
 

   

§[[f9f x 

§[[f9f x 

 

 

 

  

Implementing a forward - looking cost 
base  for heavy vehicle charges  

 Consultation Regulatory Impact Statement (C -RIS) 

National Transport Commission  | February 2026  

 



 

   

§[[f9f x 

§[[f9f x 

Overview of this document  

Title Implementing a forward-looking cost base for heavy vehicle charges 

Type of report Consultation Regulatory Impact Statement (C-RIS) 

Purpose For public consultation to develop a forward-looking cost base that could be 

used to set heavy vehicle charges in the future. 

Abstract The consultation regulatory impact statement seeks feedback on a range of 

options in developing an implementable forward-looking cost base for heavy 

vehicle charges from 2027ï28 for consideration by the Infrastructure Transport 

Ministersô Meeting. 

Submission details The NTC will accept submissions until 5.00 pm on 21 May 2026 online at 

www.ntc.gov.au or by mail to: 

National Transport Commission 

Public submission ï Implementing a forward-looking cost base  

Level 3, 600 Bourke Street 

Melbourne VIC 3000 

Attribution This work should be attributed as follows: 

Source: National Transport Commission (2026) Implementing a forward-looking 

cost base for heavy vehicle charges: Consultation Regulatory Impact 

Statement, NTC, Melbourne. 

If you have adapted, modified or transformed this work in any way, please use 

the following: 

Source: based on National Transport Commission (2026) Implementing a 

forward-looking cost base for heavy vehicle charges: Consultation Regulatory 

Impact Statement, NTC, Melbourne. 

Keywords Forward-looking cost base, building blocks model, heavy vehicle charges, Road 

User Charge, registration charges, scope 

Contact National Transport Commission Level 3/600 Bourke Street Melbourne VIC 3000 

Ph: (03) 9236 5000 

Email: enquiries@ntc.gov.au 

www.ntc.gov.au 

http://www.ntc.gov.au/
mailto:enquiries@ntc.gov.au
http://www.ntc.gov.au/


 

   

§[[f9f x 

§[[f9f x 

Table of Contents  

Summary ................................................................................................................................................ 1 

Part A: The context ........................................................................................................................... 10 

1 Heavy vehicle charging context ...............................................................................................11 

1.1 National Transport Commission ......................................................................................... 11 

1.2 Heavy vehicle charging framework .................................................................................... 11 

1.3 Legislative context ............................................................................................................. 11 

1.4 Heavy vehicle charges pricing principles .......................................................................... 12 

1.5 Overseas charging mechanisms ....................................................................................... 13 

2 Heavy vehicle charges and the PAYGO model ....................................................................... 14 

2.1 Current approach to setting heavy vehicle charges.......................................................... 14 

3 What is the problem we are trying to solve? .......................................................................... 16 

3.1 The objective of heavy vehicle charges ............................................................................ 16 

3.2 Current state of heavy vehicle charges ............................................................................ 17 

3.3 Features of heavy vehicle charges not considered for change at this stage .................... 19 

3.4 Addressing the revenue gap ............................................................................................. 21 

4 The scope and approach .......................................................................................................... 22 

4.1 Scope ................................................................................................................................ 22 

4.2 Approach to developing the FLCB .................................................................................... 23 

5 The broader context .................................................................................................................. 25 

5.1 Road infrastructure context ............................................................................................... 25 

5.2 Broader economic context ................................................................................................ 26 

Part B: The FLCB Model ................................................................................................................... 28 

6 Conceptual overview of the FLCB model ............................................................................... 29 

6.1 What is a forward-looking cost base model? .................................................................... 29 

6.2 Using the building block model in regulated infrastructure ............................................... 31 

6.3 Reducing volatility and providing certainty for future charges .......................................... 31 

6.4 Improving the price-setting process .................................................................................. 32 

7 Detailed design of the FLCB model ......................................................................................... 33 

7.1 Introduction ....................................................................................................................... 33 

7.2 Overview of charge setting ............................................................................................... 34 

7.3 Revenue requirement ....................................................................................................... 34 



 

   

§[[f9f x 

§[[f9f x 

7.4 Usage and demand ........................................................................................................... 35 

7.5 Cost recovery ï heavy vehicle charges ............................................................................ 36 

7.6 Key data sources .............................................................................................................. 37 

8 Model and policy design parameters ...................................................................................... 39 

8.1 Expenditure forecast categories and guidelines ............................................................... 39 

8.2 Depreciation and asset lives ............................................................................................. 41 

8.3 Rates of return and approach to inflation .......................................................................... 44 

8.4 Toll roads and other innovative financing arrangements .................................................. 49 

8.5 Setting the initial regulatory asset base ............................................................................ 53 

8.6 True-ups ............................................................................................................................ 55 

8.7 Settings retained from PAYGO ......................................................................................... 57 

8.8 Treatment of electric and hybrid vehicles ......................................................................... 59 

8.9 Fuel used to power ancillary equipment ........................................................................... 60 

8.10 Recovery of regulatory costs ............................................................................................ 60 

8.11 Cost allocation matrix ........................................................................................................ 61 

9 What are the expected long-term outcomes? ........................................................................ 63 

9.1 Taking a long-term view .................................................................................................... 63 

9.2 Establishing a baseline ..................................................................................................... 64 

9.3 How does the model perform under different scenarios? ................................................. 65 

9.4 Conclusion ........................................................................................................................ 69 

Part C: Implementation ..................................................................................................................... 70 

10 Implementation and operation of the model .......................................................................... 71 

10.1 Approach to setting heavy vehicle charges over time ...................................................... 71 

10.2 Information collection ........................................................................................................ 72 

10.3 Running the model and developing options ...................................................................... 72 

10.4 Advising ITMM .................................................................................................................. 73 

10.5 Measuring actual outcomes .............................................................................................. 73 

10.6 Transparent reporting ........................................................................................................ 73 

10.7 Enhancements over time .................................................................................................. 75 

11 Setting heavy vehicle charges for 2027ï28 to 2029ï30 ........................................................ 76 

11.1 Options for setting heavy vehicle charges from 2027ï28 ................................................. 76 

11.2 Options considered ........................................................................................................... 77 

11.3 Financial implications of options explored ........................................................................ 79 



 

   

§[[f9f x 

§[[f9f x 

11.4 Fiscal implications for governments .................................................................................. 80 

11.5 Impact on industry participants ......................................................................................... 82 

11.6 Assessment of options ...................................................................................................... 85 

11.7 Conclusion ........................................................................................................................ 85 

Part D: Next steps ............................................................................................................................. 86 

12 Consultation process................................................................................................................ 87 

12.1 How we have consulted to date ........................................................................................ 87 

12.2 Our consultation process .................................................................................................. 88 

12.3 Call for submissions .......................................................................................................... 88 

12.4 Timing and opportunities to engage .................................................................................. 88 

12.5 How to make a submission ............................................................................................... 88 

12.6 Next steps ......................................................................................................................... 89 

Appendix A. List of consultation questions ................................................................................. 90 

Appendix B. Marsden Jacob Associates report ........................................................................... 92 

Appendix C. Treatment of non-standard financing arrangements ........................................... 136 

Appendix D. Expenditure categorisation guidelines ................................................................. 138 

Appendix E. Breakdown of registration charges revenue by jurisdiction .............................. 184 

Appendix F. Working group membership .................................................................................. 187 

List of figures in this document ....................................................................................................... 188 

List of tables in this document ........................................................................................................ 189 

 



 

1  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

Summary  

This Consultation Regulatory Impact Statement (C-RIS) seeks feedback on options for implementing a 

forward-looking cost base (FLCB) for heavy vehicle charges from 2027ï28. The FLCB is an alternative 

approach to the current methodology (known as pay-as-you-go or PAYGO) for setting heavy vehicle 

charges.  

In May 2023, the Infrastructure and Transport Ministersô Meeting (ITMM) approved heavy vehicle 

charges to apply from 2023ï24 to 2025ï26. The process leading to this decision highlighted several 

opportunities to improve the current approach for setting heavy vehicle charges. At this meeting, ITMM 

also directed the National Transport Commission (NTC) to develop an FLCB, which could potentially 

provide a basis for setting future heavy vehicle charges.  

The FLCB model will only be used if ITMM fully endorses and explicitly approves it for setting future 

heavy vehicle charges. 

Heavy vehicle charges application and context  

Heavy vehicle charges apply to all vehicles with a gross vehicle mass over 4.5 tonnes. The charges 

include a road user charge (RUC) on diesel and gaseous fuel and a yearly registration charge 

comprising roads and regulatory components. 

 

  Road User Charge (RUC) 
The Road User Charge is charge levied on Heavy Vehicle operators by the Commonwealth Government.  

Disclaimer: This overview is a brief explanation of the operation does not form taxation advice or interpretation and 

should not be relied upon for decision making.  

Note: Heavy Vehicles which are used off road or on non -public roads are not subject to the RUC and are eligible for a 

100% fuel tax credit. Operators are required to keep records of their on and off - road usage to claim fuel tax credits.  

Registration Charge  
Vehicle Registration charges are levied and collected on operators by the state and territory in which 

they are registered.  

Registration Charges includes a regulatory component for the recovery of the costs of the National 

Heavy Vehicle Regulator in stats which participate in this scheme.  
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The heavy vehicle charges are governed by a set of pricing principles approved by the Australian 

Transport Council (a predecessor of ITMM) and the former Council of Australian Governments (now 

the National Cabinet). In broad terms, the pricing principles include: 

Ӳ full cost recovery in aggregate on an ongoing basis 

Ӳ minimising over- and under-recovery from any heavy vehicle class to minimise cross-subsidies 

between vehicle classes 

Ӳ cost-effectiveness of pricing instruments 

Ӳ transparency 

Ӳ balancing administrative simplicity, efficiency and equity (e.g. impact on regional and remote 

communities/access) 

Ӳ having regard to other pricing applications such as light vehicle charges, tolling and congestion. 

Charges are currently set using the PAYGO model, which calculates the cost to governments of 

providing roads to heavy vehicles (heavy vehicle cost base) based on a weighted seven-year average 

of historical government road expenditure and road usage data.  

There is currently a significant gap between the heavy vehicle cost base calculated using the PAYGO 

model and heavy vehicle charges revenue. This gap is the result of increases in heavy vehicle 

charges have not kept up with increases in the heavy vehicle cost base, shown in the following figure.1 

 

  

 
1 The revenue figure for 2026ï27 is based on estimated vehicle numbers. 
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The problem  

In May 2023, ITMM approved heavy vehicle charges for 2023ï24 to 2025ï26. On average, the 

charges increased by 6 per cent per year. This process highlighted several issues with the current 

approach to setting heavy vehicle charges. In August 2025, ITMM agreed to a preferred increase of 6 

per cent for heavy vehicle charges applying in 2026ï27. 

Increases in government expenditure on roads have resulted in the PAYGO heavy vehicle cost base 

increasing significantly since 2015ï16. During this time, heavy vehicle charges have not been 

increased in line with increases to the heavy vehicle cost base. This has resulted in a gap between 

heavy vehicle charges revenue and the heavy vehicle cost base. 

The key issue with the PAYGO model is that short-term changes in government road expenditure 

translate into similar changes in the heavy vehicle cost base, albeit with some delay. Calculating the 

heavy vehicle cost base this way makes it more sensitive to sustained large changes in expenditure 

year on year, so itôs difficult to maintain full cost recovery over time.  

Stakeholder submissions during the consultation process on setting heavy vehicle charges for  

2023ï24 to 2025ï26 highlighted doubts about the appropriateness of the PAYGO model overall. 

Without further action, the revenue gap to fully recover the road expenditure would be likely to remain 

or increase further in future years. 

