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About the Climate Council

Climate Council is Australia’s own independent, evidence-based organisation
on climate science, impacts and solutions.

We connect decision-makers, the public and the media to catalyse action at
scale, elevate climate stories in the news and shape the conversation on
climate consequences and action, at home and abroad.

We advocate for climate policies and solutions that can rapidly drive down
emissions, based on the most up-to-date climate science and information.

We do this in partnership with our incredible community: thousands of
generous, passionate supporters and donors, who have backed us every step
of the way since they crowd-funded our beginning as a non-profit
organisation in 2013.

To find out more about the Climate Council’s work, visit
www.climatecouncil.org.au.
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1. Introduction and context

The Climate Council welcomes the opportunity to contribute to the
Australian Government's consultation on the design of a fuel efficiency
standard for Australia’s light vehicle fleet. This is an important - and long
overdue - initiative to improve the efficiency of Australia’s cars, utes and
vans to cut costs for drivers and reduce harmful carbon pollution from the
fleet. We urge the Government to move swiftly in designing and delivering
this reform, so that Australians can share in the benefits already being
enjoyed by millions of drivers around the world.

Tackling transport emissions is essential to reach net zero

Transport accounts for 19 percent of Australia’s greenhouse gas emissions,
and is the third largest source of emissions behind electricity and
stationary energy (DCCEEW, 2022a). Road transport is responsible for the
bulk of transport emissions, with cars and light commercial vehicles alone
making up 62 percent of this pollution (DCCEEW, 2022b). Importantly, at a
time when emissions from other sectors have started a welcome and
necessary decline, personal transport is one of Australia’s fastest growing
sources of emissions (DCCEEW, 2022b).

Technology solutions available today mean electrifying Australia’s light
vehicles and powering them with renewable energy is one of the first - and
most achievable - steps towards decarbonising transport in Australia.
Electrifying Australia’s passenger fleets at the same time as we transition
the grid to renewable energy will also accelerate overall decarbonisation so
Australia can meet - and then go further than - our target to reduce
national emissions by 43% below 2005 levels by 2030. The International
Energy Agency has also highlighted that it will be necessary to see 100
percent of new vehicles sold be zero emissions by 2035 at the latest if the
world is to achieve net zero emissions by 2050 - as the Australian
Government and governments globally have committed to do
(International Energy Agency, 2022).

Importantly however, decarbonising personal transport is a significantly
bigger task than getting all drivers to swap their petrol and diesel vehicles
for an electric vehicle (EV). We need to shift the focus of transportation
away from being dominated by private cars altogether.

Boosting zero emissions public transport, and building well-connected and
safe footpaths and bike lanes gives people much better options so they can
choose how to get around and do their bit in reducing emissions. Doing so



will deliver a wide range of further benefits to people living in cities and
regions such as cleaner air, healthier communities, lower travel costs, and
much more liveable streets and public spaces. The Climate Council
encourages the Australian Government to work with States and Territories
to develop a holistic approach to cutting emissions from personal transport,
in parallel with the design of a fuel efficiency standard as discussed in this
consultation paper.

A strong fuel efficiency standard will benefit all Australians - no matter
what type of new car they buy

The following section briefly outlines the key benefits that the introduction
of a strong fuel efficiency standard can deliver for Australians. While the
conversation about this reform often centres around improving the supply of
a diverse range of electric vehicles, it will also deliver a range of other
significant and important benefits. These include slashing the annual fuel
bill for Australian drivers, cutting the national air pollution death toll to save
the health system billions, improving national security, and providing
Australians with a wider choice of modern, safe vehicles.

Improved air quality

A strong fuel efficiency standard will help improve the quality of the air in
our cities and towns by slashing transport emissions, saving thousands of
lives. The latest research from the University of Melbourne has found that
air pollution from cars, trucks and fossil-fuel powered buses kills 11,105
Australians every year and results in 12,210 cardiovascular hospitalisations,
6,840 respiratory hospitalisations and 66,000 asthma cases annually
(Melbourne Climate Futures, 2023).

By establishing a strong standard that tapers to zero emissions from new
vehicles by 2035 at the latest, Australia will lock in significant health
benefits and lower the national healthcare spend through a reduction in
harmful air pollution in our cities and towns.

This will reduce air pollution by promoting the use of cleaner technologies,
such as more efficient petrol and diesel engines as well as higher uptake of
electric vehicles. The higher the efficiency, the less CO, emissions are
produced.

More efficient vehicles also pump out fewer other pollutants caused by the
burning of petrol and diesel, such as nitrogen oxides (NOx); particulate
matter (PM2.5 & PM10) - tiny particles ranging in size from 2.5 to 10
micrometers that can penetrate into the lungs and bloodstream causing a


http://www.nespurban.edu.au/publications-%20resources/research-reports/CAULRR06_%20%20SubmissionFuelQualityStandardsAct2000_Mar2017.pdf

range of health problems; carbon monoxide (CO), sulfur oxides (SOx) and
other volatile organic compounds (VOC) (Grattan Institute, 2021a). Electric
vehicles contribute less particulate matter than petrol or diesel cars, and
have zero toxic tailpipe pollution (NOx, hydrocarbons and carbon monoxide)
(European Public Health Alliance, 2021).

Fuel efficiency standards also reduce the quantity of NOx and VOC released
into the air which contributes to ground-level ozone pollution (such as
smog). Ozone is most likely to reach unhealthy levels on hot sunny days and
can lead to respiratory problems, especially in children and the elderly
(Environment Protection Agency, 2022).

The International Council on Clean Transportation estimates that
transport-related air pollution caused an economic cost of about $10 billion
in Australia in 2015 (Grattan, 2021a).

Cheaper petrol costs to reduce cost of living pressures

Research by Solar Citizens has found that a fuel efficiency standard aligned
with the EU settings (95g CO,/km for light vehicles) would save Australian
drivers $11.2 billion dollars in fuel costs over the next five years. The
financial benefits of a strong Fuel Efficiency Standard would be greater for
regional drivers (compared to city drivers) due to longer average commutes,
higher regional fuel prices and higher rates of car ownership (Solar Citizens,
2023).

Australian drivers have long commutes and are paying high prices for fuel,
yet currently drive some of the least fuel-efficient vehicles in compatible
markets due to lack of fuel efficiency standards (Smit et al., 2019). One of the
immediate benefits of making cars more fuel-efficient is that the average
new car will consume less fuel to drive the same distance, lowering fuel bills
and helping Australians tackle cost of living pressure.

Adopting a fuel efficiency standard aligned with New Zealand would see the
efficiency of new vehicles sold in Australia improve 42 percent by 2026'. A 42
percent reduction would cut the average weekly fuel bill from $98.31 to
§57.02 dollars a week - delivering a fuel cost saving of more than $2,100 each
year. The money saved will create more economic opportunities in our local
communities by reducing the amount of money flowing offshore to fossil fuel

' Assuming an improvement in emissions from 146.5 g CO,/km in Australia today, to the NZ

target of 84.5g CO,/km by 2026. Australian average emissions intensity in 2021 available at:
Light vehicle emissions intensity in Australia |, National Transport Commission and NZ
targets available at: Data, values and formulas | Waka Kotahi NZ Transport Agency
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giants. In this way, fuel efficiency standards will keep more money here at
home, supporting the community and local businesses.

More models and more choice for Australian drivers

Delivering a strong fuel efficiency standard will see a greater range of car
models become available for Australian consumers. This includes both
electric vehicles and more efficient petrol and diesel vehicles which are
cheaper to run and produce less harmful carbon pollution.

Internationally, car manufacturers have to supply plenty of these lower and
zero emission vehicles to other markets to meet fuel efficiency standards and
avoid penalties. But in Australia, there is currently no incentive for them to
do so because we don't have comparable standards. This is denying
Australians the choice of great new vehicles that are on offer in other
markets.

In late 2022, there were only 45 electric car models available for sale in
Australia (Electric Vehicle Council, 2022). This compares with 80 in the UK,
184 in the EU, and 300 models in China as of October 2022. The lack of
models and low sales figures also means Australians are likely paying more
than we should for new lower and zero emissions vehicles.

Boosting energy security

Fuel efficiency standards have a role to play in strengthening Australia’s
energy security by reducing our reliance on foreign oil and vulnerability to
oil supply chain disruptions.

Australia consumed more than 57 billion litres of fuel in 2022 (Australian
Petroleum Statistics, 2022). More than 90 percent of this was either imported
from overseas or refined from imported crude oil (The Australia Institute,
2022).

The transportation of oil and other petroleum products can be risky, with
potential for spills, accidents, supply shocks and risks to international
shipping lanes. By reducing the overall demand for oil and the need for
transportation of petrol products, fuel efficiency standards can help to
minimise these risks and improve our national security.

Australia is particularly vulnerable to petroleum supply chain shocks, a risk
brought sharply into focus in recent years. We are vulnerable because only
two local refineries remain and they produced less than 15 billion litres of
fuel in 2022, far below total demand (Toscano, 2023). Domestic storage is



limited too, Australia has only enough reserves to meet 21 days of diesel
usage and 29 days of petrol on average (Australian Petroleum Statistics,
2022).

