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The NTC Heavy Vehicle Pricing Options paper sets out a number of high-level pricing models.
Investigating a range of options at this stage, including a modified fuel-based charging option, is
supported by Industry. Charging reform could be a beneficial policy move provided it is based on
accurate information and is economically feasible. It is critical that potential reform in heavy vehicle
charges is accompanied by reform in infrastructure funding.

Recommendations

Recommendation 1

To properly assess the charging options, detail including charge rates and implementation costs
need to be tabled to allow sufficient discussion. The industry or other stakeholders are not in a
position to conclude comment without this information; this deficiency must be reported to COAG.

Before determining what charging option is feasible and in order to determine if it is
worthwhile pursuing, the inefficiencies of the current system need to be quantified. CRRP
should pursue this work to ensure reform options can be accurately assessed.

Recommendation 2

Determining charging options is only one part of the reform. Funding and infrastructure supply is in
greater need of reform. There must be a commitment by COAG to infrastructure funding and
supply reform to enable the benefits of charging reform t to be achieved. CRRP needs
infrastructure supply reform that promotes optimal infrastructure provision and secure funding
arrangements.

Recommendation 3

It is a myth that MDL charge rates will be accurate or true. Road use costs are difficult to determine
and are influenced by a number of factors; precise measurement on a real network is difficult.
CRRP should either undertake the significant work that is required to create accurate
charges (a long-term project) or remove the fallacy that MDL charges are going to be
accurate or even related to use.

This process is about improving price signals, and this can be achieved with fuel-based charging
and infrastructure supply reform.

Recommendation 4

The ATA supports a modified Option 1, provided the characteristics of the policy are sound
and include infrastructure funding attributes. The ATA believe this option would sufficiently
improve charging signals within the financial and practical constraints that currently exist for
charging reform.

Recommendation 5

Behavioural change will be difficult to predict, despite survey efforts. Generating behavioural
elasticities will be risky, yet the validity of these results are fundamental to the reform. This means
CRRP should favour moderate adjustments to individual charge rates within the current
cost recovery framework in comparison to radical change where the outcomes are more
unpredictable.

Recommendation 6

The CRRP consultation process needs to be improved and more information needs to be
transparently made available. Fundamental CRRP work has been undertaken with limited
consultation, for example the CRRP Pricing Principles. Research that is used in the CRRP work
must be peer reviewed and made public to be considered.
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Comments on the paper

We would like to make some initial comments in reference to the wording used in the paper. This
project, and the greater reform process, should be looking at charging and infrastructure supply
side reform, rather than pricing. The differences between prices and charges depend how the price
is set and what it is seeking to do. Prices are set in relation to market value and seek to raise
profits. Charges, on the other hand can be set to cover cost in return for a service — this distinction
needs to be remembered in relation to heavy vehicles that provide a service to Australian
economy.

Other concerning elements of the paper include the continued reference to ‘reduced maintenance
expenditures’ (page 6, 13, 17). At this early stage, when there are no clear prices or estimated
behavioural change, no assumptions can be made in regard to how road maintenance expenditure
will change. This is especially true when pricing options are being assessed separately from any
road investment changes. Making statements like this is falsely promoting a policy. It should also
be acknowledged that with expenditure based charges, lower maintenance costs will mean
downward revisions of heavy vehicle charges.

The fuel-based charging option is also given limited investigation and in some comparisons is
completely sidelined. Option 1 needs to be considered at each point, otherwise the information will
not be complete for CRRP or external purposes. Fuel-based charging will be addressed later this
in paper.

Any references to efficient freight allocation between modes should be treated with caution. This
reform is focused on heavy vehicle charges and it should be maintained that charging efficiency
between modes should be pursued separately (Productivity Commission, 2006). Heavy vehicles
are already held to arguably higher cost recovery standards than rail freight. Only a small
proportion of the freight task is contestable between the two modes (BITRE 2009) and it is not
clear that this will change. With pricing reform heavy vehicle charges are likely to change for
specific freight tasks and the impact on modal choice cannot be assumed. The motivation for
artificially higher road charges aimed at favouring rail transport should be guarded against, as it will
not provide an efficient outcome for the Australian economy.