The forward - looking cost base  model as an  alternative to PAYGO  

The proposed FLCB model could be used to measure the heavy vehicle cost base. It also includes 

extra functionality to evaluate options for setting a combination of heavy vehicle registration charges 

and RUC on fuel. 

A basic principle of the project has been to design a model that produces desirable outcomes broadly 

comparable to the current PAYGO system. The model also seeks to address identified shortcomings 

of the current system where possible. A key objective is to address difficulties with PAYGO, including 

large year-to-year variations in the cost base, departures from cost recovery principles during major 

network expansions and poor inter-generational equity outcomes. 

What is a forward - looking cost base model and how does it work ? 

Heavy vehicle charges are intended to recover governmentsô expenditure on providing roads for heavy 

vehicle use. The expenditure includes the cost of constructing, operating, maintaining and developing 

road infrastructure. 

The FLCB method brings the calculation of charges in closer alignment with arrangements in other 

infrastructure sectors. It calculates charges by spreading the cost of road construction and 

maintenance over the lifetime of those roads, like how a business might finance a large equipment 

purchase. An important feature is the inherent assumption that governments will draw on different 

sources to fund upfront investments, with cost recovery occurring over a longer timeframe. 

The revenue needed for an FLCB is the sum of three key building blocks: depreciation, return on 

capital and operational and maintenance costs, as depicted below. 
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The sum of the building blocks gives the annual revenue requirement ï the revenue governments (as 

road managers) are entitled to receive in each year of the regulatory period to allow them to finance, 

build, maintain and operate road networks. 

The building blocks are calculated using forecasts of road expenditure, interest rates, inflation and the 

lives of different asset types. The model transforms expenditure on assets in each year into a series of 

future cash flows equal in present value to the initial cost of the asset. Operating expenditure is 

recovered in the year it is expended. 

The FLCB model has two distinct advantages over PAYGO. First, the revenue requirements are less 

volatile, reducing the need for steep increases or decreases in heavy vehicle charges set on this 

basis. Second, it is fairer because all users pay for the asset over time rather than just the ones 

present when the asset is built. 

Detailed model design features  

The aim of developing the FLCB was to create a model that would be as robust as possible and 

produce outcomes broadly similar to those under the existing PAYGO methodology, while addressing 

some of its shortcomings. The model design features below were tested with industry and government 

stakeholders. 

Issue  Description  Approach adopted  

Expenditure forecast 

categories  

To measure and allocate costs 
correctly, it is necessary to categorise 
types of capital and operating 
expenditure in line with their 
sensitivity to heavy vehicle use and 
the expected asset lives.  

Asset and operating 
expenditure categories are 
outlined in  
Table 3: Expenditure  in the 
FLCB model. The NTC 
provides detailed guidance 
on inclusions and 
exclusions.  

Depreciation 

methodology  

The depreciation methodology 
influences how evenly the return of 
capital is spread among users of the 
asset over time. The chosen 
depreciation methodology also 
influences the smoothness of the 
revenue and price path as we 
transition from PAYGO.  

Straight-line depreciation 
for all new assets. 

Sum-of-the-years digits 
depreciation for the initial 
regulatory asset base 
(RAB) asset. 

Asset lives  

Asset lives are used to calculate the 
return of capital, in the form of 
depreciation, in each year for different 
types of assets. 

Asset lives identified by 
jurisdictions. If no value is 
provided, a national 
average (average of all 
other jurisdictions) is 
applied.  
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Issue  Description  Approach adopted  

Rate of return forecast  

The rate of return represents the 
opportunity cost of capital. Rates of 
return need to be forecast in a way 
that is as accurate and stable as 
possible. 

14-year trailing average 
based on government long-
term bond rates. 

Inflation forecast  

Inflation forecasts are required to be 
able to index asset values over time in 
line with changes in purchasing 
power.  

Mixture of the Reserve 
Bank forecast and the mid-
point of the Reserve Bank 
inflation target range. 

Toll roads and other 

innovative financing 

arrangements  

Toll roads can be excluded if they are 
fully financed, built and operated by 
the private sector. However, the net 
cost of other toll roads needs to be 
included in the heavy vehicle cost 
base. 

Include net costs to 
government over time. 
Count both costs and 
revenue based on 
principles. Detailed 
treatment to be developed 
with the relevant transport 
agency.  

Setting the initial 

regulatory asset base / 

transition from PAYGO  

If only new assets are added, the cost 
base will be close to zero in the first 
year. If adopted as a basis for heavy 
vehicle charges, this would result in 
significant reductions in revenue for 
governments. To avoid this and create 
a smooth transition between PAYGO 
and the FLCB, an artificial asset is 
created to represent the opening 
RAB. 

Line-in-the-sand approach 
to transition where the 
value of the opening RAB is 
set to achieve a desired 
transition path. Asset life of 
opening RAB of 20 years.  

True -ups  

Under the FLCB, heavy vehicle 
charges will be set based on forecast 
road expenditure and heavy vehicle 
charges revenue. To ensure accurate 
cost recovery over time, differences 
between forecast and actual 
expenditure and revenue need to be 
considered.  

Periodic true-ups 
incorporated into three-
yearly price-setting 
process. 

Local government road 

expenditure  

The model needs forecast local 
government road expenditure as an 
input. 

Forecast based on the 
latest available data from 
the Australian Bureau of 
Statistics Government 
Financial Statistics. 

Electric and hybrid 

vehicles  

There is no reliable and sufficiently 
precise data on the number of 
registered electric and hybrid heavy 
vehicles, and how they are used. 

The model does not 
distinguish between 
electric, hybrid or diesel or 
liquid gasïpowered 
vehicles. There is no 
increase in RUC for diesel-
powered vehicles to 
compensate for RUC not 
paid by electric and hybrid 
heavy vehicles.  
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Issue  Description  Approach adopted  

Fuel used to power 

ancillary equipment  

Vehicle operators are entitled to claim 
a full fuel excise rebate for fuel used 
to power ancillary equipment. 
However, there is no available 
information on the amount of rebates 
claimed. 

Fuel consumption and RUC 
revenue estimates not 
corrected for this due to 
lack of information.  

Recovery of regulatory 

costs  

The regulatory portion of registration 
charges needs to recover the National 
Heavy Vehicle Regulatorôs (NHVR) 
budget, which is set yearly. The 
regulatory portion of registration 
charges cannot be set for three years 
in advance as part of ITMMôs 
decisions on three-year future pricing 
periods. 

Introduce an automatic 
adjustment mechanism in 
the Heavy Vehicle Charges 
Model Law to allow 
changes in the NHVRôs 
budget approved by ITMM 
and the number of 
registered vehicles to be 
reflected in the regulatory 
portion of heavy vehicle 
registration charges over 
time.  

Long - term scenario modelling  

While the recommended pricing period is three years, we have extended the model to show how the 

FLCB could be expected to perform over the next 25 years. As a first step, we created a base scenario 

using plausible assumptions for key model inputs. 

Modelled building b lock components of the t otal cost base  

 

The baseline scenario shows that the total revenue requirement for all vehicles gradually increases 

over time as new assets are added more rapidly than the initial RAB is depreciated. Increases in the 

total RAB accelerate after the initial RAB is fully depreciated. Overall, changes in the RAB appear 

stable. 
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The revenue requirement under the FLCB is driven by a range of model inputs. The most important 

inputs are forecast road expenditure and interest rates. 

 

If road expenditure grows, the revenue requirement, and therefore heavy vehicle charges, will 

increase also. Under the highest expenditure growth assumption shown above, charges would 

increase between 6 and 6.5 per cent per year between years 20 and 25. Under the lower expenditure 

growth scenarios, the increases would be between 3.5 and 4.5 per cent per year.  

As with road expenditure, higher interest rates will increase the revenue requirement. However, this 

effect is moderated by the fact that the cost of capital is measured using a 14-year trailing average. 

This means that changes in interest rates will take 14 years to be fully reflected in the cost of capital 

used in the model. 

The FLCB model inherently produces a stable revenue requirement. However, model outputs and the 

required increases or decreases in heavy vehicle charges will reflect real conditions such as 

government decisions on road expenditure. 

Options for setting heavy vehicle charges from 2027ς28 to 2029ς30  

If the FLCB model is to be used to set heavy vehicle charges to apply from 2027ï28 to 2029ï30, 

governments will need to agree on a starting point for the new charges. Any starting point is 

technically possible, and there is no purely objective way to make this choice.  

But to achieve a smooth transition from the agreed charges to apply in 2026ï27 to a new set of 

charges to apply in 2027ï28, the most logical approach is to set the starting point of the FLCB in 

reference to existing charges.  

We have included three possible options that governments could consider when choosing the starting 

point for the FLCB. For each option, there are two sub-options that are either based on the Australian 

Government rate of return or the blended rate of return.  

These options were developed to show how the FLCB could be applied in practice, and how different 

starting points would result in different levels of heavy vehicle charges applying from 2027ï28 to 

2029ï30.  

These are hypothetical options, with the primary goal of informing stakeholder feedback on what they 

view as a preferred starting point for the FLCB. ITMM has not yet considered these options, and the 
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final options presented to ITMM will be developed based on stakeholder feedback and further 

research. They may differ from those presented in this C-RIS, depending on the feedback received.  

The primary difference between the options presented in this C-RIS is the change to heavy vehicle 

charges that would apply over the course of the initial three-year regulatory period. 

For each option, there are two sub-options that are either based on the Australian Government rate of 

return or the blended rate of return.  

 

Base Case  
Preferred 2026 -27 

charges 

continued  

Option 1  

FLCB with 2.5% 

increase in 2027 -

28 

Option 2  

FLCB with 6% 

increase in 

2027-28 

Option 3  

FLCB with 10% 

increase in 2027 -

28 

Model used to 

calculate heavy 

vehicle cost base  

PAYGO FLCB FLCB FLCB 

Increase in charges 

for year 1  
0%* 2.5% 6% 10% 

Pricing period  Up to 3 years*  3 years  3 years  3 years  

Inclusion of non -

standard financing  
    

True up mechanism      

* The base case uses a 0% increase to show what charges would look like without any intervention, e.g. do nothing, however 

this is only presented to compare the impact of various options. In the event of ministers not proceeding with the implementation 

of the FLCB, then it would be likely that a further decision would be needed in order to increase charges based on the PAYGO 

methodology. Itôs also noted that charging over a three-year pricing period was only recently implemented and there is no 

requirement to set charges over a particular time period greater than one year.  

All six options feature the same model inputs for forecast road expenditure and inflation. The 

difference between the options is the starting opening RAB, whereas the sub-options represent the 

two interest rate options. The opening RAB has been set at different levels to produce increases in 

heavy vehicle charges of 2.5 per cent, 6 per cent and 10 per cent in 2027ï28. For 2028ï29 and  

2029ï30, the increases are driven by model inputs, including estimated expenditure and vehicle 

numbers from states, territories and local governments.  

Sub-options A and B relate alternative methodologies for setting the rate of return, as explored in 

section 8.3. Under sub-option A, the rate of return is based on Australian Government bond rates only, 

whereas under sub-option B, the rate of return is a blended rate of government bond rates including 

Australian Government, state and territory bond rates.  

The table below shows the percentage increases in heavy vehicle charges that would be required in 

each year. 