Improving vehicle safety

If Australia implements a strong fuel efficiency standard, car manufacturers
will send more of their newest models with the latest safety technology to
our market. As these new models replace older and less advanced models,
Australia’s fleet will become safer overall. The newest models feature
up-to-date safety technology like autonomous emergency braking, advanced
driver assistance systems, lane departure warning systems, adaptive cruise
control, following distance warning, adaptive headlights, fatigue warning
and blind spot monitoring as standard. All of these features can help reduce
accidents on Australia’s roads and continue driving down our national road
toll. Australia should not be a dumping ground for older model cars simply
because our policies are lagging behind other countries.

A major shift is underway in auto manufacturing

Since the end of domestic auto manufacturing in 2017, all vehicles sold in
Australia are manufactured overseas. This means the range and type of
vehicles available is dependent on trends and manufacturer choices
internationally. Fortunately, there is a major shift underway across the auto
market, with rapid acceleration of the supply of lower and zero emission
vehicles. The Climate Council’'s Race to Zero Emissions scorecard (2022)
highlighted that a range of major international manufacturers are rapidly
transitioning their fleets and have set strong targets for full electrification by
the middle of the next decade or earlier. Some brands are clearly lagging -
whether due to company philosophy or misguided prior investment choices -
but as the world rapidly moves towards net zero these manufacturers will
have little choice but to catch up.

This is the case not only for light passenger vehicles, but also for light
commercial vehicles like utes. Almost all of Australia’s top-selling utes are
made in Thailand, including the Toyota HiLux, Ford Ranger, Nissan Navara,
Holden Colorado, Mazda BT-50, Mitsubishi Triton and Isuzu D-Max 13.
Thailand, the top vehicle supplier in South East Asia, is aiming for 50 percent
of vehicles the country manufactures to be electric by 2030, reaching 100
percent by 2035. The Thai Government is investing heavily in incentives for
EV producers to help realise this ambition. This is just one example of how
trends and targets abroad will rapidly shift the types of vehicles available in
Australia.



Figure 1: Fleet transition commitments of the top-selling automakers in Australia (Climate
Council, 2022a)
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Climate Council's ranking takes two factors into account: the year auto manufacturers have committed to 100% new electric vehicles and their
targets for Battery Electric Vehicles (BEVs) - the only true 100% electric vehicle (see page 3)

Cleaner and cheaper-to-run vehicles are already available

In designing a fuel efficiency standard, it will be important to consider the
diversity of Australians’ transport needs and the accessibility of suitable
vehicles to meet these. Many Australians are keen to buy a zero emissions
vehicle and would find these suitable for their needs. Others may continue to
choose a petrol or diesel vehicle in the near-term, and would benefit from
being able to buy a more efficient model which is cheaper and cleaner to run.

Analysis of current new vehicle models available in Australia shows there is
already considerable variation in the efficiency of passenger and light
commercial vehicles sold. For example, if all cars sold in 2021 were ‘best in
class’ for emissions, Australia’s total 2021 emissions would have reduced by
91 percent for passenger vehicles and small SUVs, and 47 percent for larger
SUVs and utes (National Transport Commission, 2022). Similarly, if all
Australians who bought one of the top-selling utes in the 12 months to
October 2022 had instead opted for the lowest emitting model, they would
have collectively saved a total of $42 million in fuel costs and avoided over
87,300 tonnes of CO2 emissions (Climate Council, 2023a).



Figure 2: Existing variation in fuel efficiency across vehicle types

Make and model Most efficient ICE Least efficient ICE EV models
available for each
vehicle class

S annual fuel |gco2/km [$annual |gco2/km
cost fuel cost

Passenger cars

Hatch Fiat Easy Panda 0.9 Turbo |Citroen C3 Shine 3cyl |62 BEV, 13 PHEYV,
Twin Air 2cyl (2013) Petrol{(2019) Petrol 95RON 13 Electric/Petrol
95RON
1033 95 1310 118

Sedan Fiat Hardtop D/L 500 0.9 ([Fiat 500 1.2 8V Manual (49 BEV, 31 PHEYV, 6
Twin Turbo Air 2cyl (2012)|4cyl (2013) Petrol 95RON [Electric/Petrol
Petrol 95RON
083 oo 1285 119

Wagon MINI F60 Mini Cooper Audi Q5 2.0 TFSI quattro{40 BEV, 24 PHEY,
Countryman 3cyl (2019) |Tiptronic 4cyl (2013) 15 Electric/Petro],
Petrol 95RON Petrol 95RON 3 Electric/Diesel
1210 57 1991 184

SUVs

Small and medium [Citroen Cactus MT5 3cyl [Skoda MY20 Kmiq 15 BEV, 4 PHEV,

SUV (small and Turbo (2016) Petrol 95RON |85TSI 3cyl (2020) Petrol |2 Electric/Petrol

medium) 95RON
1184 107 1285 116

Heavy SUV (large, Peugeot 5008 GT Sport Land Rover L560 Range |33 BEV, 64 PHEYV,

offroad and 4cyl (2022) Petrol 95RON  |Rover Velar PT204 11 Electric/Petrol,

peoplemover) 184k W 4cyl (2022) 18 Electric/Diesel
Petrol 95RON
1411 128 1966 182

Light commercial vehicles

Vans Peugeot Partner Petrol Renault PhII Kangoo 6 BEV
Manual Standard 3cyl 4cyl (2016) Petrol 95RON
(2019) Petrol 95RON
1487 130 2066 190

Utes and cab-chassis |[Nissan D23 NP300 Navara|Mercedes-Benz 470 X  |[N/A on Green
4x2 Twin Turbo 4cyl Class X250d 4WD Power|Vehicle Guide
(2015) Diesel 4cyl (2018) Diesel (LDV eT60 is for

sale)
1411 166 1725 203

Data sourced from the Green Vehicle Guide years “2013” to “2023". For all vehicle types only fuel type:
Petrol 95 RON was examined for consistency (except ute and cab-chassis as the only fuel type
consisted of diesel). Note: data on most and least efficient ute differs from Climate Council’s Ute Beauty
report as additional manual searching was conducted for this report to identify efficiency of vehicle
types reported as sold via the VFACTS database which do not appear in the Green Vehicle Guide.



A strong fuel efficiency standard can incentivise manufacturers to bring

more of the most efficient vehicles to Australia across all vehicle classes.

This will benefit all local drivers, regardless of which type of new vehicle
they choose to buy.

In the following submission, the Climate Council has responded in detail to
the discussion questions outlined in the consultation paper ‘Fuel Efficiency
Standard: Cleaner, cheaper to run cars for Australia’. A summary of our
recommendations is below; we would welcome the opportunity to discuss
these further with the Department as the detailed design of a strong fuel
efficiency standard for Australia is progressed.

Summary of recommendations

Recommendation 1

The Climate Council recommends the proposed guiding principles be made
more explicit regarding the concrete outcomes that will be pursued
through the policy design process, and particularly set out overarching
goals of:

e a trajectory consistent with seeing 100 percent of new vehicles sold
be zero emissions as soon as possible and by 2035 at the latest;

e aligning with comparable markets on the headline target for grams
of CO, per kilometre emitted;

e minimising the use of credits and other flexibility mechanisms
which can undermine the effectiveness and transparency of the
standard.

Recommendation 2

The Climate Council recommends the majority of the chosen fuel efficiency
standard settings be placed in primary legislation for transparency, and to
embed ongoing certainty.

Recommendation 3

The Climate Council recommends the Australian Government address the
full suite of technology, policy and behaviour change considerations
underpinning the decarbonisation of transport in Australia, and deal with
emissions from transport modes beyond light vehicles, as part of the
development of a comprehensive National Transport Decarbonisation
Plan.
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Recommendation 4

The Climate Council recommends the annual emissions ceiling be set on a
trajectory consistent with achieving 100 percent of new vehicles sold being
zero emissions by 2035 from commencement of Australia’s fuel efficiency
standard and remain on that trajectory throughout its implementation.

Recommendation 5

The Climate Council recommends the average annual emissions ceiling be
set to align with other comparable markets on the headline target, not
simply the annual average rate of decline.

Recommendation 6

The Climate Council recommends the adoption of either a ‘start strong’
approach or a ‘linear’ approach for all vehicle categories if a twin trajectory
design is intended. We caution against adopting a ‘mixed start’ approach
which sets different trajectories for different vehicle classes.

In setting a starting point for the average annual emissions ceiling, the
Climate Council calls attention to the current range of lower
emission/higher efficiency vehicles available in the Australian market. The
starting point for an Australian standard should reflect the best available
current performance for internal combustion vehicles - not the overall
average performance for all vehicles.

Recommendation 7

The Climate Council recommends the average annual emissions ceiling be
reviewed after the first three full years of implementation, and at
equivalent intervals after that.

Recommendation 8

The Climate Council recommends the legislation establishing a fuel
efficiency standard explicitly state that any future adjustments to the
average annual emissions ceiling may increase the rate of transition, but
may not reduceit.