Current Environment

Heavy vehicle road transport is a significant input into the Australian economy. It is a
hypercompetitive industry that runs with low profit margins. Currently, heavy vehicles pay for their
use of the road network. Charges are set and updated annually to recover heavy vehicle road
related expenditure. Australia’s model of heavy vehicle cost recovery, which attributes costs to
vehicle classes and operates on a network wide scale is unparalleled internationally. Compliance
rates and regulatory administration costs are sound.

The current model could be easily reformed to improve some of the nuances. The cost to society of
overcharging operators or attaching a financial incentive to less efficient vehicles could be
addressed. This system is established and industry are already able to comply without adjustments
to business systems.

There is a risk of damage to our economy if road transport charging is inefficient or distorts
markets. New charges that are calculated with limited information can deviate from optimal
charges and hence have the potential to reduce the productivity of road transport and the
Australian economy. No changes should be made to the cost recovery and charging model until a
net benefit can be guaranteed.
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Industry Charging Principles

The industry does, and will continue to, pay its own way for use of the road network. To minimise
business compliance costs this should be done in a way that does not overly burden operators or
their cash flow. For an industry to be efficient, charges need to be able to be communicated to
customers, reflecting the input costs of the business. It is fair and responsible to do this in a
transparent way.

Designing charges to reflect road use is supported to the extent that it is practical, and feasible to
do. Charges should provide the right incentives for road use — including vehicle choice and route.
The current A-trailer registration fee provides a perverse incentive for operators to shift to more use
of “less safe, less road-friendly” vehicles. Charges should be a signal for operators to use the most
road friendly and safe vehicles. This point is not clearly made in the CRRP Pricing Options paper.

From a road infrastructure perspective, heavy vehicle charges should be aimed at appropriate cost
recovery and the provision of desired signals to infrastructure providers. Heavy vehicle demand
and behaviour relating to charging signals should be taken into account to achieve optimal
infrastructure provision.

Promoting funding security and use of investment frameworks for road providers would improve
heavy vehicle road provision, maintenance activity and access arrangements. Currently, road
expenditure and efficiency is not adequately transparent or accountable.

In summary, heavy vehicle charges should be:
e set to pay for heavy vehicle use of the road network, with regard to the attributable amount
of road impact and a portion of common costs
administratively simple to administer and cost effective to collect
stable and be able to be communicated to customers
aimed at promoting sound vehicle choice and minimising road impact
transparently calculated with accountability mechanisms
cognisant of CSO provisions
operating with low evasion rates, minimal regulatory operation and enforcement costs.
implemented with minimal market disruptions (current registration charges are a
disincentive for using efficient B-doubles)

Heavy vehicle road expenditure should be:

aimed at optimal infrastructure provision, including road standards relating to demand
processed through investment guidelines includes cost benefit analysis

linked to heavy vehicle access arrangements

secured to road providers for heavy vehicle related expenditure

CRRP’s Pricing Principles align with some of the above principles. Although, the industry holds
significant apprehension towards CRRP Pricing Principle 8 we strongly oppose charges based on
forward-looking calculations. Charging this way will depart from the user pays principle and will
encourage intertemporal cross-subsidisation. Further, predicting future road expenditure is perilous
and the institutional and governance reforms required to secure trust in the application of these
funds to, and by, road agencies does not currently exist.

If this path was pursued in some way, extensive monitoring of expenditure and asset conditions
would have to happen. This would include transparent accountability and efficiency benchmarks.
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Detail of Pricing Principles and calculating inefficiencies

Information and data that allows an informed assessment of pricing options is lacking from this
paper. To understand what pricing option is optimal and how it would affect different industry
segments more detail needs to be provided.

The actual figures relating to each charging option needs to be known, including how the charges
will be paid and calculated.

Equally important is the understanding around how different factors like mass and location
contribute to road use. Without this information the relative differences between the pricing options
cannot be compared. The theoretical rigour and business case related to different options cannot
be well evaluated. This means this consultation on pricing policies is merely theoretical and will
need to be undertaken again with real information.