 Option 1  Option 2  Option 3  

Sub-option  A B A B A B 

Y
e

a
r 

2027ς28 2.50% 2.50% 6.00% 6.00% 10.00% 10.00% 

2028ς29 4.16% 4.40% 3.90% 4.13% 3.62% 3.84% 

2029ς30  3.43% 3.66% 3.18% 3.41% 2.92% 3.14% 

Yearly increase 

(uniform)  
3.21% 3.33% 4.81% 4.93% 6.60% 6.71% 
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Rather than implementing three percentage price changes each year in the pricing period, it is 

possible to carry out three uniform percentage increases that provide the same amount of total 

revenue in present value terms. This option is likely to be preferable in terms of providing a stable path 

for heavy vehicle charges.  

In assessing the options, it is necessary to note that significant effort has been made to develop 

reasonable expenditure forecasts. However, some degree of uncertainty around actual expenditure 

outcomes and required true-ups is unavoidable. 

The nature of the line-in-the-sand transition to an FLCB means there is no purely objective way to 

choose the optimal point of transition. Therefore, the desired option needs to be chosen on other 

grounds. 

We believe that industry affordability and the financial needs of governments are the most important 

considerations when deciding which option presented in this paper (or any alternative option) to 

support. The public consultation process is an important tool to discover relevant information that will 

allow stakeholders, governments and, ultimately, ITMM to weigh the advantages and disadvantages of 

each option. 

From this perspective, it would be premature for the NTC to identify a preferred option at this stage. 

Instead, we are asking stakeholders to comment on the overall design of the FLCB and identify their 

preferences. Stakeholders may also identify alternative options that are not outlined in this paper. 

The NTC will consider the feedback received on this C-RIS and then formulate our advice to ITMM. 

Consultation and next steps  

The NTC seeks your feedback on the FLCB model and the options for implementation. We invite you 

to respond to the consultation questions in this paper, along with any other comments you wish to 

offer. 

The responses to the questions asked throughout the consultation will inform the final FLCB and the 

NTCôs recommendations for heavy vehicle charges from 2027ï28. The recommendations will be 

presented in the Decision Regulatory Impact Analysis paper to ITMM in late 2026. 

ITMM will then make a final decision on implementing the FLCB from 2027ï28 and the specific heavy 

vehicle charges to apply from 2027ï28 to 2029ï30.
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Part A:  
The context
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1 Heavy  vehicle charging context  

 

1.1 National Transport Commission  

The National Transport Commission (NTC) has ongoing responsibilities for recommending heavy 

vehicle charges to transport ministers. These charges are designed to apply nationally and to be set to 

fully recover the share of road construction and maintenance costs that can be attributed to heavy 

vehicles. 

1.2 Heavy  vehicle charging framework  

There are three components to the charges paid by heavy vehicles: 

Ӳ the road user charge (RUC) on diesel and gaseous fuels, administered by the Australian 

Government 

Ӳ the roads component of the registration charge, as applied by state and territory governments 

Ӳ the regulatory component of the registration charge, which recovers the operating cost of the 

National Heavy Vehicle Regulator (NHVR).2 

The RUC and roads component of registration charges are intended to reflect the cost to governments 

of building and maintaining roads for heavy vehicles. The regulatory component of registration charges 

reflects the NHVRôs budget, which is approved by the Infrastructure Transport Ministers Meeting 

(ITMM). 

1.3 Legislative context  

The RUC is implemented under the Commonwealth Fuel Tax Act 2006. It is implemented as a 

reduction in fuel tax credits. 

The Fuel Tax Act requires the federal minister for transport to determine the amount of RUC paid by 

heavy vehicle operators. The Act requires that the minister conduct a public consultation process 

before increasing the rate of the RUC. 

 
2 The regulatory component applies only in states that have implemented the Heavy Vehicle National Law. It is not 
applied in Western Australia and the Northern Territory. 

Key points  

Ӳ Heavy vehicle charges apply to all vehicles with a gross vehicle mass above 4.5 tonnes. 

Ӳ The charges include a road user charge on diesel and gaseous fuel and a yearly registration 

charge comprising roads and regulatory components. 

Ӳ Charges are currently set using the pay-as-you-go model, which calculates the heavy 

vehicle cost base based on historical government road expenditure and road usage data. 

Ӳ There is a considerable gap between the heavy vehicle cost base calculated using the pay-

as-you-go model and heavy vehicle charges revenue. 
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The consultation period must be at least 60 days, and the minister must make available the proposed 

increased rate of RUC and any information used to determine the proposed increased rate. 

The Act then requires the minister to consider any comments received from the public in relation to the 

proposed increased rate within the period specified by the minister. 

Registration charges are implemented through the Heavy Vehicle Charges Model Law. The Model Law 

contains schedules of heavy vehicle registration charges as agreed by ITMM.3 The Model Law also 

provides a formula to calculate an annual adjustment for charges in the years between determinations, 

should ITMM not make its own decision on charges. This annual adjustment mechanism has not been 

used for some time. The registration charges have legislative force once the Model Law is adopted by 

participating states and territories. 

1.4 Heavy vehicle charges pricing principles  

A set of guiding principles govern the methodology used to set heavy vehicle charges. These pricing 

principles were agreed by the Australian Transport Council (ATC), a predecessor of ITMM, and the 

Council of Australian Governments (COAG) (now the National Cabinet) and are binding on the NTC. 

The current pricing principles were designed to guide the NTC towards an outcome that efficiently 

recovers the cost of providing road infrastructure for heavy vehicles. The principles also consider 

issues of relevant public interest, such as fairness and equity. 

COAG principles 4 

ñATC direct the NTC, in developing its Determination, to apply principles and methods that: 

1. ensure the delivery of full cost recovery in aggregate,  

2. further develop indexation adjustment arrangements to ensure the ongoing delivery of full 

expenditure recovery in aggregate, and  

3. remove cross-subsidisation across different heavy vehicle classes, recognising that transition to 

any new arrangement may require a phased approach.ò 

ATC/SCOTI guiding principles 5 

ñNational heavy vehicle road use prices should promote optimal use of infrastructure, vehicles and 

transport modes. This is subject to the following: 

1. full recovery of allocated infrastructure costs while minimising both the over and under recovery 

from any class of vehicle 

2. cost effectiveness of pricing instruments 

3. transparency 

4. the need to balance administrative simplicity, efficiency and equity (e.g. impact on regional and 

remote communities/access) 

5. the need to have regard to other pricing applications such as light vehicle charges, tolling and 

congestion.ò 

 
3 Not all states and territories implement the national charges set out in the Heavy Vehicle Charges Model Law. 
Western Australia and the Northern Territory currently implement different heavy vehicle registration charges.  
4 Endorsed at its meeting of 13 April 2007. 
5 Approved by the ATC in August 2004 and reaffirmed in May 2007. Note: SCOTI is the Standing Council on 
Transport and Infrastructure, a predecessor of ITMM. 
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Both the ATC and COAG principles are standing principles, binding on the NTC, until changed by the 

relevant authority.6 

In practice, a decision to set heavy vehicle charges at a particular level requires governments to make 

trade-offs between achieving different pricing principles. The NTC aims to provide information about 

aligning with the pricing principles and possible trade-offs when making recommendations to ITMM. 

No changes to the pricing principles have been considered as part of this project. 

1.5 Overseas charging mechanisms  

The NTC has considered the various overseas charging mechanisms, and so the proposed forward-

looking cost base (FLCB) is designed to adapt to accommodate alternative charging mechanisms 

such as the distance-based charge or consider zero-emission incentives, as well as the ability to 

include charges for light vehicles. 

From the publicly available information, we have noted that none of the countries7 examined use an 

FLCB to set heavy or light vehicle charges. From this perspective, it is not currently possible to draw 

lessons from overseas on to how an FLCB is designed or operated in practice for roads. 

 
6 While binding on the NTC, the pricing principles do not bind ITMM or parliaments. 
7 The research reviewed the following list of countries and regions: Canada, the European Union, New Zealand, 
Switzerland, the United Kingdom and the United States. 
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2 Heavy vehicle charges and the 
PAYGO model  

 

2.1 Current  approach to setting heavy vehicle charges  

Heavy vehicle charges have been set since 1996 based on the pay-as-you-go (PAYGO model). The 

model calculates a heavy vehicle cost base as the cost recovery target based on historical road 

expenditure data provided by jurisdictions. It also allocates costs between different vehicle classes. 

2.1.1 PAYGO model and its operation  

Each year, jurisdictions submit a completed road expenditure template to the NTC. The template 

covers all road construction and maintenance costs (for light and heavy vehicles). Data from the 

Australian Bureau of Statistics (ABS) Government Financial Statistics Series is used to reflect local 

government expenditure on roads. 

The road expenditure template breaks down expenditure into different expenditure categories. 

Expenditure in each category is then allocated to individual vehicle classes based on a cost allocation 

matrix and vehicle usage data from the ABS Survey of Motor Vehicle Use (SMVU). Figure 1: Overview 

of the PAYGO systemFigure 1 breaks down the PAYGO system.  

Figure 1: Overview of the  PAYGO system  

 

Key points  

Ӳ Heavy vehicle charges are currently based on the results of the pay-as-you-go (PAYGO 

model). The cost base is calculated using a weighted seven-year average of the historical 

financial costs of providing roads. 

Ӳ Based on the calculated heavy vehicle cost base, the NTC recommends a set of heavy 

vehicle charges to ITMM. 

Ӳ The NTCôs advice on heavy vehicle charges is considered by ITMM, who makes all 

decisions on setting heavy vehicle charges. 
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The cost base is calculated using a weighted seven-year average of the historical financial costs of 

providing roads. These costs, which are reported in a range of expenditure categories, are then 

allocated between vehicle classes. 

The cost allocation process aims to allocate costs between vehicle types in a way that reflects their 

contribution to the need for the expenditure. The costs are allocated using four cost allocators:  

Ӳ average gross mass of a vehicle (including load) multiplied by kilometres travelled (AGM-km) 

Ӳ equivalent standard axle multiplied by kilometres travelled (ESA-km), which measures pavement 

wear 

Ӳ passenger car unit multiplied by kilometres travelled (PCU-km), which measures the total effective 

road space occupancy of all vehicles travelling on a road network, adjusted for distance 

Ӳ vehicle kilometres travelled (VKT).  

Unattributable costs are allocated using VKT as a default cost allocation parameter. 

Based on the calculated heavy vehicle cost base, the NTC recommends a set of heavy vehicle 

charges that is forecast to recover the heavy vehicle cost base in total while also seeking to ensure 

each vehicle class, on average, pays at least the attributable costs allocated to the vehicle category. 

Figure 2 breaks down the PAYGO system. Figure 2 shows how the NTC processes this information 

and makes recommendations to ITMM. ITMM considers the NTCôs advice before making decisions on 

setting heavy vehicle charges. 

Figure 2: Decision -making process  for setting heavy vehicle charges  

 

Determinations, where all aspects of the model and the resulting heavy vehicle charges are reviewed 

(considering the pricing principles and other directions from government), are take place infrequently. 

In the years between determinations, the intent is that an annual adjustment formula is used to ensure 

heavy vehicle charges continue to recover the heavy vehicle cost base. This formula is included in the 

Heavy Vehicle Charges Model Law and aims to automatically adjust heavy vehicle charges without the 

need for ITMM to approve the change. 

In simple terms, the annual adjustment formula works out a single percentage increase or decrease 

that is applied to all registration charges and to the RUC rate. It considers the gap between the most 

recent cost base and the previous yearôs cost base, as well as growth in the vehicle fleet and fuel 

consumption by heavy vehicles. 

The annual adjustment formula has not been used to set heavy vehicle charges for some time. Since 

2014ï15, ITMM has set heavy vehicle charges.  
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3 What is the problem we are trying to 
solve ? 

 

3.1 The objective of heavy vehicle charges  

The overarching regulatory problem for this Consultation Regulatory Impact Statement (C-RIS) is to 

recommend an efficient and equitable methodology for setting heavy vehicle charges that recovers the 

cost to governments of providing roads to heavy vehicle operators, measured by government road 

expenditure. 