Recommendation 9

The Climate Council recommends the decision on whether to adopt a
single or twin trajectory design for Australia’s fuel efficiency standard be

11



guided by the goal of achieving the maximum possible emissions
reduction in the years to 2035.

If a twin trajectory approach is initially adopted, the Climate Council notes
it will be essential for all vehicle classes to achieve 0 g CO,/km by 2035 at

the latest, regardless of the initial slope of the transition trajectory for each.

Recommendation 10

The Climate Council recommends the Australian Government end tax
policies which currently incentivise the purchase of larger, heavier and
higher-emitting vehicles such as the Fringe Benefits Tax exemption and
the Instant Asset Write-Off approach, in parallel with designing and
implementing a strong fuel efficiency standard.

Recommendation 11

The Climate Council recommends that any banking, transferring and
pooling of credits be implemented subject to the requirement that existing
credits may only be banked, transferred, pooled or otherwise carried
forward within each legislated review period.

Recommendation 12

The Climate Council recommends the use of ‘super credits’ be avoided to
the greatest extent possible in designing an Australian fuel efficiency
standard. If super credits are to be provided anywhere within the policy
design, they should be limited to vehicle types and technologies which are
still genuinely at a nascent stage of development.

Super credits should not be made available for entire classes of vehicle
technology (e.g. battery electric vehicles) or model types where there are
suitable alternatives readily available (e.g. heavier passenger SUVs not
suited to offroad and work uses).

Recommendation 13

The Climate Council recommends manufacturers should ideally not be
eligible for off-cycle credits of any kind. If off-cycle credits are to be
included in some form, their use should be capped at a low, per vehicle
level. Any technologies supplied as standard in other markets at the time
of commencement for Australia’s fuel efficiency standard should not be
eligible for off-cycle credits.

12



Recommendation 14

The Climate Council recommends the use of high global warming
refrigerants be banned outright in Australia if they are of sufficient concern
to warrant policy intervention. Manufacturers should not be able to earn
credits by avoiding their use.

Recommendation 15

The Climate Council recommends the total benefit a vehicle manufacturer
can receive through use of credits - super credits, off-cycle credits and any
others - should be capped at a low level to ensure integrity of the policy
framework.

Recommendation 16

The Climate Council recommends the enabling legislation for a fuel
efficiency standard be introduced to Parliament before the end of 2023,
with passage during early 2024. This would allow the policy to commence
on 1 July 2024.

Following commencement on 1 July 2024, the average annual emissions
ceiling settings could then be determined on a financial year basis. This
aligns with both the business year for financial and corporate reporting

purposes, and other major emissions reporting frameworks.

Recommendation 17

The Climate Council recommends penalties be set at a sufficient level to
drive genuine compliance. It is consistent with regulatory practice across
government that stronger penalties will better incentivise compliance and
therefore support increased supply of lower and zero emission vehicles.

Recommendation 18

The Climate Council encourages the Department to also consider
implementing ‘anti-avoidance’ rules and associated penalties as part of the
design of an Australian fuel efficiency standard, to further incentivise
genuine compliance and a level playing field for all participants.

Recommendation 19

The Climate Council recommends the information disclosure requirements
underpinning an Australian fuel efficiency standard be designed with
effective implementation of the framework and achievement of positive

13



outcomes for the community in mind - not minimising regulatory
requirements for manufacturers.

Recommendation 20

The Climate Council recommends manufacturers be required to report in
detail on their use of credits in each compliance period. This reporting
should be made in a standard format determined by regulators, and cover
the use of any credits available, broken down by volume and category.

Recommendation 21

The Climate Council recommends the regulator for an Australian fuel
efficiency standard be tasked with aggregating and making available free,
public, frequent, granular and reliable data about vehicle sales on an
annual basis.

14



2. Guiding principles

The Climate Council has identified five key design principles for a strong fuel
efficiency standard that will benefit all Australians. The fuel efficiency
standard should:

1. Set Australia on a strong pathway to a zero emissions fleet — with a
trajectory that will see all new vehicles sold being zero emissions as
soon as possible and by 2035 at the latest

2. Align with other car markets like New Zealand, the United States and
Europe as a minimum — so Australia moves up the queue for cleaner,
cheaper vehicles

3. Deliver genuine reductions in emissions from new cars sold in
Australia — avoiding credits and loopholes that undermine their
effectiveness

4. Be mandatory and legislated — auto manufacturers should not be able
to opt out

5. Start as soon as possible — every new vehicle sold today will likely be
on the road for at least the next 10 to 15 years, so we cannot delay.

These principles are broadly consistent with the guiding principles outlined
in the Department’s discussion paper. We offer the following commentary on
how the two should be aligned in practice and made more explicit for the
purpose of informing detailed policy design and implementation.

Effective in reducing transport emissions from light vehicles. The purpose of
a FES is to reduce the average amount of CO, emitted by Australia’s new light
vehicle fleet over time, which is broadly consistent with the FESs in place in
major advanced markets.

Australia has lagged behind other markets in introducing a fuel efficiency
standard, so we will need to take strong steps to catch up. This will require
moving to match the headline emissions ceiling for grams of CO, per
kilometre (g CO,/km) in other key jurisdictions as quickly as possible, not just
the annual rate of emissions decline (Climate Council Principle 2). If
Australia only seeks to match the annual rate of emissions decline but not
the headline emissions ceilings used in other markets, we will remain at the
back of the queue for the cleanest and cheapest-to-run vehicles. To ensure
the Australian fuel efficiency standard is genuinely effective, the design will
also need to minimise the use of credits and other flexibility mechanisms for
manufacturers (Climate Council Principle 3). See further discussion under
Transparent below.
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Equitable so all Australians can access the vehicles they need for work and
leisure. The cars that we drive are a critical part of how Australians live and
work, and need to be practical. The Australian FES will need to be equitable
and not unduly negatively impact any particular group of people or part of
Australia.

Australians are currently paying more for fuel and experiencing a range of
negative health and environmental impacts that come with our highly
polluting vehicle fleet. An equitable policy would ensure all Australians have
access to the lowest emitting and cheapest-to-run vehicle that meets their
needs — whether this is an electric vehicle, a hybrid or a very efficient petrol
or diesel vehicle. Manufacturers are already producing these vehicles for
other markets around the world and Australians at all income levels should
have the opportunity to access these — currently, they do not. Setting
Australia on a clear pathway to a zero emissions fleet (Climate Council
Principle 1) through the design of the fuel efficiency standard can improve
equity by ensuring manufacturers make a range of vehicles available at
prices more Australians can afford.

Transparent and well explained to avoid unintended consequences. The
details of an Australian FES will need to be accessible, whilst available in
sufficient granularity and predictability to allow industry to make good
long-term investment decisions, and not unduly increase red tape.

A transparent fuel efficiency standard is one which delivers real-world
outcomes aligned with the target annual average emissions ceiling. That is,
the average emissions intensity of each manufacturer’s fleet sold in Australia
must genuinely align with the ceiling set out by government. International
experience has shown that the use of crediting arrangements and other
flexibility mechanisms can significantly undermine the achievement of
real-world emissions reduction (see discussion under Manufacturer
flexibility arrangements, p.26). Australia has the opportunity to learn from
the prior experience of other markets, to design a policy which avoids these
unintended consequences by limiting the use of credits and other loopholes
for manufacturers (Climate Council Principle 3).

Credible and robust by drawing on expert analysis and experience. We want
Australia’s FES to be designed with the latest and best analysis available,
drawing on the expertise of industry, the environmental community,
academia and others.

The International Energy Agency has identified that sales of new internal
combustion engines must cease by 2035 for the world to achieve net zero
emissions by 2050 (International Energy Agency, 2022). This finding has
been reinforced by a range of other analysts, and is based on the
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understanding that every new vehicle sold in a given year remains on the
road for 15 to 20 years (see for example, Grattan Institute, 2021b). For
Australia’s fuel efficiency standard to be aligned with the ‘latest and best
analysis available’, it must therefore incorporate as a core design principle a
trajectory consistent with seeing 100 percent of new vehicles sold be zero
emissions by 2035 at the latest (Climate Council Principle 1). There is also
extensive international evidence about the impact of crediting and flexibility
arrangements on undermining the effectiveness of fuel efficiency standards
adopted internationally, which should be taken into account in limiting their
use in the Australian context (Climate Council Principle 3).

Enable vehicles with the best emissions and safety technology to be
available to Australians. It is important that Australians have access to the
best and latest vehicle technology, as good as or better than what is available
internationally. We want to avoid increasing the average age of vehicles in
the fleet so there are no inadvertent safety impacts.

Manufacturers will only be incentivised to bring vehicles with the best
emissions and safety technology to Australia if our fuel efficiency standard is
at least as strong as those in place internationally. As noted above under
Effective this will require moving to match the headline average annual
emissions ceiling for g CO,/km as quickly as possible, not just the annual
rate of emissions decline (Climate Council Principle 2). Australia has the
opportunity to take the best elements of existing standards in place around
the world to design a standard that enables positive outcomes for carbon
pollution, vehicle safety and cost of living.

