 
For this scheme, low-income is defined as a person earning at or below adult living 
wage full-time, adjusted for family size and partnership status. 

We propose basing the scheme’s assistance levels on the Clean Car Discount’s 
rebates for new vehicles 

 
4 With the proposed scheme, eligible low-income people who scrap a vehicle would 

receive financial assistance for the purchase of EVs, PHEVs and hybrids. Eligibly 
vehicles will include new and used imported vehicles, as well as used vehicles 
already in New Zealand. Participants would also have the option to use the 
assistance for low-emission alternatives, such as the purchase of e-bikes and use of 
public transport. 

5 As the trial scheme will have a limited amount of funding, the decisions about its 
levels of financial assistance need to balance:  

 
5.1 providing high enough levels of assistance that participants are incentivised, 

and can afford to scrap their high-emitting vehicles and replace them with 
quality low-emission ones, or low-emission alternatives  
 

5.2 maximising the number of eligible people who can participate in the scheme. 
With a limited amount of funding, as assistance levels rise the number of 
participants falls to compensate 
 

5.3 achieving value-for-money from the government investment, with the magnitude 
of the benefits generated by the scheme outweighing the costs. 

 
6 To achieve these objectives, we propose basing the level of the assistance on the 

Clean Car Discount’s rebates for new vehicles. This would be done by applying a 
multiplier, greater than one, to the rebate schedule. To encourage participants to opt 
for low-emission alternatives, including the purchase of e-bikes or use of public 
transit, the assistance level for this choice would be set at the same level as for EVs.  
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12 Requiring vehicles to be less than 8 years old is important to minimise the risk of 

vehicle owners having to replace the batteries in EVs soon after purchase. For 
example, early model Nissan Leafs (2011–2013) often have significant battery 
degradation.  

We will continue to investigate whether the assistance levels for hybrids should be 
raised relative to the levels for PHEVs  

13 Before Ministers are asked to approve the trial, we will investigate whether the 
relativity in assistance levels between PHEVs and hybrids is appropriate. The issue 
is that vehicle manufacturer tested fuel use and CO2 emissions are used in setting 
the Clean Car Discount’s rebates. Although there will always be a gap between real-
world driving and the manufacturers’ values, the gap for PHEVs is especially large1.  

14 A European assessment of the real-world performance of 20,000 PHEVs shows 
their CO2 emissions are, on average, over 2.5 times those manufacturers claim2. 
This result is borne out in a recent Consumer New Zealand comparison of the 
performance of the Hyundai Ioniq in hybrid, PHEV and EV forms. 
 

15 These three vehicles were each driven over a week for around 250 kilometres in a 
mix of commuting trips and a longer-trip from Lower Hutt to the Wairarapa. The 
results are in the table below.  

 
 

16 Based on this comparison, financially the EV or hybrid are preferable to the PHEV. 
The PHEV’s weekly fuel/energy cost was only $1.69 lower than the hybrids. Applied 
over a year the PHEV would only save $87.88 in running costs compared to the 
hybrid. As it can be assumed that the two vehicles would have very similar servicing 
costs, it would take 79 years for the PHEV’s $7,000 higher purchase price to be 
recovered in running cost savings. 

 
17 If the comparison is representative of the performance of PHEVs in New Zealand, 

then the relative assistance levels for hybrids in Table 1 above are likely to be too 
low. 

 
18 At our request, Consumer New Zealand has agreed to repeat their comparison 

across more vehicles, including popular used ones. We will use the results to inform 
the assistance rates Ministers would be asked to consider in finalising the details of 
the trial scheme in August 2022.  

1 https://theicct.org/wp-content/uploads/2021/12/Plug-in-hybrid-CO2-emissions-white-paper-A4-v3.pdf 
2 https://www.transportenvironment.org/wp-content/uploads/2021/07/2020_09_UK_briefing_The_plug-
in_hybrid_con.pdf 
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Providing the majority of the assistance as a loan would likely increase rather than 
reduce financial pressure for low-income New Zealanders 

 
19 The budget bid proposal assumed that participants would receive 30 percent of the 

assistance as a grant and 70 percent as a loan. Inland Revenue, the Ministry of 
Social Development, and Treasury have since cautioned against using loans as a 
form of assistance as this approach risks: 

 
19.1 increasing financial stress and vulnerability for low-income New Zealanders. 