The PAYGO model has now been in use since 1996, and recent experience has shown that the 

outcomes produced by the model can be difficult to implement. Also, there are some conceptual 

shortcomings inherent in the PAYGO model. 

This C-RIS therefore presents the FLCB as an alternative to the PAYGO model, which could be used 

as a basis for setting heavy vehicle charges in the future. This C-RIS first outlines how the FLCB 

works conceptually and then develops several implementation options with detailed heavy vehicle 

charges that would apply to each option. 

Key points  

Ӳ In May 2023, ITMM approved heavy vehicle charges for 2023ï24 to 2025ï26. On average, 

the charges increased by 6 per cent per year. In recommending these increases, several 

issues were highlighted with the current charging approach. In August 2025, ITMM decided 

on preferred heavy vehicle charges for 2026ï27.  

Ӳ Increases in government expenditure on roads have resulted in the PAYGO heavy vehicle 

cost base increasing significantly since 2015ï16. Heavy vehicle charges have not increased 

in line with increases to the heavy vehicle cost base. This has resulted in a growing gap 

between heavy vehicle charges revenue and the heavy vehicle cost base. 

Ӳ The key issue with the PAYGO model is that short-term changes in government road 

expenditure translate into similar changes in the heavy vehicle cost base. The heavy vehicle 

cost base calculated this way is subject to significant changes from year to year, making it 

difficult for ministers to implement changes in heavy vehicle charges required to ensure full 

cost recovery is maintained. 

Ӳ Stakeholder submissions during the consultation process on setting heavy vehicle charges 
for 2023ï24 to 2025ï26 have highlighted doubts about the appropriateness of the PAYGO 

model overall. They also expressed concerns about the quantum of expenditure included in 

the cost base and the transparency provided to industry. 

Ӳ Several features of the current approach will remain unchanged. These include measuring 

expenditure across the national road network, averaged heavy vehicle charges that apply on 

all types of roads across the entire road network and the decision-making and approval 

process for setting heavy vehicle charges. 

Ӳ Without further action, the revenue gap to fully recover the road expenditure is likely to 
remain or increase further. Any shortfall in revenue below the heavy vehicle cost base will 

need to be covered by other government revenue sources and will be effectively funded by 

taxpayers. 
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3.2 Current  state of heavy vehicle charges  

Recent experience with using the PAYGO model as a basis for setting heavy vehicle charges has 

shown that the outcomes are difficult to implement. The most important reasons for this include: 

Ӳ The PAYGO heavy vehicle cost base has changed significantly from year to year, implying that 

equally significant changes in heavy vehicle charges are needed to achieve full cost recovery. 

Ӳ Changes to heavy vehicle charges reflecting changes in the heavy vehicle cost base have not 

consistently been implemented since 2013, resulting in a growing gap between the heavy vehicle 

cost base and the actual amount of revenue collected through heavy vehicle charges. 

Ӳ Because the automatic adjustment mechanism has not been used, this has increased the 

administrative effort needed to make and implement decisions on heavy vehicle charges. This has 

affected ITMM, transport officials, heavy vehicle operators and their associations. 

Ӳ Recovering the cost of investment in long-lived assets in a single year creates inequities between 

users over time. For example, users paying charges at the time a bridge is built pay for the entire 

cost of the bridge, whereas future users benefit from using this bridge. This is particularly relevant 

at times of significant network expansion. 

These issues cannot be resolved without fundamental change to the way the heavy vehicle cost base 

is estimated and how heavy vehicle charges are set over time. 

These limitations are explained below. 

3.2.1  Instability of the heavy vehicle cost base  

The PAYGO methodology recovers annual government capital and operating expenditure on roads in 

a single year. Capital expenditure is volatile and ólumpyô in that a single large project can have a 

significant effect on total expenditure. In recent years governments have significantly increased the 

amount they spend on roads. 

This leads to the heavy vehicle cost base and heavy vehicle charges being more volatile than they 

would be if set under a methodology that spreads capital expenditure over the life of the asset (which 

may be up to 100 years). 

3.2.2 Decoupling of charges from the PAYGO model  

Heavy vehicle charges have not been set to fully recover the heavy vehicle cost base since 2014ï15. 

Since then, there have been several fixed percentage annual adjustments as well as revenue and 

charge freezes. In May 2023, ministers agreed to an annual 6 per cent increase to heavy vehicle 

charges between 2023ï24 and 2025ï26. Then, in August 2025, ITMM agreed a preferred further 

increase of 6 per cent for heavy vehicle charges applying in 2026ï27. 

There have been several reasons why charges have not been set to fully recover the heavy vehicle 

cost base in recent years. Ministers have sought to balance cost-recovery and the need to minimise 

impacts on the heavy vehicle industry, which was already facing challenges such as: 

Ӳ the impact of the COVID-19 pandemic on the economy 

Ӳ adverse economic conditions including fires and drought 

Ӳ recognition that some heavy vehicle operators find it difficult to pass on increases in heavy vehicle 

charges to their customers. 

Industry has further highlighted that the predictability of changes to heavy vehicle charges is important 

to allow operators to plan and to reflect cost changes in their pricing and contracts. 
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These frequent departures from full cost recovery have led to both over- and under-recovery of heavy 

vehicle costs over time. This is shown in Figure 3. It is important to note that there is a two-year lag 

between cost base measurement and the implementation of heavy vehicle charges as outlined in 

section 2.1.1 and shown in Figure 3.  

Therefore, the cost base and estimated revenue is not expected to be the same in any year. Instead, if 

charges were accurately set to fully recover the identified cost base, the two lines should be similarly 

shaped, but with a two-year lag.  

For example, the heavy vehicle cost base for 2024ï25 is designed to be recovered through the 

charges that apply in 2026ï27. The estimated gap between the heavy vehicle cost base and the 

estimated amount of heavy vehicle charges revenue in 2026ï27 is about $1 billion. 

Figure 3: Estimated cost base and heavy vehicle charges revenue  outcomes  

 

One of the objectives of implementing the FLCB is to provide a reasonable path towards re-

establishing full cost recovery over time, in line with the pricing principles. This is achieved because 

the cost of building assets in any one year will be recovered over the life of that asset. This has been 

shown in modelling to achieve cost-recovery in times of large expenditure increases without requiring 

dramatic increases to charges. 
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3.3 Features of heavy vehicle charges  not considered for 

change at this stage  

Replacing the PAYGO model with the FLCB will change the way the heavy vehicle cost base is 

calculated and how charges are implemented from time to time. There are several features of the 

current approach to setting and collecting heavy vehicle charges that will not change under the FLCB.  

3.3.1 Averaging and cost allocation  

It is common for an infrastructure charging regime to apply averaging to some degree because 

measuring a userôs precise cost on the network is either impossible or too costly. The charging 

framework uses several types of averaging to calculate the costs attributable to different heavy vehicle 

classes. This includes using average usage data for each heavy vehicle class when allocating costs.  

The FLCB model requires usage data for each class of vehicle to allocate cost. In the absence of up-

to-date SMVU data, the NTC has used data from the 2020 SMVU and developed forecast usage data 

to use in the model.  

The forecast data is derived by holding the average usage data for each vehicle class constant (e.g. 

VKT and fuel consumption and gross tonne kilometres (GTK)) while adjusting totals to reflect actual 

and forecast growth in the overall heavy vehicle fleet. This is explained in section 7.4 of this paper. 

Costs are allocated to each vehicle class based on these average values.  

Usage data is based on the 2020 SMVU. Given the lack of more recent, accurate data, model 

outcomes at the individual vehicle class need to be treated with caution. Requiring the average 

revenue for each vehicle class to cover the allocated costs would run the risk of imposing significant 

changes based on out-of-date information. With this in mind, the previous approach of setting 

registration charges to ensure each vehicle class contributes at least the allocated variable costs has 

not been applied in recent charge-setting processes.  

In recent years, heavy vehicle charges have been set based on increasing (or decreasing) previously 

existing charges using a common multiplier. This ensures the relative magnitude of charges stays the 

same between different heavy vehicle classes. This approach has been continued in developing the 

FLCB.  

Usage data and total charges paid will be different for each vehicle in a class and will be different from 

the average values calculated in the model. 

As a result, individual operators of a particular type of vehicle will not necessarily pay total charges 

equal to the average allocated or attributable cost for that class.  

3.3.2 Setting average national charges to recover national expenditure   

The heavy vehicle cost base is derived by measuring heavy vehicleïrelated road expenditure across 

all jurisdictions and calculating a national heavy vehicle cost base. Heavy vehicle charges are then set 

to recover the cost base through charges that are set nationally. This methodology does not ensure 

the revenue received by each state or territory equals their historical or future expenditure, thus 

creating a possible disjoint between investment and revenue for states and territories.  

A state or territory undertaking additional new capital or maintenance works will not necessarily recoup 

the full value of the additional expenditure, while those jurisdictions that did not increase expenditure 

still benefit from the resulting increase in heavy vehicle charges to some degree.  
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3.3.3 Charges apply nationally on all road types  

Heavy vehicle charges apply nationally regardless of location or road type. This necessarily means 

that a vehicle travelling on a poor-quality road may believe they are receiving poor service quality 

compared with an identical vehicle travelling on a smooth, well-constructed road.  

Road quality will affect fuel consumption for a given vehicle and load, with fuel consumption likely to 

be higher on poor-quality roads. This may result in those operators travelling on the worst quality 

roads paying more in RUC while experiencing a poor level of service.  

On the other hand, well-constructed roads are likely to sustain less damage from heavy vehicle use, 

resulting in lower unit costs compared with poorly constructed roads that wear out more. Therefore, if 

charges apply uniformly, it is also possible that users of high-quality roads are disadvantaged 

compared with users of lower quality roads. The same may apply in respect of high and low traffic 

volumes.  

3.3.4 Limited number of pricing instruments  

Heavy vehicle charges include registration charges for different types of vehicles and the RUC, which 

applies to all fuel-driven vehicles. This limited number of pricing instruments, and the fact that these 

charges are designed to be applied nationally, mean it is not possible to achieve exact pricing 

outcomes. For example, it is not possible to ensure all vehicle classes pay precisely their allocated 

costs.  

3.3.5 Input data limitations  

The PAYGO model uses SMVU datasets from the ABS to calculate heavy vehicle charges. The ABS 

published these datasets annually until 2007. No data was collected in 2008 or 2009. In 2010 the 

survey resumed, with the collection frequency reduced to once every two years. Reducing the 

frequency of the SMVU to once every two years has required usage data to be estimated for 

intermittent years, reducing reliability and accuracy in those years.  

Also, the SMVU dataset originates from a survey rather than a full census of heavy vehicle usage, 

making it an estimate rather than a precise measure. This is reflected in the standard errors 

associated with certain vehicle classes. Another limitation of the survey method used to produce the 

SMVU dataset is the self-report method of data collection. Poor recollection of the information or 

misunderstanding of the question can contribute to inaccuracies in the data.  

The ABS has confirmed that the 2020 SMVU is the last produced. While officials investigate the 

feasibility of replacing the SMVU, it has been necessary to forecast usage data for use in the FLCB. 

Consequently, a new alternative data source will be needed in the future. Section 7.4 discusses this in 

detail.  

3.3.6 Non -deterministic charge setting framework  

The NTC makes recommendations to ITMM on national charges. But the recommendations are not 

binding on ITMM, nor on state and territory governments. Non-implementation and a wide range of 

concessions being offered across state and territory governments have the potential to undermine the 

national nature of the charges. The charging framework also lacks a defined and comprehensive 

governance framework to guide what conditions should trigger a new determination. This lack of clarity 

leads to ad hoc price reviews.  
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3.4 Addressing the revenue gap  

PAYGO is designed to be a cost recovery mechanism where heavy vehicle charges are set to recover 

the identified heavy vehicle cost base. From time to time, determinations are carried out. 