Recommendation 1

The Climate Council recommends the proposed guiding principles be made
more explicit regarding the concrete outcomes that will be pursued
through the policy design process, and particularly set out overarching
goals of:

e atrajectory consistent with seeing 100 percent of new vehicles sold
be zero emissions as soon as possible and by 2035 at the latest;

e aligning with comparable markets on the headline target for grams
of CO, per kilometre emitted;

e minimising the use of credits and other flexibility mechanisms
which can undermine the effectiveness and transparency of the
standard.
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3. Design assumptions

The Climate Council broadly agrees with the design assumptions outlined in
the Department’s consultation paper, being that an Australian fuel efficiency
standard will:

e Apply only to vehicles entering the Australian market for the first time.
The Australian FES will only apply to new vehicles, whether imported or
manufactured domestically. It will not apply to vehicles in the domestic
used car market.

e Apply on average to vehicles sold. The Australian FES will protect the
continued sale of vehicles Australians love, including utes and 4-wheel
drives and will work to lower average emissions over time. A FES will
provide good incentives for suppliers to provide more efficient internal
combustion engine technology, including hybrids, and bring popular and
more affordable LZEVs to Australia to reduce the average emissions of
new vehicle sales. A FES will continue to allow the full range of vehicles
to be sold on the Australian market.

e Apply to light vehicles. This consultation is only investigating a FES for
light vehicles. The FES will not apply to heavy vehicles, vehicles for
military, law enforcement and emergency services use, agricultural
equipment or motorcycles.

e Apply to vehicle suppliers, not motor vehicle dealers. We want the FES to
apply to the entity with the greatest control over the vehicles and vehicle
technology which are supplied to, and sold in, the Australian market.

e Be mandatory. The Government does not intend to introduce a voluntary
FES.

e Be established in Commonwealth legislation. To be effective, an
Australian FES must have robust, enforceable, Commonwealth legislation
that contains mechanisms to reduce the administrative burden as far as
possible, and include mechanisms to minimise avoidance.

e Consider vehicle affordability, lifetime cost and model availability. We
want to learn from best practice FESs in other major markets, and make
sure that Australians can still get the cars they need. (Department of
Infrastructure, Transport, Regional Development and Local Government,
2023)

We applaud the Government’s commitment to introduce a mandatory
framework, as there is clear evidence that Australia’s voluntary standard
developed by the Federal Chamber of Automotive Industries has not been
effective at reducing transport emissions or improving availability of lower
and zero emissions vehicles (FCAI 2023).
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Establishing the standard through legislation is also an important step
because this will ensure that the policy has a durable foundation to give
industry certainty. The Climate Council encourages the Department to place
the majority of policy settings in primary legislation for transparency and to
further embed ongoing certainty. Associated regulations may be needed for
technical settings or those where a degree of legislative flexibility is
warranted, but all key policy settings should be established in primary
legislation.

The Climate Council recognises that the Australian Government is currently
focused on driving down emissions from the light vehicle fleet, as the largest
total share of transport emissions. Recent analysis indicates there are also
significant emissions reduction opportunities in improving the efficiency of
the medium and heavy transport fleet. For example, electrifying 10 vehicles
used for delivery purposes can achieve the same emissions reduction as
transitioning 56 personal vehicles to electric (Adiona Tech, 2023). For this
reason, we recommend the Australian Government consider whether a
separate fuel efficiency standard for medium and heavy vehicles is required,
along with other measures to drive the decarbonisation of Australia’s full
transport fleet. This should also address emissions from Australia’s public
transport road fleet, where diesel buses are currently the norm. Although
state and territory governments have commenced replacement of these
buses with zero emissions battery electric and hydrogen alternatives,
currently-announced investment plans are too slow to achieve significant
emissions reduction this decade, and would benefit from a coordinated
national approach.

These issues could be considered as part of the development of a
comprehensive National Transport Decarbonisation Plan, as recommended
in the Climate Council’s submission to the National Electric Vehicle Strategy
consultation (Climate Council, 2022b). We note that the Australian
Government has funded development of such a plan in the 2023-24
Commonwealth Budget, and would encourage measures to reduce emissions
from the medium, heavy and public transport fleets be considered as key
actions within that plan.

Recommendation 2

The Climate Council recommends the majority of the chosen fuel efficiency
standard settings be placed in primary legislation for transparency, and to
embed ongoing certainty.
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Recommendation 3

The Climate Council recommends the Australian Government address the
full suite of technology, policy and behaviour change considerations
underpinning the decarbonisation of transport in Australia, and deal with
emissions from transport modes beyond light vehicles, as part of the
development of a comprehensive National Transport Decarbonisation
Plan.

3. FES design features

The initial settings chosen for an Australian fuel efficiency standard will
determine the policy’s success or failure. Australia only has 12 years to fully
transition new vehicle sales to fully zero emissions vehicles to meet the
legislated 2050 net zero target, so there is no time to waste. The Climate
Council’s recommendations below focus on settings which can see Australia
achieve this objective for new vehicles sold. It must be noted that this is not
the only measure that will be needed to decarbonise personal transport
during the years to 2035. The Climate Council has also undertaken
significant analysis on the potential for uptake of public and active transport
to dramatically cut emissions using technology available today (Climate
Council, 2023b). Transitioning our vehicle fleet is just one part of a broader
structural shift required in how Australians move around in a zero emissions
world.

Average annual emissions ceiling

The key principle that must inform the setting of the average annual
emissions ceiling is the objective of seeing 100 percent of new vehicles sold
be zero emissions by 2035 at the latest.

This objective must be met across all light vehicle categories (passenger and
commercial) for Australia to be on an emissions reduction trajectory
consistent with achieving net zero economy wide by 2050. The Climate
Council notes that a science-aligned target would see Australia reach net
zero significantly earlier than this date, so 2035 should be considered the
absolute outer limit of an acceptable trajectory for light vehicles. The annual
emissions ceiling should be set on a trajectory consistent with achieving 100
percent of new vehicles sold being zero emissions by 2035 from
commencement, and remain on that trajectory throughout the intervening
years.
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A second key principle for setting the average annual emissions ceiling is
that it must align with other comparable markets on the headline target set,
not simply on the annual average rate of decline. Discussion among
manufacturers has sought to frame an acceptable standard as one which
achieves the same annual rate of decline in g CO,/km as other comparable
markets like the European Union, United States of America and New
Zealand. The average range of annual decline rates in these markets is 3.64
to 10.09 percent a year for passenger cars and 1.09 to 10.81 percent a year for
LCVs? It is important to note that countries with a lower rate of decline have
had fuel efficiency standards in place for at least a decade (the European
Union and USA for example), while New Zealand has a higher rate of decline
as their standard was only recently introduced.

However, if Australia does not commence with a headline target which is
also comparable with other markets, simply matching the annual rate of
decline will mean our standard never ‘catches up’ to these counterparts.
Table 1 below outlines the headline targets currently in place in other key
comparison markets. Australia must progressively seek to align its headline
target and annual rate of decline with these markets in coming years,
otherwise it will not be possible to achieve the objective of seeing 100 percent
of new vehicles sold being zero emissions by 2035 at the latest. In 2021 the
average emissions intensity for passenger cars and light SUVs in Australia
was 146.5g CO,/km, and 212.5g CO,/km for heavy SUVs and light commercial
vehicles (National Transport Commission, 2022). As Figure 3 below notes,
this is significantly higher than key comparison markets like the European
Union.

Figure 3: Fuel efficiency standard settings currently in place in key comparison markets

Country New Zealand European Union United States
Current average 158.8g CO,/km 109g CO,/km 128.4g CO,/km
CO, emissions passenger cars passenger cars passenger cars
(2021) (2020) (2019)
153.5g CO,/km vans | 185.5 g CO,/km
242.9g CO,/km (2020) light
light commercial commercial
vehicles (2021) vehicles (2019)

% Noting that this rate of decline only takes into account when a standard was put in place and the end
date differs depending on each country’s commitments. EU passenger standard from 145.7 g CO2/km
in 2009 to 0 g CO2/km in 2035; LCV standard from 179 g CO2/km in 2011 to Og CO2/km in 2035. US
passenger standard from 161.6g CO2/km in 2012 to 44.0g CO2/km in 2032; LCV standard from 229.9g
CO2/km in 2012 to 179.8g CO2/km in 2032. In the 2027-2032 US EPA has proposed to expand the LCV
category, hence the small decline rate. NZ passenger standard from 158.8g CO2/km in 2021 to 62.7g
CO2/km in 2027; LCV standard from 242.9g CO2/km in 2021 to 85.3g CO2/km in 2027 (ICCT, 2023a).
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Passenger vehicle target for | 112.6g CO,/km 95g CO,/km 91.1g CO,/km
2025 (2020-2024)
Cars
Light commercial vehicle 155g CO,/km 147g CO,/km 132g CO,/km
target for 2025 (2020-2024)
Vans
Strongest target set Passenger: 63.3g |0g CO,/km all (2035) |[Light duty
CO,/km vehicles
(including
Light commercial passenger cars
vehicle: 87.2g and light
CO,/km (2027) trucks): 44g
CO,/km
Medium duty
vehicles (heavy
duty pickups
and vans):
179.8g CO,/km
(2032)*

Data sourced from: ICCT (2023a); US EPA (2023b); European Commission (2021); and New
Zealand Ministry of Transport (n.d).