Another important aspect of comparing the charging options is the associated costs for regulators
and operators. Scheme costs will change with what pricing option is pursued, although this factor is
not addressed at all in the CRRP Pricing Options paper. Because efficiency gains are the main
drive for this road reform, the high compliance and collection costs that exist in some international
pricing schemes (around 15-20% of revenue, ASSHTO, 2010) cannot be tolerated in this
Australian reform project.

Charging options will have differing price impacts on different operators and routes. This could
have been highlighted more in the paper, even if just generally. For example without significant
subsidies, under a ‘cost-recovery’ based methodology, charges on regional area transport on low
quality roads is likely to be very expensive, if location based charging is implemented.

Fundamentally, the inefficiencies of the current system need to be quantified to determine at what
cost a new system is justified. Without fully understanding the current system, new options cannot
be assessed.

Recommendation 1

To properly assess the charging options, detail including charge rates and implementation costs
need to be tabled to allow sufficient discussion. The industry or other stakeholders are not in a
position to conclude comment without this information; this deficiency must be reported to COAG.

Before determining what charging option is feasible and in order to determine if it is
worthwhile pursuing, the inefficiencies of the current system need to be quantified. CRRP
should pursue this work to ensure reform options can be accurately assessed.

Infrastructure funding and supply

A fundamental motivation for improving charging signals for road users is the ability to respond to
road use demand information.

The 2006 Productivity Commission Report identified a number of inefficiencies that exist with
heavy vehicle road user charges and related infrastructure supply. Since the report, the 2007
Heavy Vehicle Pricing Determination adjusted charges and reduced the cross-subsidisation that
was occurring between different vehicle classes. The inefficiencies in infrastructure supply still
exist.

The theory of user-based charges rests on two components: to provide cost reflective user charges
and to return the revenues to asset managers for maintenance and road spending.
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The benefits of moving towards this user-based system will only be fully realised if road
infrastructure supply is linked to road use and the price signals faced by operators are used as
direct feedback for roads supply.

Revenue from heavy vehicle charges should be returned to be used for heavy vehicle road
spending, as set out in CRRP Pricing Principle number 12. Reform should be used to improve the
efficiency of heavy vehicle expenditure, through investment guidelines and transparent cost benefit
analysis.

While CRRP is separately looking at the supply side reform options, these changes are inextricably
linked to road pricing options and hence limit a response to the Pricing Options Paper.

Recommendation 2

Determining charging options is only one part of the reform. Funding and infrastructure supply is in
greater need of reform. There must be a commitment by COAG to infrastructure funding and
supply reform to enable the benefits of charging reform t to be achieved. CRRP needs
infrastructure supply reform that promotes optimal infrastructure provision and secure funding
arrangements.

Charge rates: very difficult to set

Heavy vehicles are only one of a number of contributors to road deterioration, not the primary
source of road deterioration, as suggested in the paper (page 8). Other factors such as road age,
climate, soil conditions, constructed quality, traffic levels and maintenance practices all need to be
taken into account.

The ATA believe that developing accurate charges for road use using the proposed method is very
difficult. There are a number of variables involved that influence the price and a severe lack of data
that exacerbates the problem. As outlined in the NTC Pricing Options paper, road impact is
determined by axle group weight, by group type, road type and road condition. Determining this
potentially constantly changing information throughout the course a vehicle trip is very complex.
Road type, construction costs at different locations and the age and standard of pavement all
varies constantly.

This means determining accurate charges is very difficult and costly.

Information about road use and consumption factors is not well known internationally, let alone for
Australian roads. Single research projects have been undertaken to progress CRRP knowledge,
but are only initial research. This work needs to be publicly reviewed before it can be counted as
credible.

In these constructed experiments vehicle characteristics are averaged and there are heavy
assumptions about road standards. A greater problem than this is the lack of real network
information that covers Australia’s complete road network. Information characterising existing
roads is not well known and will take significant effort to compile and maintain.

Recommendation 3

It is a myth that MDL charge rates will be accurate or true. Road use costs are difficult to determine
and are influenced by a number of factors; precise measurement on a real network is difficult.
CRRP should either undertake the significant work that is required to create accurate
charges (a long-term project) or remove the fallacy that MDL charges are going to be
accurate or even related to use.