Determinations are major reviews of the PAYGO methodology where the model as well as its inputs 

are reviewed and possible changes to the model considered. In between determinations, an automatic 

adjustment formula was intended to ensure heavy vehicle charges were increased (or decreased) to 

reflect changes in the heavy vehicle cost base, ensuring full cost recovery over time. 

When ITMM was considering the issue of setting heavy vehicle charges from 2023ï24 to 2025ï26, 

heavy vehicle charges had not achieved full cost recovery for some time. This continued when ITMM 

considered heavy vehicle charges for 2026ï27 in August 2025. In addition, the automatic adjustment 

formula had effectively been replaced with year-on-year ministerial decisions on heavy vehicle 

charges.  

Over time, a substantial gap has opened up between the amount of revenue collected from heavy 

vehicle charges and the heavy vehicle cost base. This was shown in Figure 3 above.  

There are several factors that have contributed to the revenue gap: 

Ӳ Heavy vehicle charges were either slightly reduced or held constant for several years. Recent 

increases of 2.5 per cent for 2020ï21 and 2.75 per cent for 2021ï22 were lower than increases in 

the heavy vehicle cost base. 

Ӳ Government expenditure on roads increased significantly in 2020ï21 and 2021ï22. Under the 

PAYGO model, these increases in expenditure cause the cost base to increase. This is because 

the basic premise of the model is to recover expenditure as it is incurred. Effectively, expenditure 

is recovered two years after it is incurred due to the lag between measuring expenditure and 

implementing the charges designed to recover it. While the PAYGO model uses an exponential 

moving average to smooth expenditure, the averaging effect has not been sufficient to avoid 

volatility in the heavy vehicle cost base. 

Without further action, the revenue gap to fully recover the road expenditure is likely to persist. 
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4 The scope and approach  

 

4.1 Scope  

The scope includes developing recommended approaches to the following model and design 

parameters: 

Ӳ expenditure forecast categories, expenditure reporting guidelines and boundaries surrounding the 

reporting of expenditure forecasts 

Ӳ expenditure forecast methodologies (including for local government road expenditure) 

Ӳ treatment of toll roads and other non-standard financing approaches 

Ӳ setting asset lives over which the capital expenditure on road assets is depreciated 

Ӳ developing a methodology for setting rates of return to reflect the opportunity cost of capital 

invested in the network 

Ӳ cost allocation between light and heavy vehicles, and between different vehicle classes, only 

where necessary for effectively implementing the new model (the scope excludes a complete 

review of cost allocator) 

Ӳ application of a line-in-the-sand approach to set the value of the initial asset base and developing 

a recommended approach for how this asset base can be depreciated over time 

Ӳ options for how the opening regulatory asset base (RAB) can be allocated between governments 

Ӳ treatment of inflation 

Ӳ how information will be published and how governments and the public will be provided with 

transparency around how the heavy vehicle cost base is measured, and how recommendations 

for specific heavy vehicle charges are developed over time 

Ӳ providing a methodology for dealing with over- or under-expenditure compared with forecasts. 

The NTC has collaborated with road agencies to develop expenditure forecasts to be used as key 

model inputs. The expenditure forecasts are based on budgets and estimates on future road work and 

maintenance. 

  

Key points  

Ӳ The FLCB model can be used to measure the cost to governments of providing roads to 

heavy vehicles, which is known as the heavy vehicle cost base. It also includes options for 

setting a combination of heavy vehicle registration charges and RUC on fuel that would 

recover the heavy vehicle cost base. 

Ӳ A basic principle of the project has been to, where appropriate, design a model that 

produces outcomes that broadly compare to the outcomes produced by the current PAYGO 

system, while seeking to address identified shortcomings of the current system where 

possible. A key objective is to address difficulties experienced with PAYGO, such as large 

year-to-year variations in the cost base, departures from the cost recovery principle and 

poor inter-generational equity outcomes in times of significant expansions of the road 

network. 
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In assessing the performance of the model, and providing information and advice to ITSOC and, later, 

ITMM, the NTC has assessed: 

Ӳ the sensitivity of model outputs to fluctuations in model inputs 

Ӳ the impact on governments 

Ӳ the impact on the heavy vehicle industry in general, and on different operators within the industry 

Ӳ the impact on remote and rural communities 

Ӳ overall economic and fiscal implications.  

The following issues are out of scope: 

Ӳ establishing the value of current assets other than through a line-in-the-sand approach 

Ӳ changes to the pricing principles, unless they are required by governments or would be needed to 

allow this type of cost base model to work in practice 

Ӳ changes to the responsibility of ITMM for approving heavy vehicle charges 

Ӳ changes to the way the NHVRôs approved budget is recovered through the regulatory component 

of heavy vehicle registration charges (although changes to reflect the NHVRôs approved budget 

over time, and the methodology to allocate the amount to be recovered between different heavy 

vehicle types may be considered) 

Ӳ changes to any of the current pricing mechanisms including registration charges and the RUC 

(distance-based charging and inclusion of mechanisms for charging of electric vehicles have not 

been considered) 

Ӳ changes to the way heavy vehicle charges revenue is collected by states, territories and the 

Australian Government. 

4.2 Approach to developing the FLCB  

Developing the FLCB model has included several phases: 

Ӳ scoping 

Ӳ research and design relating to: 

ð reviewing overseas approaches to setting heavy vehicle charges and comparable applications 

of the FLCB 

ð expenditure forecast categories, guidelines and boundaries 

ð treatment of toll roads and other non-standard financing approaches 

ð asset lives and depreciation rates 

ð rates of return methodology 

ð cost allocation 

ð a line-in-the-sand approach and options for allocating the initial RAB 

ð treatment of inflation 

ð information publication and transparency 

ð methodology for dealing with over- or under-expenditure compared with forecasts. 

Many of the research/design topics have already been investigated as part of developing the prototype 

FLCB model. The focus of this project has been to build on the work already carried out and focus on 

testing whether the approaches developed for the prototype FLCB model are appropriate for an 

implementable model, and whether they could be enhanced. 

Figure 4 shows the approach taken to developing this model. 
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Figure 4: Approach to develop ing  the FLCB model  
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5 The broader context  

 

5.1 Road  infrastructure context  

Each year, state and territory governments report their road expenditure to the NTC. Figure 5 shows 

that state and territory road expenditure increased significantly between 2015ï16 ($11.8 billion) and 

2024ï25 ($21.6 billion). 

Road expenditure is at an all-time high. The increase in road expenditure was driven by a range of 

factors including stimulus expenditure in response to economic conditions and a focus on expanding 

the road network to provide extra capacity in capital cities.  

The plateau in road expenditure in recent years is due to market capacity constraints, the completion 

of some major projects and competing budget priorities for governments.  

Figure 5: Reported state and territory road expenditure , 2010ς11 to 2024ς25 

 

Local road expenditure has increased in recent years. The increase in local government expenditure 

also affects the increase in the heavy vehicle cost base, but this forms a relatively small proportion of 

the total heavy vehicle cost base compared with road expenditure on arterial roads. This is shown in 

Figure 6.  
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Key points  

Ӳ In August 2025, ITMM requested, as a matter of priority, for the NTC to consult on an FLCB 

model as an alternative way to set heavy vehicle charges. 

Ӳ The earliest that the FLCB could be introduced is for heavy vehicle charges applying from 

2027ï28.  
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Figure 6: Total local government road expenditure , 2010ς11 to 2023ς24 

 

The NTC understands that recent expenditure has focused on building new roads or expanding 

existing roads. Anecdotally, expenditure on maintaining the existing network has not been enough to 

improve the condition of the existing network or to prevent a decline in condition of roads in some 

areas. 

5.2 Broader  economic context  

ABS figures show that the Australian economy grew by 1.4 per cent over the 2024ï25 financial year 

(Figure 7).  

Figure 7: Australia Ωǎ annual GDP growth , 2010ς11 to 2024ς25 

 

In the 12 months to December 2025, the CPI increased by 3.8 per cent.  
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In terms of the future outlook for Australia, the Reserve Bank of Australia (RBA) noted a number of 

points in its Statement on Monetary Policy of November 20258, which are broadly summarised below: 

Ӳ Australian GDP growth has recovered over the past year and is forecast to stabilise around its 

potential growth rate from 2025. 

Ӳ The level of GDP at the end of the forecast period is little changed from the August 2025 

statement, with an upgrade to private demand offset by a downward revision to public demand. 

Ӳ The unemployment is forecast to increase slightly in quarterly terms and stabilise at close to 4.5 

per cent as GDP growth settles around potential growth. 

Ӳ The RBA assesses that there will still be some capacity pressures in the labour market and the 

economy over the forecast period, but the RBA notes that this assessment is very uncertain. 

Ӳ The outlook for inflation was revised slightly higher following the strong September quarter 

outcome. 

Ӳ Year-ended headline inflation is expected to remain above 3 per cent for much of 2026, before 

returning to a little above the midpoint of the target range (2.5 per cent) by late 2027. 

Ӳ Some downside risks to global growth remain, reflecting persistent uncertainty around the 

configuration and impact of trade and other economic policies. 

 
8 Reserve Bank of Australia 2025, Statement on Monetary Policy, November 2025 
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Part B:   
The FLCB 
Mode l
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6 Conceptual overview of the FLCB 
model  

 

6.1 What is a forward - looking cost base model?  

In August 2025, ITMM agreed that the NTC should consult, as a matter of priority, on an FLCB model 

as an alternative way to set heavy vehicle charges. If approved by ITMM, it could be used to calculate 

heavy vehicle charges from 2027ï28. 

Heavy vehicle charges aim to recover governmentsô expenditure related to providing roads for heavy 

vehicles. The expenditure includes the cost of constructing, operating and developing road 

infrastructure. 

What fundamentally changes, compared with the current arrangements for recovering road 

expenditure, is that the revenue requirement under the FLCB is based on future expenditure forecasts, 

rather than historical actual road expenditure. Instead of looking at what has already been spent on 

roads and recovering that spending shortly after it is incurred, the FLCB model shifts to a forward-

looking approach where the focus is on the expenditure needed to maintain and expand roads 

considering forecast demand and subject to service and technical standards. 

Another key difference is that the cost of infrastructure is recovered over the life of the asset with an 

FLCB, whereas it is recovered in a single year with PAYGO. 

Adopting an FLCB may be particularly important with the growing freight task and demand for road 

services and given the ólumpyô and long-lived nature of road infrastructure. The charge-setting process 

reduces charge volatility because charges are more stable under an FLCB. This is due to the recovery 

of government spending on roads being spread over the lifecycle of each road asset. 

Under an FLCB, the amount of revenue to be collected through heavy vehicle charges or annual 

revenue requirement (ARR) is calculated with reference to the building blocks described in Table 1 and 

shown in Figure 8. This is why the FLCB is often referred to as a building block model.  

Key points  

Ӳ If approved by ITMM, the FLCB could be used to calculate the heavy vehicle charges 

applying from 2027ï28. 

Ӳ Heavy vehicle charges are designed to recover governmentsô expenditure of providing roads 

for heavy vehicles. The expenditure includes the cost of constructing, operating and 

developing road infrastructure. 

Ӳ The FLCB method better aligns with charging arrangements in other infrastructure sectors. 

It calculates charges by spreading the cost of road building and maintenance over the 

lifetime of those roads, like a business might finance a large purchase of equipment. 