The Department has sought feedback on whether the average annual
emissions ceiling should be set using a ‘start strong’, ‘straight line’ or ‘strong
finish’ approach. The Climate Council has commissioned modelling to
explore the aggregate emissions reduction potential achieved by these
different approaches. We would be happy to provide the detailed modelling
analysis and underlying workings directly to the Department to inform the
ongoing policy design process.

The modelling assumed a twin trajectory approach is adopted for light
passenger and light commercial vehicle fleets, consistent with the approach
used overseas. As noted in the further discussion of this design feature
below (see Vehicle classes and targets p.24), a single trajectory is the
optimum policy design to maximise potential emissions reduction and avoid
unintended consequences through changes in fleet composition. However, if
a twin trajectory approach is adopted, the modelling highlights several
useful points about the optimum design:

®In the US settings for 2023-2026, Passenger cars include cars and smaller crossovers and SUVs, while
the truck category includes larger crossovers and SUVs, minivans, and pickup trucks (US EPA, 2021). In
the updated 2027-2032 proposed standards, light duty vehicles include passenger cars and light trucks,
while medium duty vehicles (a new category introduced) includes primarily large pickups and vans
(US EPA, 2023a).
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e A 'start strong’ approach for both vehicle categories delivers the
greatest aggregate emissions reduction;

e A ‘strong finish’ approach for both vehicle categories delivers the least
aggregate emissions reduction,;

e A ‘mixed start’ approach using a ‘start strong’ trajectory for light
passenger vehicles and a ‘strong finish’ trajectory for light commercial
vehicles has the potential to outperform both a ‘straight line’ and
‘strong finish’ approach in the amount of aggregate emissions
reduction achieved. However, this outcome is highly vulnerable to
changes in fleet composition. There is the potential for aggregate
emissions to be significantly higher than in other scenarios if there is
a shift towards the sale of heavier and larger vehicles.

On this basis, the Climate Council recommends the adoption of either a ‘start
strong’ approach or a ‘linear’ approach for all vehicle categories in a twin
trajectory design. We strongly caution against adopting a ‘mixed start’
approach which sets different trajectories for different vehicle classes, as this
has the potential to significantly reduce the aggregate emissions reduction
ultimately achieved as a result of changes in fleet composition.

In determining the appropriate starting point for a target average annual
emissions ceiling, the Climate Council also calls the Department’s attention
to the current range of lower emission/higher efficiency vehicles available in
the Australian market. As highlighted in Figure 2 on p.9, the current range of
grams CO, per kilometre for the most efficient light passenger vehicles and
SUVs is 57 to 107g CO,/km depending on vehicle type. For heavier SUVs, utes
and vans, the range is 128 to 166g CO,/km for the most efficient vehicles. The
starting point for an Australian standard should therefore reflect the best
available current performance for internal combustion vehicles - not the
overall average performance for all vehicles. Manufacturers should not have
difficulty meeting a standard set at this level, given it reflects currently
available technology for internal combustion engines.

Figure 4 (overleaf) highlights the significant aggregate emissions reduction
benefit which could be achieved by commencing the target average annual
emissions ceiling at a level approximately equivalent to current best-in-class
performance for internal combustion vehicles, as compared with the fleet
average.”

* Estimated starting rates for best-in-class ICE performance reached by averaging current
best-in-class performance across vehicle categories identified in Figure 2.
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Figure 4: Comparison of aggregate emissions reduction potential based on different
headline starting rates

Light Light Light Light Aggregate
passenger passenger | commercial | commercial | emissions
+light SUV | +light + heavy + heavy 2024-2060
start SUV end SUV start SUV end (mt CO,)
Linear to 2035, 145in 2024 0 in 2035 210 in 2024 0 in 2035 712,326,574
stable fleet
composition
Linear to 2035, 98 in 2024 0 in 2035 142 in 2024 0in 2035 613,117,488
stable fleet
composition

Difference -99,209,086

Recommendation 4

The Climate Council recommends the annual emissions ceiling be set on a
trajectory consistent with achieving 100 percent of new vehicles sold being
zero emissions by 2035 from commencement of Australia’s fuel efficiency
standard and remain on that trajectory throughout its implementation.

Recommendation 5

The Climate Council recommends the average annual emissions ceiling be
set to align with other comparable markets on the headline target, not
simply the annual average rate of decline.

Recommendation 6

The Climate Council recommends the adoption of either a ‘start strong’
approach or a ‘linear’ approach for all vehicle categories if a twin trajectory
design is intended. We caution against adopting a ‘mixed start’ approach
which sets different trajectories for different vehicle classes.

In setting a starting point for the average annual emissions ceiling, the
Climate Council calls attention to the current range of lower
emission/higher efficiency vehicles available in the Australian market. The
starting point for an Australian standard should reflect the best available
current performance for internal combustion vehicles - not the overall
average performance for all vehicles.
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Adjustments of average annual emissions ceiling

The Climate Council acknowledges that it will be important for the average
annual emissions ceiling to be regularly reviewed and adjusted along the
journey to 2035. In recent years there has been a very rapid acceleration of
the production of low and zero emission vehicles and their uptake by buyers
around the world. The global market for ICE passenger vehicles peaked in
2017 at 86 million vehicles sold and is now considered to be in structural
decline (Bloomberg, 2023). In 2017, one in every 70 passenger cars sold
globally was an EV. In 2022, this increased to one in seven (World Economic
Forum, 2023). This trend is expected to accelerate - not least by
manufacturers themselves, with automakers increasingly setting clear
pathways for fully transitioning their fleets to zero emission vehicles
(Climate Council 2022a). In this context, settings should be reviewed as
regularly as possible while balancing considerations about forward policy
certainty for manufacturers.

The Climate Council recommends the settings be reviewed after the first
three full years of implementation, and at equivalent intervals after that. We
further recommend the fuel efficiency standard commence as soon as
possible after legislative passage, on 1 July 2024. This would then establish
the following minimum schedule of reviews during the years to 2035:

e First review - as soon as possible after 30 June 2027
e Second review - as soon as possible after 30 June 2030

e Final review - as soon as possible after 30 June 2033.

The Climate Council recommends these review dates be reflected in the
primary legislation for the scheme, along with requirements that:

e thereviews be informed by an independent expert panel with input
from the Climate Change Authority and the Department of
Infrastructure, Transport, Regional Development and Local
Government;

e manufacturers must submit information and data to the reviews as
requested by the independent expert panel, the Authority or the
Department, to ensure its findings are evidence-based - including,
where relevant, information on their sales and production in other
markets; and
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e any adjustments to settings resulting from the reviews may increase
the rate of transition and associated average annual emissions
ceilings, but may not reduce this.

This final point is consistent with the approach adopted in Australia’s
Climate Change Act 2022, under which targets may ‘ratchet’ up but may not
be adjusted lower than the initial settings. This will be important to provide
certainty for auto manufacturers, other industry participants and the broader
Australian community about the direction of travel and minimum speed for
the transformation of our national fleet.

While Australia is a recipient of vehicles produced by overseas automakers,
our policy settings can also play an important role in helping to shape the
forward plans and manufacturing schedules of these corporations. The
European Union, Canada, the United Kingdom and some US states are among
the major markets which have already set a clear pathway for achieving 100
percent zero emission light vehicle sales by 2035. Embedding this trajectory
in the design of Australia’s fuel efficiency standard would help further
entrench this as a global standard for manufacturers, increasing the
likelihood of them meeting it in our market and others.

Recommendation 7

The Climate Council recommends the average annual emissions ceiling be
reviewed after the first three full years of implementation, and at
equivalent intervals after that.

Recommendation 8

The Climate Council recommends the legislation establishing a fuel
efficiency standard explicitly state that any future adjustments to the
average annual emissions ceiling may increase the rate of transition, but
may not reduceit.

Vehicle classes and targets

A single-track design putting all new vehicles on a single trajectory for
emissions reduction would be optimum as passenger cars and light
commercial vehicles have similar construction and power trains.
Technologies that reduce fuel consumption and CO, emissions in passenger
cars can also be applied to light commercial vehicles (ICCT, 2023b).
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However, the Climate Council acknowledges that the majority of fuel
efficiency standards in place around the world have adopted some form of
‘twin track’ trajectory for different vehicle classes. There are two general
approaches in use internationally:

e Parallel emissions targets, no aggregate target - in this approach, light
passenger vehicles (such as compacts and sedans) and light
commercial vehicles (such as vans and utes) are each set a standalone
average annual emissions ceiling which declines over time. These
average annual emissions ceilings may eventually converge on a
single point target (e.g. 0 g CO,/km by 2035) but do not aggregate to a
single, weighted target before this point.

e Parallel emissions targets, aggregated to a single target - in this
approach, light passenger and light commercial vehicles are each set
an average annual emissions ceiling which declines over time. These
targets then aggregate to a single weighted target for the vehicle fleet
as a whole. This makes achievement of the aggregate emissions
ceiling dependent on the composition of the overall new fleet sold, as
well as the progress made in each vehicle class to reduce emissions.