This process is about improving price signals, and this can be achieved with fuel-based charging
and infrastructure supply reform.
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Option 1 Fuel-based charging

The potential for a fuel-based charging scheme to improve the efficient operation of road freight on
Australia’s road network is not fully explored in the paper. Industry is supportive of Option 1 in the
paper, conditional on the detail of the policy. This Option is not adequately represented in the

paper.

Moving to a variable charge, based on fuel excise is considerably more simple than using different
data sources to estimate a charge. Within the fuel-based charging option, further levels of
differentiation can be achieved. Two rates of road-user charges paid through the fuel excise can be
attributed to different vehicle groups to closer track road impact to fuel consumption.

Fuel consumption changes with distance travelled and is influenced by vehicle type, mass and
road type. Fuel consumption changes significantly between different road types and conditions
(Ardejabu et al, 2010). This area is still be investigated by the CRRP Pricing Project Stream.

Road use also changes with use in different weather periods. Fuel consumption and road damage
are both higher on wet roads. Although it is outside of the scope of this charging discussion, fuel-
based charging would also contain a congestion charging factor, in that fuel consumption
increases considerably for heavy vehicles in congested areas (Koskinen, 2010).

With a fuel-based charge, the ability of the charge to change with these variables is automatic, and
potentially superior to any change calculated by an outside party. Sophisticated tracking systems
may be able to determine what road or category of road a vehicle is travelling on, but determining
where roads are vulnerable to greater damage caused by usage or environmental conditions is not
technologically possible.

This charge is simple to administer, with excellent compliance as monitored by the Australian
Taxation Office. The ability to adjust charges over time is also straightforward.

Charging this way provides a clear price signal to operators that can also be passed onto
customers.

The characteristics set out in the ATA’s fuel-based charging scheme provide some detail that could
be used for Option 1. Some important attributes are:

e the minimal registration charge applied to be close to light car registration and cover
administrative and insurance costs

e the two level road user charge rate, attributable to different vehicle groups (potentially
articulated and rigid vehicles).

e the return of charging revenues to asset providers based on road classification and usage
rates

e charging revenue to be divided between maintenance and capital expenditure

If road transport operators pay directly for the road wear they cause through a variable charge, the
road user charge component of fuel excise, they would be encouraged to:
e move the freight task in most efficient manner
e utilise high productivity vehicles that move freight efficiently based on fuel consumption,
and are easier on road infrastructure
e use fuel efficient roads i.e. efficient speeds and high standards

Option 1 may be seen as a ‘blunt’ charging tool, but considering the simplicity and low related
costs, it is likely to be superior to more ‘direct’ alternatives that are costly.
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CRRP must show that the aggregate efficiency losses of any MDL scheme, despite the road
measurement issues, transaction and compliance costs, still provides efficiency gains for the
economy in comparison to a fuel-based charging scheme.

For further consideration, the attributes of Option 1 are assessed against the CRRP Pricing
Principles below.

CRRP Pricing Principles Option 1 FBC scheme

1.) Recover the efficient cost of providing, The road user charge rate under FBC would
maintaining and operating roads for use by be set to recover heavy vehicle road related
heavy vehicles expenditure, so may be more adequate than

other road use determined charges.

2.) Be forward-looking and provide incentives | Forward looking charges will not be accurate

for efficient and effective ‘life-cycle’ road or fair for the industry or road asset
provision and maintenance. managers. It also introduces tracking and
accounting obligations for expenditure.
3.) Be determined with reference to: A road user charge component of fuel excise
e the marginal cost of road provision, could be adjusted to represent average
maintenance and operation. marginal costs to recover required cost base.
e The transaction costs associated with
the charge. A fuel-based charge would have minimal
e The extent that heavy vehicle road fransaction costs and already operates in a
users are able or likely to respond to | rigorous compliance scheme.
price signals. _
e Minimising distortions to the efficient | A fuel-based charge provides a clear usage
pattern signal to operators that can be
communicated to customers.
4.) Be developed through continuously The charge setting side of the calculation is
improving transparent and public processes. | simpler under fuel-based charging. Charges
updated easily.

Recommendation 4

The ATA supports a modified Option 1, provided the characteristics of the policy are sound
and include infrastructure funding attributes. The ATA believe this option would sufficiently
improve charging signals within the financial and practical constraints that currently exist for
charging reform.