Ӳ The required revenue is the sum of three key building blocks: depreciation, return on capital 

and operational and maintenance costs. 
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Figure 8: The  operation of building block components  

 

The sum of the building blocks gives the ARR ï the revenue that governments (as road managers) are 

entitled to receive in each year of the regulatory period to allow them to finance, build, maintain and 

operate their road network. 

At the end of year one, the opening value of the RAB for the next year is calculated by subtracting the 

depreciation building block from the opening RAB and adding in any new assets built (called 

ócommissioned assets). That is, adding in the value of all approved expenditure that creates a new 

asset or upgrades an existing one. 

To ensure charges reflect actual rather than forecast expenditure over time, there is a ótrue-upô 

process. As part of this process, actual expenditure is compared with actual revenue. Any under- or 

over-recovery would be added to or subtracted from the next periodôs ARR. This will ensure industry 

only pays for investments that are actually delivered. 

Table 1: Building block components of the forward - looking cost base  

Building block  Description  

Opening RAB  

Represents the value of road assets (capital) at the beginning of the 
regulatory period. 

The method for forming the opening RAB during the first regulatory period is 
outlined later in this document. Beyond the first regulatory period the opening 
RAB will be calculated as all assets from previous regulatory periods that 
have not been fully returned.  

Return on 

capital  

A return on capital is calculated to ensure revenue collected in the future is of 
the same value as revenue collected now. It is calculated by applying the 
weighted average cost of capital (WACC) to the value of the RAB. 

Depreciation  

(return of 

capital)  

Compensates a road manager for the annual deterioration of road assets or 
RAB, providing a stream of income from which to renew and replace those 
assets. Each asset that forms the RAB has an estimated useful life, which 
determines the rate at which it is deemed to depreciate each year. The sum 
of those asset depreciation values is the depreciation building block. 

Operating 

expenditure 

(opex)  

Allows a state road manager to recover the operating and maintenance costs 
of providing road services. The opex building block is a non-capital item and 
is not added to the RAB because this type of expenditure is recurrent and 
requires providing a road service continuously. Expenditure that falls into the 
opex category is typically relatively small and has benefits that are expected 
to last less than 12 months. 
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6.2 Using the  building block model  in regulated infrastructure  

The FLCB method brings the calculation of charges in closer alignment with arrangements in other 

infrastructure sectors. The building block model is flexible and has a straightforward concept based on 

accounting principles. The method is widely used for setting utility revenues and charges. In Australia, 

it is used to set charges for infrastructure sectors such as electricity, gas, telecommunications and 

water. 

The method is also widely used to regulate a monopoly or a small number of player services that 

require long-lived assets. It is used in other regulatory regimes around the world including the United 

Kingdom, the United States, Asia and Europe to assist industries to transition from monopiles to 

competitive markets. 

The Australian road network shares many similarities with other infrastructure sectors including large 

capital and operating expenditures, long asset lives and many users. Given the monopoly nature of 

the services and the long lives of road assets, the FLCB method is appropriate for regulating road 

services. 

6.3 Reducing volatility and providing certainty for future 

charges  

A key aim of the FLCB is to reduce the volatility of charges (Figure 9). In the past, there have been 

examples of substantial changes in the heavy vehicle cost base.  

Under an FLCB, heavy vehicle charges may still go up if governments spend more and go down if 

governments spend less. But an FLCB would see charges move more slowly in either direction than 

under the current charging system. 

The FLCB represents a more stable way of setting charges for road use and is a more sustainable 

way to fund road construction and maintenance into the future. It achieves this through forecasting 

expenditure on assets for the regulatory period, with the capital cost of a road recovered over its 

óeconomicô life. This provides for a truer reflection of the cost of an asset in each year, rather than 

counting upfront expenditure. It also helps to smooth the cost base/revenue requirement over time if 

the asset expenditure is lumpy or cyclical. It makes the heavy vehicle cost base less responsive to 

short-term fluctuations in capital expenditure. 

The benefits of the FLCB also include: 

Ӳ more efficient cost allocation because the life cycle of an asset is known and planned in advance 

Ӳ an evidence base for investment reform to support maintenance funding determined by efficient 

lifecycle management rather budget allocations 

Ӳ greater certainty for industry because charges will be forward-looking and planned rather than ad 

hoc 

Ӳ fairer intergenerational equity outcomes. Capital expenditure is currently recovered from current 

road users only. Under FLCB the capital expenditure will consider intergenerational users because 

costs are recovered over the lifetime of the asset. This means that the transition from PAYGO to 

FLCB will change the incidence of which generation of users pays for the capital expenditure 

associated with heavy vehicle road services. 
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Figure 9: A demonstration  of the impacts  of a volatil e expenditure timeline (25 years)  

 

In comparison, charges set under the FLCB model would be smoother than under the current PAYGO 

model. If governments make sudden ad hoc increases in expenditure, the increase to charges will be 

spread over time, causing fewer sudden and steep changes in heavy vehicle charges paid by heavy 

vehicle operators. This means, under FLCB, increases in capital expenditure on long-lived road assets 

do not result in immediate significant changes in the RAB or ARR or the charges paid by heavy vehicle 

operators. 

6.4  Improving the price -setting process  

The proposed charge-setting process reduces charge volatility. Charges are more stable under an 

FLCB because the recovery of government spending on roads is spread over the lifecycle of each 

road asset. It also has the potential to give governments the confidence to provide road agencies with 

the funds for more optimal asset management practices because governments get a steady stream of 

revenue. Future charges are also known and predictable in the three-year regulatory cycle. 

Both industry and governments will have greater confidence about the application of charges because 

any discrepancies between forecast and actual costs will be trued-up. This implies that what is spent 

on roads is recovered from heavy vehicle users. 
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Question 1:  How important is the aim of reducing the 
volatility of heavy vehicle charges? 

Question 2:  Do you support the transition to the forward-
looking cost base method? 

Question 3:  Are there other issues that need to be 
considered when ITMM decides whether to 
adopt the forward-looking cost base to set 
heavy vehicle charges in the future?  
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7 Detailed design of the FLCB model  

 

7.1 Introduction  

The FLCB model is designed to include a comprehensive view of road expenditure and heavy vehicle 

road usage across Australia. This section summarises the design and build of the FLCB model (Figure 

10). 

Figure 10: Phases of developing the forward - looking cost base model  

 

The model has been designed in consultation with governments and stakeholders including industry. It 

incorporates feedback and ideas received through industry and government working groups. The 

collaborative discussions have influenced the proposed final design and recommendations. More 

information on the consultation process is outlined in section 12.1. 

Key points  

Ӳ The FLCB model is designed to include a comprehensive view of road expenditure and 

heavy vehicle road usage across Australia. It includes arterial and local government road 

expenditure. 

Ӳ Short-term road expenditure forecasts are received from jurisdictions. 

Ӳ Local government road expenditure forecasts are based on information provided by the 

ABSô Government Financial Statistics dataset. 

Ӳ The cost allocation assumptions remain the same as PAYGO. 

Ӳ The proposed FLCB is designed to accommodate alternative charging mechanisms such as 

the distance-based charge or to consider zero-emission incentives, as well as the ability to 

include charges for light vehicles. 
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7.2 Overview of charge setting  

The charge-setting process using the FLCB has three key modules (refer also to Figure 11): 

1. Revenue requirement ï this module calculates the total annual revenue requirement based on 

forecast road expenditure for each year. 

2. Usage and demand forecasts ï this module estimates the number of vehicles travelled on roads 

and includes total kilometres travelled, average mass and fuel used. This information is used to 

allocate costs to different vehicle classes. 

3. Cost recovery ï this module calculates heavy vehicle road charges for the regulatory period to 

recover that ARR and calculates the total revenue received by states and territories. 

Figure 11: Proposed charge -setting  model overview  

 

A brief description of each module is provided on the next page. Details of the data sources and 

application are provided in section 7.6. 

7.3 Revenue requirement  

This module calculates the cost base for all vehicles ï that is, the amount of revenue needed to 

compensate road managers for the costs in building and maintaining roads demanded by heavy 

vehicle road users. The FLCB model calculates the revenue requirement by adding up the values of 

the building blocks in each year (Figure 8).  

In each regulatory period, the FLCB model aims to ensure users pay: 

Ӳ a rate of return, or óinterestô, on the RAB (known as return on capital), plus  

Ӳ any repayment of principal (known as return of capital or depreciation) to the infrastructure 

owners. 
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Roads are provided by state and territory governments as well as local governments. Data on arterial 

road expenditure is provided by the state and territory road agencies, while details of local government 

expenditure on local roads are available from the ABS.  

Ӳ State and territory: Arterial road expenditure forecasts are obtained from the six states and two 

territories. The NTC has helped jurisdictions to forecast road expenditure and to map the road 

expenditure to NTC cost categories. 

Ӳ Local government road expenditure: Forecasts are based on information provided by the ABSô 

Government Financial Statistics dataset. There are eight local government ójurisdictionsô 

representing all local governments in the corresponding state or territory. The latest actual 

expenditure amounts are applied to each forecast year.  

Ӳ Usage data: Provided by the ABS and used in combination with a cost allocation matrix to allocate 

costs to each vehicle class.  

The revenue requirement for the second and subsequent regulatory periods will also consider true-ups 

from previous regulatory periods. 

7.4 Usage and demand  

A key characteristic of the road network is its multi-product nature. Roads provide access for both 

passenger and freight trips, with the former being the main generator of demand in Australia. Freight 

traffic comprises a much smaller component of total demand and has different impacts on the network. 

Although heavy vehicles form a relatively minor part of total transport demand, they do contribute a 

disproportionate amount to pavement damage and hence drive asset construction and maintenance 

decisions. Accurately determining heavy vehicle charges is fundamental to ensuring road cost 

recovery is achieved. 

The objective of this module is to ensure costs are allocated to vehicle classes based on the road 

usage characteristics of that vehicle. The allocation process ensures the RUC and registration charges 

are set so heavy vehicle classes, as a group, recover their allocated share of road costs. 

Costs are allocated between light and heavy vehicles and to individual vehicle classes using the cost 

allocation matrix. Four key parameters are used to allocate costs in each cost category to each vehicle 

class: 

Ӳ average gross mass Ĭ kilometres (AGM-km) 

Ӳ equivalent standard axles Ĭ kilometres (ESA-km) 

Ӳ passenger car units Ĭ kilometres (PCU-km) 

Ӳ vehicle kilometres travelled (VKT). 

The cost allocation matrix determines the attributable costs and common costs by vehicle class. 

The SMVU provides road-use estimates for each state and territory. Vehicle numbers are based on 

jurisdictional registration data to estimate the revenue collected by governments ï overall and for each 

vehicle class. 

The ABS stopped producing the SMVU in 2020. The SMVU was the only national survey of road use 

in Australia. The Department of Infrastructure, Transport, Regional Development, Communications and 

the Arts is currently investigating an alternative for the SMVU data. Once an alternative source of road 

usage has been established, the data will be incorporated in the FLCB model when calculating 

charges for future regulatory periods. 

In the absence of SMVU data, the FLCB model has extrapolated the SMVU 2020 data based on the 

averages. The average mass, kilometres travelled and fuel used per vehicle type has been multiplied 
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by the forecast number of vehicles in the heavy vehicle fleet to provide forecast total usage 

information. 

The number of vehicles in the forecast years is based on the number of registered vehicles and 

trailers in each jurisdiction and historical growth trends. 

7.5 Cost recovery ς heavy vehicle charges  

The model calculates a combination of registration charges and RUC that recovers the heavy vehicle 

revenue requirement, or heavy vehicle cost base. It does so by scaling existing charges up or down by 

the same factor.  