As Australia has been slow to introduce a fuel efficiency standard, we have
the opportunity to learn from the experience of other countries which have
pursued this policy approach before us. The international evidence clearly
illustrates that having two emissions targets for different classes of vehicles
risks incentivising both production and sales to shift towards larger and
heavier vehicles. In the United States for example, the light duty vehicle
market has trended toward heavy SUVs in recent years and the overall fuel
economy of the fleet has not significantly improved (ICCT, 2023).
Manufacturers are incentivised to take advantage of less-stringent standards
and re-classify light SUVs as heavy SUVs, which ultimately weakens the
overall effectiveness of the standard. Due to Australia’s similarities with the
US fleet composition and purchasing trends® we face similar risks. In 2021
light SUV's were approximately 41 percent of Australia’s light duty fleet and
heavier SUVs about 14 percent. An unintended consequence of following the
US’ approach is that these light SUVs could be shifted toward the heavier
category.

Australia has already experienced a significant shift towards larger vehicles
like utes and SUVs in recent years. For example, new ute sales have risen
from 16 percent of all new car sales in 2012, to 21 percent in the 12 months to
October 2022 (FCAI 2022; FCAI 2013). Heavier and larger vehicles are more

®In Australia sales of SUVs have increased from 30 percent to 58 percent between 2012 and
2022, similar to the US which has increased from 30 percent to 56 percent over the same
period (ICCT 2023b; US EPA 2022).
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expensive to run, and produce more emissions both on the road and in
manufacturing. Further, they are more dangerous for pedestrians and other
road users, and exacerbate issues with congestion and shared use of public
spaces compared with smaller vehicles. The design of Australia’s fuel
efficiency standard should be mindful of the evidence on perverse incentive
effects seen internationally, and seek to minimise these in our local context.
Developing a single fuel efficiency standard applying across vehicle classes
appears to be the design approach which best addresses the risk of eroding
policy effectiveness by shifting vehicle sales to the higher emission category.

It must also be acknowledged, however, that vehicle classes are at different
stages of technology development at present. Internationally, there is good
availability of a wide range of low and zero emission light passenger
vehicles, commercial vehicles like vans and some SUVs. The availability of
low and zero emissions utes and offroad vehicles is improving rapidly as
more manufacturers develop product offerings in these categories. For
example, by 2025 there are expected to be approximately 20 different electric
ute options available internationally, based on current manufacturer
announcements (Climate Council, 2023a). These vehicles are not yet widely
available in Australia however; enabling infrastructure such as charging will
also need to be rapidly scaled up to ensure people in regional and remote
areas across the country can reliably use low and zero emission vehicles.

In this context, there may be a case for adopting a dual trajectory policy
design, at least in the initial years of an Australian fuel efficiency standard.
On balance, this approach could have greater overall benefits for emissions
reduction and vehicle availability than one which keeps all vehicle classes
together but sets a very weak annual average emissions ceiling across the
board to accommodate less developed vehicle technologies.

If this approach is adopted, it will be essential that the two pathways
converge to a single point of 0g CO,/km by 2035 at the latest. International
expert agencies have clearly stated that sales of petrol and diesel vehicles
must cease by this date for the world to achieve net zero emissions by 2050.
On this basis, there is no case for a dual trajectory policy design which sees
some classes of petrol and diesel vehicles continue to be sold after this time.

Fuel efficiency standards alone - whether single trajectory or dual - are
unlikely to fully reverse the trend towards Australians buying larger, heavier
and higher emitting vehicles. This is because there are a range of other
Commonwealth policies which currently also skew purchasing decisions
towards large utes and SUVs, including for drivers who may not need these
for a specific work purpose. This is working counter to any emission
reduction benefits won from growing EV car sales.
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For example, heavy vehicles such as utes, vans and 4WDs are currently
exempt from fringe benefits tax as long as they have ‘limited’ private use
(Australian Taxation Office, 2023a). This benefit is not available for smaller,
lighter and more efficient internal combustion vehicles, although a similar
exemption has recently been added for electric vehicles. This policy
encourages employers to purchase larger and higher emitting cars - a trend
clearly seen in the compositional shift of Australia’s fleet in recent years
(Climate Council, 2023a). Higher emitting vehicles and electric vehicles
should not be receiving the same level and type of tax incentives - this is
fundamentally at odds with the decarbonisation goals of the government.

Additionally, the Instant Asset Write-Off scheme currently enables small
businesses to write-off the cost of new utes and heavy-duty vehicles if used
for business purposes, regardless of the business type (Australian Taxation
Office, 2023b). Therefore, businesses such as hairdressers, graphic designers
and real estate agents are being equally incentivised to purchase vehicles
designed to meet the needs of industries such as trades workers and
farmers.

In parallel with designing and implementing a strong fuel efficiency
standard, the Australian Government should end these particular tax policies
which currently incentivise the purchase of larger, heavier and
higher-emitting vehicles. This would ensure that all Commonwealth policy
levers are pulling in the same direction: reducing Australia’s emissions from
personal transport by accelerating the transformation of our light vehicle
fleet to low and zero emission vehicles.

Recommendation 9

The Climate Council recommends the decision on whether to adopt a
single or twin trajectory design for Australia’s fuel efficiency standard be
guided by the goal of achieving the maximum possible emissions
reduction in the years to 2035.

If a twin trajectory approach is initially adopted, the Climate Council notes
it will be essential for all vehicle classes to achieve 0 g CO,/km by 2035 at
the latest, regardless of the initial slope of the transition trajectory for each.

Recommendation 10

The Climate Council recommends the Australian Government end tax
policies which currently incentivise the purchase of larger, heavier and
higher-emitting vehicles such as the Fringe Benefits Tax exemption and
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the Instant Asset Write-Off approach, in parallel with designing and
implementing a strong fuel efficiency standard.

Manufacturer flexibility arrangements

The number and extent of flexibility arrangements that are built into the
design of Australia’s fuel efficiency standard will determine its success or
failure. Aside from the hard deadline of achieving 0g CO,/km by 2035 for all
vehicle classes, this is the single most important policy design feature to get
right. If crediting and other flexibility arrangements are too generous,
manufacturers simply will not have a sufficient incentive to change their
vehicle fleet mix and supply cheaper, cleaner cars to Australia.

In this section, the Climate Council offers some principles-based
observations about the types of crediting and flexibility arrangements that
are commonly proposed as part of fuel efficiency standards. We encourage
the Department to engage broadly on this issue and ensure that a spectrum
of perspectives are taken into account when designing flexibility
arrangements for the Australian standard. This is necessary to ensure that
the deeply self-interested inputs of vehicle manufacturers are balanced by
considerations about the overall effectiveness of the policy and whether it
delivers real-world benefits for Australians.

Every time a manufacturer receives a credit within the fuel efficiency
standard, the overall effectiveness of the policy is watered down to some
extent. This may be appropriate in limited contexts where crediting delivers
strong alternative benefits, such as incentivising the supply of genuinely
new low and zero emission vehicle technologies. However, a principled
approach to policy design requires that the use of crediting and other
flexibility mechanisms be minimised overall, and made available only in
circumstances where genuine benefit or additionality of emissions reduction
can be demonstrated.

Banking, transferring and pooling

Arrangements which allow manufacturers to bank, transfer and pool credits
may be appropriate where they are consistent with the above principles. The
Climate Council recommends that any banking, transferring and pooling of
credits be implemented subject to the requirement that existing credits may
only be banked, transferred, pooled or otherwise carried forward within each
legislated review period. For example, if the review period is established at
three years in line with the Climate Council’'s recommendation,
manufacturers would only be permitted to bank, transfer and pool credits
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created between July 2024 and June 2027. All crediting arrangements would
then be reset for the next legislated review period.

If credits can be carried forward indefinitely across the life of Australia’s fuel
efficiency standard, there is the potential for initial policy settings to
significantly skew outcomes in later stages. To maximise future flexibility to
adjust policy settings as needed, depending on local experience of the
standard’s implementation, all credits should expire at the end of each
legislated review period.

For example, the US has credit carry-forward (saving or banking credits for
future use), credit carry-back (also called deficit carry-forward), and credit
transfers (across manufacturers). Credit carry-forwards are valid for five
years into the future and credit carry-backs can go back three years. US
regulators did not adopt indefinite credits, arguing it could lead to some
manufacturers accumulating large banks of credits which would undermine
the standard and transition to zero and low emissions vehicles (US EPA,
2023b).