The relatively high-value loan could encourage people to buy vehicles with 
loans they can not comfortably afford to repay. Coupled with inadequate income 
the loans risk worsening people’s spiral of debt, particularly when inflation is 
increasing. As debt increases, interest and repayments increase. This reduces 
the income available to meet living costs and increases future dependence on 
debt 
 

19.2 reducing uptake of the scrappage scheme as people opt to avoid debt. This 
would reduce the number of people who would otherwise have benefited from 
participating 

 
19.3 increasing the administrative complexity and cost of the trial scheme.  
 

20 We have estimated the financial decisions a low-income household would face 
when choosing between participating in the scrappage scheme or replacing their 
end-of-life vehicle with a near end of life one. This analysis confirms that the above 
risks are likely to eventuate if the majority of the assistance is provided as a loan. 
The analysis is summarised in the Annex. 

 
21 Providing the assistance solely as a grant would significantly reduce the likelihood of 

the scheme increasing financial pressure for participants. However, retaining a loan 
element would have the advantages of: 

 
21.1 increasing the scheme’s value-for-money as the benefits of fuel savings, 

emission reductions and improvements in vehicle safety would be achieved at a 
lower cost to government 
 

21.2 helping to minimise gaming of the scheme, such as, vehicle dealers raising 
vehicle prices, and participants selling the replacement vehicles to realise the 
financial value of the grant assistance. It would also reduce the incentive for 
high-income New Zealanders to attempt to game the scheme. 

 
21.3 likely improving the durability of the scheme, should a decision be made to 

continue it beyond the trial. A scheme offering generous grants is likely to be 
perceived as unfair by those who are not eligible to participate. Such a 
perception could undermine public support for the scheme. 

22 On balance, we recommend having a 100 percent grant. Grant only assistance 
makes it very likely that participants will benefit from lower transport costs. 
financially. Following feedback from other agencies, our view is that this certainty 
outweighs the gains from a loan component.  

We have tested the extent to which grant only assistance will benefit participants 

23 Based on the financial analysis in the Annex, participants will benefit the most from 
the trial scheme if the assistance is provided solely as a grant. This change from the 
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budget proposal would make participating in the scheme to purchase an EV more 
affordable than replacing an end-of-life internal combustion vehicle with a near end-
of-life one. 

24 If people participate and buy a 2015 Nissan Leaf they are likely to make monthly 
savings even if they require a market loan to complete the purchase. Compared to if 
they purchased a typical near end of life vehicle, the likely estimated monthly 
savings would be approximately: 

• $237 if they do not require market financing  

• $118 if they use market financing with a $2,000 deposit  

• $59 if they use market financing and no deposit. 

25 Taking a market loan, the savings described above combined with the residual value 
of the vehicle will allow the participant to break even after 5 months. If they 
contribute a $2,000 deposit, the combination of savings and residual value place 
them in an immediate break-even position. This compares to 65 months to achieve 
break even on a traditional replacement vehicle. 

26 Our analysis for PHEVs and hybrids, in the Annex, indicates that if participants have 
enough savings to pay for the balance of the vehicles after scheme support, they will 
benefit from monthly savings. However, if market loans are required their short-term 
costs are likely to increase. Many participants are likely to need market loans as the 
savings needed would be in the order of $12,000 for a PHEV and $14,000 for a 
hybrid. 

27 Over the medium-term participants buying PHEVs and hybrids will gain from 
avoiding the more regular cost of replacing an end-of-life vehicle with a near end of 
life one. The analysis does not include this cost. 

28 The potential importance of hybrids to ensuring an adequate supply of low-emission 
vehicles for the scrappage scheme is an additional reason to review the assistance 
rates for hybrids. The trial will enable us to assess whether the hybrid assistance 
rates need to be raised beyond maintaining a carbon emission relativity with PHEVs. 

Considering potential supply constraints 

29 The extent to which participants can realise these savings will be affected by the 
potential for shortages in the supply of quality used-EVs. The Motor Trade 
Association informed us that they have concerns about the short to medium term 
availability of these vehicles. 

30 The risk of supply constraints can be managed through participants opting to buy 
used hybrids. There is likely to be adequate supply of these vehicles due to the 
preference for hybrids in Japan.  

Changing the assistance to solely grants will mean the Crown foregoes future 
revenue 

31 The key impact of providing assistance as grants is the loss of future Crown revenue 
that would otherwise have been received as loan repayments. Of the $31.812 
million that Cabinet has agreed in Budget 2022 for the trial, we estimate the loss 
would be up to a maximum of $17.71 million. This would have been repaid from 
2022/23 to 2027/28.  
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32 If the trial were to be expanded with funding of $536.95 million, then potentially up to 

a maximum of $356.16 million would be foregone. This would have been repaid 
from 2024/25 to 2029/30.  