The allocation and assumptions used in the FLCB model are the same as the principles built into the 

PAYGO model and continue to follow the ATC and COAG guiding principles (refer to section 1.4). The 

revenue requirement for the entire road network is allocated to vehicle classes using the usage and 

demand forecasts.  

Both attributable and unattributable costs are allocated to each vehicle class. In PAYGO, the 

calculation of attributable costs was historically used to ensure the registration and fuel charges 

applied to heavy vehicles were sufficient for vehicle classes to collectively pay for their share of 

attributable road costs.  

The pricing principles require that all heavy vehicle classes must pay for their attributable costs as a 

minimum, and that total costs (non-attributable and attributable costs) for heavy vehicles are 

recovered in aggregate from all heavy vehicles.  

However, it is important that each of the pricing principles is not an absolute requirement on its own 

and that trade-offs between achieving the different pricing principles must be made in practice. 

The FLCBôs inputs for expenditure and usage data are both forecasts, so it is to be expected that 

actual values will differ from the forecasts used in the charge-setting process. Moreover, the usage 

data has been forecast based on the 2020 SMVU and the historical number of registered vehicles. 

This means that any estimate of cross-subsidy between vehicle classes is unlikely to be reliable.  

From this perspective, the NTC considers it would not be appropriate to change the relativities 

between registration charges for different vehicle classes on this basis. Therefore, any recommended 

registration charges have been derived by scaling the preferred registration charges for 2026ï27, 

which preserves their relative magnitude.  
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7.6 Key data sources  

Table 2 lists the sources of data to calculate the heavy vehicle road charges. This includes road 

expenditure and allocation data parameters and assumptions, as well highlighting how the information 

is transformed for the FLCB model.  

Table 2: Key data sources used in the FLCB model   

Dataset  Description  Usage and  importance  Source  

Arterial 

road 

expenditure 

forecasts  

Forecast capital and 
operational and 
maintenance arterial 
road costs for the 
regulatory period 

The FLCB model is designed to include a 
comprehensive view of road expenditure, 
including costs spent on arterial roads. 

The NTC has worked with road agencies 
to develop expenditure forecasts to be 
used as a key model input.  

Jurisdictions 

Asset life  

The average asset 
life for each cost 
category by 
jurisdiction 

This is based on the actual asset lives of 
the network. Capital costs are recovered 
across the lifetime of the assets. 

Jurisdictions 

Local 

government 

road 

expenditure 

forecasts  

Forecast capital and 
operational and 
maintenance local 
road costs 

The FLCB model is designed to include a 
comprehensive view of road expenditure, 
including costs spent on local roads. Note 
only the usage share of heavy vehicles is 
included in the cost base. Local road 
costs primarily provided for the 
access/amenity of local residents are 
excluded from the cost base.  

Forecasts are based on the latest actual 
spend.  

Based on 
information 
from the ABSô 
Government 
Financial 
Statistics 
dataset 

Insurance 

and DRFA-

funded 

capital 

expenditure  

Capital expenditure 
funded by insurance 
payments or funded 
by the Disaster 
Recovery Funding 
Arrangements 
(DRFA)  

Capital expenditure funded by insurance 
payments or funding received by disaster 
relief arrangements will be excluded from 
the road expenditure cost base. This is to 
avoid double counting of revenue 
received to provide for the road 
expenditure.  

Jurisdictions 

Toll roads 

and other 

non -

standard 

financing 

approaches  

Roads financed by 
means other than 
registration and RUC 

Any government revenue received from 
Public Private Partnerships (PPPs), toll 
roads or other innovative financing and 
funding for the relevant jurisdiction will be 
excluded from the cost base to avoid 
double counting of revenue received to 
provide for the road expenditure. On the 
same note, any other costs paid as part of 
the PPPs, toll roads or other innovative 
financing scheme for the relevant 
jurisdiction will be included in the cost 
base. All costs and revenues will be 
recorded and netted to ensure all 
costs/revenues associated with road 
expenditure has been accounted for. 

Jurisdictions 
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Dataset  Description  Usage and  importance  Source  

NHVR 

budget  

Australiaôs statutory 
regulator for all 
heavy vehicles in 
participating 
jurisdictions 

The registration fee (regulatory 
component) is based on achieving cost 
recovery for the budget (over the 
regulatory period) of Australiaôs statutory 
regulator for all heavy vehicle in 
participating jurisdictions. 

NVHR 

Cost of 

Capital  

The cost of capital 
for the Australian 
Government and/or 
state/territory 
governments 

Marsden Jacob Associates was engaged 
to develop a methodology for setting the 
cost of debt capital that avoids short-term 
changes in interest rates and inflation 
causing volatility in the revenue 
requirement calculated in the FLCB 
model. The methodology calculates a 
national value. The methodology: 

¶ is simple and replicable 

¶ reflects the way a prudent 
government or private sector 
organisation would manage a debt 
portfolio over time and therefore 
accurately reflects governmentsô cost 
of debt capital and the inflation 
parameters 

¶ achieves a reasonable level of 
stability over time (reducing volatility) 

¶ is based on publicly available 
information, or information that 
government treasuries (or other 
government departments) are willing 
and able to regularly provide to the 
NTC. 

In estimating the cost of capital for roads, 
it is assumed that the gearing level will be 
100% debt, 0% equity.  

Cost of debt for government road 
agencies does not include a debt risk 
premium or any debt raising costs.  

Australian 
Government 
Government 
Security 
bonds, 
available state 
10-year bond 
rates 

Inflation   

Marsden Jacobs Associates has been 
engaged to develop a methodology for 
setting the inflation parameters that 
avoids short-term changes in interest 
rates and inflation causing volatility in the 
revenue requirement calculated in the 
FLCB model. The methodology calculates 
a national value for inflation. 

Anticipated inflation will be incorporated 
into forecast prices.  

RBA forecast 
and target 
rates 
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8 Model and policy design parameters  

 

There are several design features and settings that influence how the FLCB calculates the revenue 

requirement. This section describes the nature of the settings, why they matter and the recommended 

approach. 

8.1 Expenditure forecast categories and guidelines  

The NTC engaged consultants Opus International Consultants, now WSP, (Opus) to develop 

expenditure categories for the prototype FLCB model based on the principles of asset life and 

sensitivity to heavy vehicle road wear. 

In March 2017, Opus produced a report on recommended expenditure categories for an FLCB based 

on these principles as well as having categories that could be aligned with PAYGO expenditure 

categories. This would enable a low-impact transition from PAYGO to FLCB eventually. 

Opus recommended two levels of categorisation: level 1 and level 2. The level 1 categories have 

become the basis to the current NTC FLCB expenditure categories, whereas level 2 categories (sub-

categories of level 1) have become part of the definition of each category in the NTC FLCB 

expenditure guidelines. 

8.1.1 Options considered  

Following further research in the second phase of developing the prototype FLCB model, the NTC 

made minor amendments to the categories recommended by Opus. This mainly involved removing 

óEarthworksô from óLand under roadsô and making it its own category and removing óDelineationô as a 

separate category. 

The expenditure classifications have been designed to be detailed enough to allow the different 

depreciation rates and the extent to which heavy vehicle use drives the cost of assets to be reflected. 

Table 3 lists all the expenditure categories in the FLCB model. 

  

Key points  

Ӳ To ensure the FLCB model achieves its objectives, a number of key policy and technical 

design choices had to be investigated, including the expenditure forecast categories, 

depreciation methods and asset lives, rate of return and approaches to inflation, toll roads 

and other financing arrangements, setting the opening RAB, true-ups, introduction of electric 

vehicles and recovering regulatory costs. 

Ӳ Each of these design choices were presented to key stakeholders for their feedback during 

the design phase. 

 

Principles considered  

Key points  

Ӳ To ensure the FLCB model achieves its objectives, a number of key policy and technical 

design choices had to be investigated, including the expenditure forecast categories, 

depreciation methods and asset lives, rate of return and approaches to inflation, toll roads 

and other financing arrangements, setting the opening RAB, true-ups, introduction of electric 

vehicles and recovering regulatory costs. 

Ӳ Each of these design choices were presented to key stakeholders for their feedback during 

the design phase. 

 

Principles considered  

The NTC developed a set of guiding principles for treating PPPs, toll roads and other innovative 

financing approaches to treat these in a pragmatic and non-distortionary way. Any proposed 

treatment under PAYGO should not distort government decisions and should be based on 

available and identifiable information. 

Ӳ The goal of the pricing model, and proposed treatments of PPPs and toll roads, is to 

achieve cost recovery on a lifecycle basis. 

Ӳ All costs that road agencies incur in building, maintaining and operating the road network for 

providing road services, including the cost of capital, should be included in the cost base. 

Ӳ All revenue that governments receive through RUC (or from value capture) on assets used 

to provide road services should be counted against the revenue requirement. 

Ӳ The treatment of PPPs and toll roads should not distort government decisions on financing 

and funding road infrastructure. 

Ӳ Where necessary, pragmatic, implementable solutions that build on available information 

should be used (with the view that some aspects may need to be revisited in the future). 

Note that this document refers to the current heavy vehicle charging recovery arrangements. 

(RUC and registration). Should governments decide to make substantial changes to these 

arrangements, the principles and proposed treatments may need to be revised. 
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Table  3: Expenditure categories  in the FLCB model  

A Operating  

A100  Asset servicing and operating expenses 

A200  Corporate services 

B Maintenance  

B110 Maintenance ï Pavement and surfacing (incl. parking) 

B120 Maintenance ï Bridges and major culverts 

B200  Maintenance ï Minimal or nil impact by heavy vehicle dynamic loads 

C Renewal, upgrade and expansion  

C110 Land under roads 

C120 Earthworks 

C210 Pavement ï Rigid 

C220  Pavement ï Flexible 

C230  Pavement ï Unsealed 

C310 Surface ï Asphalt 

C320  Surface ï Sprayed seal 

C610 Structures ï Bridges 

C620  Structures ï Major culverts 

C630  Structures ï Retaining walls and (other) structures 

C640  Structures ï Tunnels 

C670  M&E, ITS and lighting 

C810 Plant and equipment 

C820  Land and buildings 
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8.2 Depreciation and a sset lives  

As highlighted in section 7.3, a key part of the building blocks that form the revenue requirement is a 

return of capital to the road services provider to compensate for asset depreciation. Depreciation is the 

reduction in the value of assets over their life as they deteriorate and wear out. This is different from 

the return on capital that compensates the road services provider for the cost of recovering the cost of 

the asset over time rather than immediately.  

Figure 12: Depreciation and return of capital  ς two different approaches  

 

Depreciation is calculated in the model using an accounting-based depreciation methodology, as 

shown in Figure 12. As highlighted in section 7.3, a key part of the building blocks that form the 

revenue requirement is a return of capital to the road services provider to compensate for asset 

depreciation. Depreciation is the reduction in the value of assets over their life as they deteriorate and 

wear out. This is different from the return on capital that compensates the road services provider for 

the cost of recovering the cost of the asset over time rather than immediately.  

Two inputs determine how the return of capital is calculated: 

Ӳ the depreciation method 

Ӳ the life of the asset. 

8.2.1 Options considered  

There are many different depreciation methods, but the most commonly applied is the straight-line 

method, in which an asset is depreciated evenly over the course of its life.  

The FLCB model uses two key depreciation methods:  

Ӳ the straight-line method: whereby an asset is depreciated by an equal amount each year over the 

life of the asset 

Ӳ the sum-of-years digits method: where an asset is depreciated by a decreasing amount each year 

over the course of the assetôs life. 