Super credits

So-called ‘super credits’ allow manufacturers to count certain types of
vehicles more than once when meeting their fleet average annual emissions
ceiling. For example:

e In the EU between 2020-2022 a super credits system applied for
passenger cars (not vans) with emissions less than 50g CO2/km
(counted as two vehicles in 2020, 1.67 vehicles in 2021 and 1.33
vehicles in 2022), capped at 7.5g/km per manufacturer pool. From
2025-2029 a benchmark scheme is adopted and all incentives will be
removed by 2030 (European Commission 2021).

e In the US between 2022-2025, vehicle multiplier credits apply for EVs
and FCVs (2 vehicles in 2022-2024, 1.75 vehicles in 2025) and PHEV's
(1.6 vehicles in 2022-2024, 1.45 vehicles in 2025), with a cumulative cap
of 10g/mile. Multiplier incentives will cease at the end of model year
2024 (US EPA 2021).

The use of super credits is heavily favoured by auto manufacturers, as seen
in the design of the FCAI's voluntary fuel efficiency standard. Under that
industry-designed standard:

e vehicles emitting 0g/km would be counted as three vehicles

e vehicles between 1-33% of the ‘value limit curve’ for a given year would
be counted as two vehicles
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e vehicles between 34-66% of the ‘'value limit curve’ for a given year
would be counted as 1.5 vehicles (FCAI, 2020)

Super crediting arrangements of this kind are highly distortionary to the
overall effectiveness and transparency of a fuel efficiency standard. They are
also clearly self-serving as they would allow manufacturers to meet their
average annual emissions ceilings on paper with relatively minimal
real-world changes to the composition of their vehicle fleets. Australians
would lose out, as the actual emissions reduction and turnover of Australia’s
vehicle fleet achieved would be far less than indicated by the headline
average annual emissions ceiling.

Further, in considering the use of super credits it must be noted that
Australia is designing and implementing its fuel efficiency standard at a
much later stage than international counterparts. There may have been
some case for applying super credits to low and zero emission vehicles in the
past when these other frameworks were established, given the relatively
earlier stage of technology development for battery electric, hybrid and other
low emissions vehicles. Given the more advanced stage of these technologies
today, it is simply not the case that battery electric and hybrid light
passenger vehicles need additional incentivisation beyond what is provided
directly by the implementation of a fuel efficiency standard. Europe and the
US have recognised this, and commenced the phase down of the use of super
credits within their fuel efficiency standards. From 2025-2029 the EU is
introducing a Zero and Low Emissions Vehicles crediting scheme where
manufacturers are required to meet benchmark sales (European Commission
2021) and all incentives will be phased out by 2030.° Starting from 2025, the
US is ceasing all multiplier credits for BEVs, PHEVs and FCVs (US EPA
2023b). New Zealand'’s Clean Car Standard, first introduced in 2022, includes
minimal use of these crediting arrangements (New Zealand Ministry of
Transport, n.d).

Climate Council does not support the provision of super credits within the
Australian fuel efficiency standard. If super credits are to be provided
anywhere within this scheme, then they should be strictly limited to vehicle
types and technologies which are still genuinely at a nascent stage of
development. For example, this may include battery electric utes which are
suitable for trades work and off-road uses, given the relatively limited
availability of these vehicles in Australia today. There is no case whatsoever
for the provision of super credits to entire classes of vehicle technology (e.g.

® Benchmarks need to be met (15 percent ZLEV from 2025 on and 35 percent ZLEV from 2030
on for cars; 15 percent ZLEV from 2025 on and 30 percent ZLEV from 2030 on for vans) - one
percentage point exceedance of the benchmark increases the manufacturer's CO2 target by
one percent (this is capped at a maximum five percent) (European Comissions 2021).
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battery electric vehicles) or model types where there are suitable alternatives
readily available (e.g. heavier passenger SUVs not suited to offroad and work
uses).

As noted above, any credits which are provided through the initial policy
design should also expire at the first legislated review date. This will provide
an opportunity to ensure that all crediting arrangements are serving
effective and transparent implementation of the fuel efficiency standard, in
light of ongoing technology development.

Off-cycle credits

Additional credits have sometimes been provided in the design of
international fuel efficiency standards for so-called ‘off cycle’ technology
benefits. These are designed to reward fuel saving technologies and other
vehicle improvements that reduce emissions which are not captured in the
formal emissions testing process.

To maintain the integrity of Australia’s fuel efficiency standard,
manufacturers should ideally not be eligible for off-cycle credits of any kind.
However, if off-cycle credits are to be included in some form, their use should
be capped at a low, per vehicle level. Further, any technologies supplied as
standard in other markets at the time of commencement for Australia’s fuel
efficiency standard should not be eligible for off-cycle credits. Manufacturers
should not receive credits for supplying technologies which are already
widely used and available across their international fleets, as these clearly
do not need additional incentivisation.

The Department’s discussion paper also seeks input on whether
manufacturers should be eligible for credits if they use low global warming
potential air conditioning refrigerants as opposed to more harmful
refrigerants. The Climate Council’s position is that the use of high global
warming refrigerants should be banned outright in Australia if they are of
sufficient concern to warrant policy intervention. Manufacturers should not
be able to earn credits by avoiding their use; this will simply mean they are
able to increase the amount of harmful carbon pollution produced by their
vehicles while still appearing to meet their average annual emissions ceiling
on paper. The Australian Government should pursue an outright ban on the
use of high global warming refrigerants, as a strong regulatory solution is
likely to be far more effective in reducing the use of these chemicals than an
indirect incentive within the fuel efficiency standard framework.

Comparable markets, including the European Union, USA and New Zealand,
are making moves against HFCs as they capitalise on opportunities to make

33



emission reduction gains in areas where climate-friendly technologies are
already available and emerging. The European Union has banned the use of
fluorinated greenhouse gases with a greenhouse warming potential (GWP)
higher than 150 in all new vehicles entering the market from 1 January 2017
(European Commission 2009).

The U.S Environmental Protection Agency (2022) announced at the end of
2022 a rule to restrict use of super-polluting HFCs where more
climate-friendly alternatives are available. This rule is estimated to result in
emissions reductions equivalent to the annual fuel consumption of 7.5
million internal combustion vehicles.

In November 2022, New Zealand put forward new measures to reduce the
environmental impact of all fluorinated gases (including HFCs) through a
phase-out model, including a prohibition on the import and sale of
equipment pre-charged with fluorinated-gas refrigerant (New Zealand
Ministry for the Environment 2022). This will ensure the use of high-GWP
refrigerants does not continue once alternatives are available.

Finally, the Climate Council strongly recommends that whatever
combination of crediting arrangements is ultimately adopted in Australia’s
fuel efficiency standard, the total benefit a vehicle manufacturer can receive
through use of credits - super credits, off-cycle credits and any other type -
should be capped. This is essential to ensure the policy achieves a
guaranteed minimum level of effectiveness, by preventing manufacturers
using a diverse combination of credits to avoid their liabilities. We would be
happy to provide input to the Department on the design of appropriate cap
arrangements as the policy design process continues.

Recommendation 11

The Climate Council recommends that any banking, transferring and
pooling of credits be implemented subject to the requirement that existing
credits may only be banked, transferred, pooled or otherwise carried
forward within each legislated review period.

Recommendation 12

The Climate Council recommends the use of ‘super credits’ be avoided to
the greatest extent possible in designing an Australian fuel efficiency
standard. If super credits are to be provided anywhere within the policy
design, they should be limited to vehicle types and technologies which are
still genuinely at a nascent stage of development.
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Super credits should not be made available for entire classes of vehicle
technology (e.g. battery electric vehicles) or model types where there are
suitable alternatives readily available (e.g. heavier passenger SUVs not
suited to offroad and work uses).

Recommendation 13

The Climate Council recommends manufacturers should ideally not be
eligible for off-cycle credits of any kind. If off-cycle credits are to be
included in some form, their use should be capped at a low, per vehicle
level. Any technologies supplied as standard in other markets at the time
of commencement for Australia’s fuel efficiency standard should not be
eligible for off-cycle credits.

Recommendation 14

The Climate Council recommends the use of high global warming
refrigerants be banned outright in Australia if they are of sufficient concern
to warrant policy intervention. Manufacturers should not be able to earn
credits by avoiding their use.

Recommendation 15

The Climate Council recommends the total benefit a vehicle manufacturer
can receive through use of credits - super credits, off-cycle credits and any
others - should be capped at a low level to ensure integrity of the policy
framework.

Policy commencement

As noted throughout this submission, Australia is starting well behind its
international counterparts in developing a fuel efficiency standard. For that
reason, the Climate Council recommends the Australian Government move
swiftly to legislate a national framework and commence implementation
shortly after.

The enabling legislation should be introduced to Parliament before the end of
2023, with passage during early 2024. This would allow the policy to
commence on 1 July 2024. This is similar to the timeframe provided for
legislative passage and implementation of the Government’s Safeqguard
Mechanism reforms - a considerably more complicated policy framework.

If the new fuel efficiency standard arrangements commence on 1 July 2024,
the average annual emissions ceiling settings could then be determined on a
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financial year basis going forward. This aligns with both the business year
for financial and corporate reporting purposes, and other major emissions
reporting frameworks - including the Safequard Mechanism. This approach
should be familiar to all major automotive corporations who will be captured
by the fuel efficiency standard, and avoid establishing an alternative
business compliance cycle which differs from Australia’s standard tax and
financial reporting requirements.