Risky estimates of limited behavioural change

Behavioural change, in terms of routes travelled and vehicle utilised, is the source of the demand-
side efficiency benefits that this reform seeks. The ATA believe the potential for behavioural
change that will positively improve the operation of the industry is small.

Road freight has generally inelastic demand for road use (BTRE 1999) and is constrained by other
factors like access arrangements and customer demands. The nature of undertaking commercial
operations means operators have a high value of time and already choose efficient routes.

Price changes, that force some companies out of business or favour some company routes over
others, might be signals for long term change, but would not necessarily be a sound policy for the
Australian economy.
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The current charging signals faced by operators influence behaviour. As well as a registration
charge, the road user charge component of fuel excise is a charge that changes with kilometres
travelled and mass carried. Business operations are optimised to minimise fuel consumption
(therefore costs) while trading off time and carrying capacity. These costs mean operators already
have an incentive to minimise empty running. Programs specifically targeting empty running have
only achieved small gains (Allan MacKinnon UK study).

Road transport operators travel on the roads relevant to their freight task within regulated access
arrangements. Where there is a choice of roads to travel on, roads built with heavy vehicle
capacity, that are usually faster and more comfortable, will be preferred. These roads, built closer
to heavy vehicle standards will be cheaper to travel on and are already the preferred choice. For
low quality, expensive roads, it is unlikely that higher quality roads are substitutable, otherwise they
would currently be used.

Behavioural change realised under any new charging option is fundamental to the reform, and
needs to be certain. As part of CRRP potential behavioural change is being assessed by
generating behavioural elasticities from road operators, using stated preference theory. This is not
an ideal method, but the lack of data makes it a necessary option. Generating information this way
and using it in complicated models, runs the risk of developing inaccurate demand forecasts. This
research still needs to be confirmed with external data on real choices if credible forecasts are to
be produced.

It is difficult for people to verbalise how they would act in future situations. The difficulty is
compounded when questions involve different business choices to what is in the current business
environment. When survey participants state how business decisions would be made, other factors
like the state of the road freight market, intermodal competitive environment and customer attitudes
is not known, so definitive actions are hard to estimate. Stated preference elasticities are flawed,
and even more difficult when used for long run behavioural change.

Recommendation 5

Behavioural change will be difficult to predict, despite survey efforts. Generating behavioural
elasticities will be risky, yet the validity of these results are fundamental to the reform. This means
CRRP should favour moderate adjustments to individual charge rates within the current
cost recovery framework in comparison to radical change where the outcomes are more
unpredictable.

CRRP Consultation

The ATA appreciates the efforts CRRP and the project teams have taken to be consultative. While
there has been some information sharing and consultation to date, further work could still done to
improve the process. The ATA notes that the industry was not consulted in any meaningful way
before CRRP submitted the Pricing Principles to ATC. Further work including the Policy and
Evaluation Framework Reference Guides were not consulted on at all.

Also pressingly important is the research that has been undertaken to date to inform price setting
in the CRRP process. This work needs to be made public and peer reviewed before it is valid.

Recommendation 6

The CRRP consultation process needs to be improved and more information needs to be
transparently made available. Fundamental CRRP work has been undertaken with limited
consultation, for example the CRRP Pricing Principles. Research that is used in the CRRP work
must be peer reviewed and made public to be considered.
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Further discussion

Detail of Pricing Options

The pricing options put forward in the paper move along a continuum of detail in charging. The
benefit of gathering usage and network information (for example constantly changing mass) to
determine charges needs to be balanced against the cost and accuracy of that information. This is
optimised, taking into account the relative price impact each added variable contains. All the
options deviate away from the ‘actual cost of road use’. As stated in the paper, road impact is
determined by the mass of the axle group type and road type (including current condition). The full
mass-distance-location charging option put forward is still subject to averaging of construction and
maintenance costs on road types across the network and within a trip.

Road use costs should be recovered in a form related to how they are imposed. Variable charges
that are linked to actual use are good price signals for operators and are more amicable to
business operations. Costs that do not change with use, for example the heavy vehicle proportion
of common costs, can be paid with a fixed charge.