33 The impact on the number of low-income people who could participate would be 
trivial. This is because Crown funding has to be appropriated to provide the 
assistance irrespective of whether it is allocated as grants or as a mix of grants and 
loans. 

34 The other potential impact is on any future funding of the scheme. If Ministers want 
the scheme to continue beyond 2025/26, new Crown funding would be needed. 
Such funding could be easier to secure if it includes loan repayments. This is 
because conceptually the repayments could be seen as a revenue source for 
continuing the scheme.  

Further mitigations would help protect the scheme from abuse 

35 Alongside rebalancing to a solely grant scheme, we propose two further mitigations 
to ensure the trial successfully assists low-income New Zealanders reduce their 
transport costs.  

The scheme could have ‘participant advisers’ to help match people with a choice of 
vehicles they can afford 

36 ‘Participant advisers’ could be employed by the scheme administrator. These people 
would maintain an overview of low-emission vehicles on the market and their prices. 
They would use this information to help mitigate the risk of the scheme placing 
participants in a worse financial situation than their status quo by, if participants 
desire, helping them: 

36.1 decide if this programme is financially advantageous to them,   

36.2 select and purchase the most affordable replacement vehicles, or low-emission 
alternatives, considering their individual financial circumstances.  

36.3 choose a reputable lender, where commercial vehicle loans are required. They 
could also provide budgetary advice on how participants could best manage the 
loan repayments.    

37 ‘Participant advisers’ would also play a role in minimising the risk that vehicle 
dealers raise the retail prices of vehicles subsidised through the scheme. Based on 
discussions with Californian vehicle dealers operating within the Clean Cars For All 
scheme, the likelihood of this practice occurring is very high. One dealer described it 
as a “win for the dealer and the participant because it is free money anyway”.  

38 Where dealers appear to raise their prices above market levels, the ‘participant 
advisers’ would assist participants negotiate prices down or redirect them to 
competing dealers.   

Support would be limited to vehicles with a value of up to $35,000 
 

39 The second mitigation would be to place a cap on the retail price of replacement 
vehicles. This could be set at $35,000. This amount is sufficient to ensure quality 
low-mileage low-emission vehicles could be purchased.   
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40 The disadvantage of a cap of $35,000 is that it largely removes new medium to 

large sized vehicles from the scheme. However, it is sufficient for the purchase of 
smaller hybrids like the Honda Jazz HEV, the Toyota Yaris and the entry level 
Toyota Corolla.  

 
41 There is also the potential that the Chinese electric car manufacturer BYD will 

launch the Atto1 (previously the Dolphin) in New Zealand as soon as December 
2022. Pricing is yet to be confirmed but it is a budget hatchback that would likely be 
priced under $35,000. 

People would not be able to access the scheme’s assistance plus the Clean Car 
Discount 

 
42 A further mitigation that you could consider would be to allow people who opt for a 

replacement vehicle to claim a Clean Car Discount rebate. This would further 
enhance the attractiveness of EVs and encourage younger than 2015 models to be 
purchased.  
 

43 However, we do not favour this option because it: 
 

43.1 could reduce rather than expand the number of people supported to buy low-
emission vehicles. The Clean Car Discount has a limited amount of funding. 
Preventing double-dipping ensures the funding, from both schemes, would be 
spread over a greater number of people  
 

43.2 would further distort the vehicle market by favouring the purchase of newly 
imported used low-emission vehicles over second-hand vehicles that were first 
sold new in New Zealand. This would happen because rebates only apply to 
vehicles sold for the first time in New Zealand 
 

43.3 risks undermining the social license for the Clean Car Discount. The Discount 
operates with an implicit “off-setting contract” between fee-payers and rebate 
receivers. People who, for whatever reason, buy a high emission vehicle pay a 
fee to lower vehicle prices for those who are willing to purchase a low-emission 
vehicle. This contract would arguably be broken if fees are seen to be 
subsidising vehicles that had already been subsidised with Crown funding. 

44 A Cabinet decision will be needed to ensure Clean Car Discount rebates do not 
apply to vehicles subsidised through the trial scheme. This is because rebates are 
required to be applied to all vehicles sold for the first time in New Zealand.  
Cabinet’s decision would then be reflected in an amended Ministerial Direction to 
Waka Kotahi. 

Next steps   
 

45 Following your direction on the recommendations in this briefing, the next key steps 
in designing and implementing the trial scheme are outlined in the table below. 
 

46 Alongside this timeline, you have asked for advice on what could be delivered in the 
short term after the scrappage scheme is announced on Budget Day. We will 
address this in a subsequent briefing.  
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