At present, the primary impediment to the supply of low and zero emissions
vehicles to Australia is the lack of a strong regulatory incentive to do so.
Vehicle manufacturers are significantly penalised in other markets if they do
not supply vehicles below the relevant emissions ceiling applying in each
market, which means there is a direct financial benefit to prioritising supply
of low and zero emissions vehicles there.

The introduction of a strong fuel efficiency standard in Australia will shift
this dynamic and ensure there is the same regulatory incentive - as long as
the local settings are comparable with those in other markets. On that basis,
it should not be necessary to provide incentives for the supply of low and
zero emissions vehicles before the standard commences. Further, recent
experience in Australia has shown that there is very strong demand for low
and zero emissions vehicles - with new sales releases regularly selling out of
available stock in record time (Beazley, 2022). Once the regulatory incentives
are harmonised, it appears auto manufacturers are well positioned to profit
from significant new vehicle sales and this should provide a sufficient
commercial incentive for increasing supply, without further public
expenditure.

Recommendation 16

The Climate Council recommends the enabling legislation for a fuel
efficiency standard be introduced to Parliament before the end of 2023,
with passage during early 2024. This would allow the policy to commence
on 1 July 2024.

Following commencement on 1 July 2024, the average annual emissions
ceiling settings could then be determined on a financial year basis. This
aligns with both the business year for financial and corporate reporting
purposes, and other major emissions reporting frameworks.
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Penalties

The setting of penalties is an important regulatory lever. If these are set too
low there is a risk that manufacturers simply add the penalty to the purchase
price of higher emitting vehicles and continue selling these vehicles in
Australia. This would be a poor outcome both for Australian consumers and
carbon pollution.

Penalties therefore need to be set at a sufficient level to drive genuine
compliance. The Climate Council notes that there is significant variation in
the penalties set in other comparison markets such as the US, New Zealand
and EU, and that uptake of low and zero emissions vehicles is most
advanced in markets with the strongest penalties. While there are likely
multiple factors at play in determining vehicle supply, it is consistent with
regulatory practice across government that stronger penalties will better
incentivise compliance and therefore support increased supply of lower and
zero emission vehicles.

The Climate Council also encourages the Department to consider
implementing ‘anti-avoidance’ rules and associated penalties as part of the
design of an Australian fuel efficiency standard. Manufacturers should not
be able to avoid their obligations either by technological means - as seen in
the Volkswagen emissions testing issue, or by re-classifying vehicles
between classes to take advantage of different policy settings - such as any
‘twin trajectory’ design adopted. A non-exhaustive list of anti-avoidance
provisions for further consideration could include:

e preventing manufacturers from changing the categorisation of
vehicles - e.g. moving from the MA to MC category - except at specific,
regulated intervals such as each legislated review period;

e introducing strong corporate penalties for actions which have the
effect of obscuring or misrepresenting the actual emissions
performance of a manufacturers’ fleet and/or individual vehicle types
within this;

e making nominated company representatives liable for the accuracy of
the fleetwide emissions data provided to the regulator.

The inclusion of anti-avoidance provisions will both ensure the fuel
efficiency standard is effective and transparent, in line with the
government'’s guiding principles, and enforce a level playing field between
participants by ensuring everyone is playing by the rules.
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Recommendation 17

The Climate Council recommends penalties be set at a sufficient level to
drive genuine compliance. It is consistent with regulatory practice across
government that stronger penalties will better incentivise compliance and
therefore support increased supply of lower and zero emission vehicles.

Recommendation 18

The Climate Council encourages the Department to also consider
implementing ‘anti-avoidance’ rules and associated penalties as part of the
design of an Australian fuel efficiency standard, to further incentivise
genuine compliance and a level playing field for all participants.

Information disclosure

The information disclosure requirements underpinning an Australian fuel
efficiency standard should be designed with effective implementation of the
policy and achievement of positive outcomes for the community in mind.

Vehicle manufacturers would be expected to favour minimal information
disclosure because this reduces compliance requirements and maintains a
degree of opacity both from regulators and the community. However, there
are instances where effective implementation of the framework over time
will require significant information disclosure by manufacturers and this
should be clearly built in as a requirement from its commencement.

For example, to determine whether any given settings within the policy are
too ‘hard’ or too ‘soft’ in light of current vehicle technology and market
trends, it will be necessary for regulators to have visibility both of
manufacturer sales activity in Australia and that in other markets. This is
because, for example, arguments about the availability of certain
technologies or vehicle types should take into account the global nature of
manufacturing and vehicle supply - not just what manufacturers choose to
supply in Australia for commercial reasons. Regulators should therefore be
able to request information about broader supply chains and manufacturing
capacity from manufacturers as needed to determine appropriate policy
settings in Australia, with manufacturers having an obligation to provide
this.

Separately, the transparency and effectiveness of Australia’s fuel efficiency
standard depends on regulators and the community being able to determine

whether the average annual emissions ceiling in any given year is genuinely
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being met. As discussed in the section above on Manufacturer flexibility
arrangements (p.30-34), the use of various credits has the potential to
significantly undermine the genuine achievement of the ceiling and
visibility over whether it has been met. For this reason, manufacturers
should be required to report in detail on their use of credits in each
compliance period. This reporting should be in a standard format
determined by regulators for direct comparability, and cover the use of any
credits provided for within the framework, broken down by volume and
category (for example, super credits, off-cycle credits, and any other category
of credits). Regulators may then use this reporting to determine how
effectively the policy is operating under any given set of policy settings, and
release aggregated summary information to inform community discussion.

Finally, at the moment there is no free, transparent and granular data
available in Australia on vehicle sales by type and manufacturer. The only
high-quality data is from the Federal Chamber of Automotive Industries’
VFACTS database. This is provided under a very expensive fee-for-service
model, and the data are not presented in ways which enable transparent
analysis and reporting of vehicle sales trends. As part of establishing a fuel
efficiency standard, the scheme regulator should be tasked with aggregating
and making available free, public, frequent, granular and reliable data about
vehicle sales on an annual basis. It is unacceptable that at the moment
Australians cannot understand what is happening in the vehicle market,
without needing to pay vehicle manufacturers for opaque and confusing
data.

Recommendation 19

The Climate Council recommends the information disclosure requirements
underpinning an Australian fuel efficiency standard be designed with
effective implementation of the framework and achievement of positive
outcomes for the community in mind - not minimising regulatory
requirements for manufacturers.

Recommendation 20

The Climate Council recommends manufacturers be required to report in
detail on their use of credits in each compliance period. This reporting
should be made in a standard format determined by regulators, and cover
the use of any credits available, broken down by volume and category.

Recommendation 21

The Climate Council recommends the regulator for an Australian fuel
efficiency standard be tasked with aggregating and making available free,
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public, frequent, granular and reliable data about vehicle sales on an
annual basis.
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Conclusion

With the transformation of Australia’s energy system underway and
accelerating rapidly, decarbonising transport is the next frontier in tackling
harmful climate change. Designing and implementing a strong fuel
efficiency standard for Australia’s light vehicle fleet is an essential step to
drive down carbon pollution, while also cutting the cost of living for
Australians, delivering cleaner air for better health, boosting national energy
security, and improving vehicle safety. Australians have much to gain from
this reform - no matter what type of new car they choose to buy. That's why
it is essential the Australian Government now moves quickly to put a strong
fuel efficiency standard in place.

Without a strong fuel efficiency standard, it is unlikely that any other
combination of government actions and incentives will achieve the desired
outcomes of making low and zero emissions vehicles more affordable and
accessible to promote uptake and cut emissions from personal transport.
However, this reform is also unlikely to drive the full transformation of
Australia’s new vehicle fleet on its own.

The continued incentivisation of certain types of petrol and diesel vehicles
through fringe benefits tax, the instant asset write-off rules, and other tax
incentives, are now directly at odds with the objective of promoting
increased uptake of low and zero emissions vehicles. These benefits and
subsidies should be phased out on that basis.

Decarbonising transport is a significantly larger task than transitioning the
current light vehicle fleet to low and zero emission vehicles. Mode shift to
other forms of transport entirely for day-to-day journeys will play a
significant role in reducing emissions while also delivering a wide range of
other benefits - particularly in our cities. The active pursuit of mode shift
should therefore be a key consideration for transport policy at all levels of
government. Equally, fully decarbonising the transport sector will require
new solutions across a range of sub-sectors, including medium and heavy
vehicles. A coordinated and holistic focus on these broader challenges
through the development of a Zero Emission Transport Strategy should be
prioritised alongside work on an Australian fuel efficiency standard and the
delivery of the National Electric Vehicle Strategy.

The Climate Council stands ready to contribute to further detailed design

conversations with the Department about the development of an Australian
fuel efficiency standard. We encourage you to approach this process with the
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urgency and ambition needed now to protect Australians from further
harmful climate change by rapidly cutting major sources of emissions.
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