The ability of marginal cost charging to recover sufficient revenue for all heavy vehicle road related
expenditure is raised in the paper. Increasing the costs, based on marginal cost relativities to
ensure sufficient overall cost recovery is an option explored in the paper. Increasing the marginal
costs and level of complexity risk magnifying the errors that might exist in the marginal cost setting
stage. This is poor policy.

Practical issues and incentives

The models and charges set assume a certain level of maintenance expenditure, which may not be
based on the ‘efficient’ level of maintenance expenditure. In reality, this assumed funding may not
occur, as a road spending is budget constrained and can favour capital works. This means charges
could be set in relation to a false number.

As charges move closer to road impact, determined by road type and current standard, transport
operators will be at the greater mercy of road providers. Inefficient road provision (i.e. roads not
maintained sufficiently or not built for heavy vehicles) will result in penalising road operators with
high usage charges. The industry has little control over the quality of road standard and this is
complicated by sharing the infrastructure with other road users. Currently there is no commitment
to improve this variable under the reform.

This means road providers determining charges through road standard have an incentive to
provide roads inefficiently, that will have higher usage charges, as that will increase heavy vehicle
revenues or discourage heavy vehicle traffic.

There will be necessary modifications made to the MDL prices or combination options. This will be
to make it technologically possible, financially practical or to take into account social
considerations. These modifications will mean charges are not based on actual road impact.

What is important is the charge signal that influences behaviour. The focus on this is amplified
when road supply is unrelated to charges, as this link is a motivation for introducing pricing signals.

Charging heavy vehicles predominantly through fuel excise will provide the pricing signals that will
influence behaviour in the desired way. The accuracy of this charge, especially in comparison to
inaccurate MDL charges, is still to be assessed. The characteristics of charging this way are set
out below.

10
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Estimated charge rates — extreme differences

A fundamental intention for this reform is to reveal the large cost differences that exist between
road types. This is important because of the funding to road asset managers and related
expenditure requirements. As part of this reform, estimated charges for different road types have
been developed but are not yet published. Limited research that has been completed in this area
indicates that there are extreme differences in impact rates on different road types.

Parts of a highway built to a durability standard for heavy vehicle use could have a SRMC/LRMC
rate of a few cents per kilometre, if that. Local access roads, that are not heavily trafficked and are
built to a lower standard could have much higher damage rates as high as a few dollars per
kilometre. If charges are based on impact rates, charge rates for trucks that run on high quality,
heavily trafficked roads will be low. These are often the routes that are contestable with rail freight.
This gives rise to the suggestions of artificially loading road charges where the route is in direct
competition with rail. This is not sound policy and will not be supported by the trucking industry.

The Pricing Options paper suggests that these extreme differences could be overcome by
developing community service obligation (CSO) components of road funding. This is an
appropriate approach, but must be transparent. Other suggested solutions have been to
intentionally modify the prices and weight charges to the least price sensitive routes. The
implications of this need to be thoroughly explored and the pricing options reviewed with an
understanding of the effects.

Potential benefits highlighted by the CRRP Pricing Options Paper

The NTC Pricing Options paper presents a number of potential benefits on page 13. This
contributes to the dialogue and the ATA would like to provide some comment on the presented
benefits.

Reduced heavy vehicle road costs

This a strong statement to make when neither estimated prices or potential behavioural change are
available. To realise savings in road wear costs heavy vehicles need to be encouraged to travel
less, or to reduce travel on low quality (expensive) roads. This is not a motivation of reform. Under
cost reflective charges, road maintenance and capital expenditure could go up, and this would be
ok.

Changes in mode

Charging reform will need to occur with more than road freight to ensure that the most efficient
mode is determined by price. Rail freight charges are not held to the same cost recovery standards
as road freight currently is. Rail freight charges are much less transparent and not related to
infrastructure expenditure.

Changes in road investment

There are potential benefits in this area to be realised, but they will not happen without significant
change in revenue collection and infrastructure funding mechanisms. This includes asset
management practices and the accountabilities of road agencies. The NTC Pricing Options
Discussion Paper puts forward no changes that would see improvements in road investment. If
anything, charging based on marginal cost will require higher charges for lower quality, poorly
maintained roads, potentially providing perverse incentives to road agencies.

11
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