 

Figure 13 highlights the operation of these two methods.  
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Figure 13: Comparison of the straight - line and sum - of -years digits depreciation methods  

 

Straight-line depreciation is generally considered the default method in both accounting and economic 

applications because it: 

Ӳ provides predictability and stability over the assetôs life 

Ӳ is simple and consistent  

Ӳ improves equity by spreading the cost of the asset equally over the assetôs life. 

The FLCB model uses a straight-line depreciation approach for all new assets. The only exception is 

the initial RAB, or line-in-the-sand asset, which will use a sum-of-years digits approach ï this is 

outlined in section 9.3.3. 

The straight-line depreciation method can be calculated in either real or nominal terms. Australian 

regulators have favoured real depreciation because the standard straight-line approach spreads the 

assetôs real cost evenly over its useful life. This is designed to promote intergenerational equity, on the 

assumption that future users will value these services as much as todayôs users. If a nominal 

depreciation method is used, then a dollar of depreciation today will place a higher burden on 

consumers today than a dollar of depreciation in the future because of inflation. This may offend the 

objective of achieving intergenerational equity. A comparison of nominal straight-line depreciation and 

inflated straight-line depreciation is shown in Figure 13. 

Adopting real depreciation sees the need for the RAB to be inflated each year. The value of that 

inflation adjustment will need to be deducted from building blocks revenue to ensure full value of the 

asset is recovered over the life of that asset. This can be achieved through the following methods: 

Ӳ the return of capital building block ï as an offset to the real depreciation allowance 

Ӳ the return on capital building block ï by using a real, rather than nominal, WACC 

Ӳ a separate negative óRAB indexationô building block. 

It should be noted that all methods achieve a neutral net present value; that is, they will, adjusting for 

inflation, have the same overall impact financially.  

Based on analysis, a real WACC incorporating inflation was chosen as the most appropriate method 

for the FLCB model. 
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Asset lives  

The NTC considered two options as a basis for determining the asset lives used in the FLCB: 

collecting asset lives at a jurisdictional versus a national level average. In consultation with transport 

agencies, the NTC recommends collecting asset lives at the jurisdictional level. The asset lives are 

determined by jurisdictions to reflect the average asset life in each category, accounting for differences 

across each jurisdictional domain. The NTC noted that the same type of asset category may 

deteriorate quickly in one jurisdiction compared with another due to climate differences or different 

usage patterns from heavy vehicle types. Hence asset lives determined by jurisdiction rather than 

average asset lives would more closely reflect the status of the network.  

Some assets do not depreciate. Arguably, assets such as land and formation should not be 

depreciated because they do not wear out. However, this means governments would need to 

permanently carry debt to finance these assets, inflating the asset base over time. To avoid this, the 

NTC recommends capping asset lives at 100 years.  

 Figure 14 shows the effect of capping asset lives on the yearly revenue requirement.  

Figure 14: Scenario ς effect  of capping asset lives  

 

Capping asset lives at 100 years has no material impact on vehicle charges. Governments can recoup 

any costs associated with the purchase of new land for road construction over time.  
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8.3 Rates of return and approach to inflation  

The FLCB model requires forecasts of interest rates and inflation to operate. The function of the 

interest rate is to reflect the opportunity cost of capital, or the cost to governments of recovering 

current expenditure over the future life of assets. Forecast inflation is used to adjust asset values over 

time to reflect changes in the purchasing power of money. 

8.3.1 Role in the model  

The forecast interest rate is used in the FLCB to calculate the return on assets; this is also known as 

the óreturn on capitalô building block. The return on assets can be seen as compensation to 

governments for investing in assets upfront and then recovering the cost of these assets over the life 

of the asset.  

This use assumes governments borrow the funds to invest in assets and then use the return on assets 

and the depreciation to repay this debt over the life of the asset. 

8.3.2 Options considered  

The NTC considered two broad conceptual options as a basis for calculating forecast interest rates for 

use in the FLCB:  

Ӳ a commercial interest rate including a risk-premium, similar to the WACC typically used in utility 

regulation 

Ӳ a risk-free rate representing governmentsô cost of borrowing.  

In the typical application of the building block model in regulating a utility, the organisationôs WACC is 

used to calculate the return on assets. This WACC is usually determined by taking the risk-free rate 

and adding a risk premium reflecting the risk profile of the regulated entity. 

Applying the building block model to roads differs from its application to utility regulation in one 

significant way. Unlike a regulated utility, governments will not be exposed to any of the risk of not 

recovering their expenditure over time that is traditionally associated with commercial financing. Their 

ability to set heavy vehicle charges at a level that will fully recover the expenditure incurred, and their 

ability to require vehicle operators to pay heavy vehicle charges, guarantees the cost will be 

recovered.  

Non-payment of heavy vehicle charges is impractical for the RUC because vehicle operators pay a 

price on the fuel they purchase, which includes the fuel excise duty when they fill up their vehicles. 

Subsequently, they receive the difference between the fuel excise duty and the applicable rate of RUC 

as a rebate through the tax system. In the case of registration charges, non-payment is subject to 

legal sanctions. Also, governments will not be exposed to any financial risk associated with 

unexpected project delays or cost over-runs. It is therefore appropriate to use a risk-free interest rate 

in the FLCB.  

In the FLCB, the forecast inflation rate is used to adjust asset values annually, reflecting changes in 

the purchasing power of money and ensuring values are comparable over time.  

Equalising the depreciation component of the revenue burden over time requires that it maintains the 

same purchasing power for consumers at all points. This requires that this component of revenues 

grows at the inflation rate in the basket of final goods and services purchased by consumers in 

aggregate. This type of inflation is measured in the CPI. Therefore, the CPI inflation rate should be 

used for inflating the RAB over time. 
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Independent advice provided  

Having established the principle that the interest rate used in the FLCB should be a risk-free rate 

representing governmentsô cost of borrowing, the question is how and on what basis an interest rate 

forecast should be developed.  

The NTC contracted an independent consultant, Marsden Jacob Associates, to provide advice on this.  

The terms of reference stipulated that the methodology should:  

Ӳ be as simple as possible and replicable  

Ӳ reflect the way a prudent government or private sector organisation would manage a debt portfolio 

over time and therefore accurately reflect governmentsô cost of debt capital  

Ӳ achieve a reasonable level of stability over time (reducing volatility)  

Ӳ be based on publicly available information, or information that government treasuries (or other 

government departments) are willing and able to regularly provide to the NTC. 

Consistency with accepted regulatory practices was added as another consideration when assessing 

options. 

Interest rate forecast ς options considered  

The consultant evaluated four options for forecasting interest rates based on government bond rates 

(Table 4). We chose government bond rates because it is the primary method governments use to 

borrow funds. 

Table 4: Options for forecasting interest rates  

Approach  Description  

Current rate approach  

The cost of debt is reset at the start of each pricing period using 
the ócurrentô rate, e.g. 40 days prior to resetting the cost of debt. 
Each year of the pricing period would have the same cost of debt 
applied.  

Simple trailing average 

over 10 years  

The cost of debt is reset at the start of each pricing period using 
an average of historical cost of debt data, over the 10-year 
period generally used by Australian regulators. Each year of the 
pricing period would have the same cost of debt applied. At the 
start of the next pricing period the cost of debt would then be 
updated with the last 10 years of actual cost of debt data.  

Trailing average ς weighted 

average term to maturity 

approach  

Calculated in a similar way to the simple trailing average, the 
averaging period is calculated using the weighted average term 
to maturity (from date of issue) of the relevant bonds.  

Hybrid of historical trailing 

average and current rate  

The cost of debt is calculated with weights applied to both 
historical costs of debt and the current rate, with weights differing 
across the years of the pricing period.  

These methodologies were assessed against the following criteria: 

Ӳ simplicity 

Ӳ reflects prudent debt management and hence accuracy 

Ӳ stability 

Ӳ based on publicly available information 

Ӳ consistency with regulatory practice.  
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Table 5 summarises the options assessment against the criteria:  

Ӳ green ï meets the criteria  

Ӳ amber ï partially meets the criteria  

Ӳ red ï does not meet the criteria.  

More information is in Marsden Jacob Associatesô final report (Appendix B).  

Table 5: Assessment of interest rate forecast options  

Method  Simplicity  
Accuracy & 

prudency  
Stability  

Publicly 

available  

Regulatory 

consistency  

Current rate       

Trailing average  
(10-year average)  

     

Trailing average  
(Weighted average 

term to maturity)  
     

Hybrid approach       

On balance, the hybrid approach best meets the criteria and has therefore been adopted for the FLCB 

model. 

8.3.3 Determining the risk - free rate  

The risk-free rate represents the return on an investment with no risk of financial loss. It is not directly 

observable. Therefore, proxies are used to determine this rate. In Australia, the 10-year Australian 

Government government bond is commonly used as a proxy for the risk-free rate. However, other 

rates of return can also be used as proxies.  

As used in the FLCB model, the rate of return represents compensation to governments for the cost of 

investing in capital assets upfront and recovering the cost of these assets over their lifetime.  

When implementing the hybrid approach outlined in section 8.3.2, it is necessary to choose which 

government bond rates to use to calculate the risk-free rate of return forecast. The calculation relies on 

having access to the daily rates for 10-year government bonds. These are available for the following 

governments: 

Ӳ Australian Government Ӳ New South Wales 
Ӳ Victoria Ӳ Western Australia. 

Rates for other states and territories are not available. Therefore, the forecast rate of return must be 

calculated using the available information. 

In practical terms, there are two possible approaches: 

1. Australian Government bond rate: using the Australian Government 10-year bond rate as 

the entire basis for the interest rate forecast 

2. Blended rate: calculating a weighted average rate using the Australian Government 10-year 

bond rate and 10-year bond rates for New South Wales, Victoria, Queensland and Western 

Australia.  
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The borrowing rate for state governments is typically higher than the Australian Government borrowing 

rate. Figure 15 shows the premiums of state bond rates over the Australian Government bond rate.  

Figure 15: State and territory premiums over Australian Government  10-year bond rate  

 

We can adapt the consultantôs calculation methodology to measure these premiums over time and 

apply them as a premium over the Australian Government bond rate. It is then necessary to weigh the 

premiums to calculate a blended government bond rate. 

The NTC has calculated forecast rates of return for both options (Figure 16). 

Figure 16: Rate of return forecasts  
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The forecast rates for the three financial years from 2027ï28 to 2029ï30 are as follows: 

 2027ς28 

(% per annum ) 

2028ς29 

(% per annum ) 

2029ς30  

(% per annum ) 

Australian 

Government   

10-year bond  rate  

3.23 3.28 3.38 

Blended rate  3.46 3.51 3.62 

This shows that the blended rate is, on average, about 0.23 percentage points higher than the 

Australian Government 10-year bond rate. A higher rate of return increases the return on capital 

building block and would increase the year-on-year percentage increase to heavy vehicle charges 

needed to recover the heavy vehicle cost base. The impact of the choice of rate of return option on 

each implementation option is shown in section 9.3.1.  

Australian Government  rate or blended rate  

There are arguments supporting both options for using the risk-free rate as the return on capital in the 

FLCB model.  

Full cost recovery is at the centre of the FLCB and is one of the requirements of the pricing principles. 

Arguably, the blended rate is likely to more closely reflect the actual cost of borrowing to governments 

and therefore support the goal of full cost recovery.  

On the other hand, the cost of borrowing to governments reflects their overall financial position, rather 

than the specific risk associated with heavy vehicle charges revenue. With heavy vehicle charges, the 

risk of non-payment is very low. This would indicate that the rate of return should be close to the risk-

free rate.  

Australian Government  10-year bond rate  Blended rate  

- Theoretically closest approximation of 
true risk-free rate 

- Required data readily available to public 
- Will not fully compensate state and 
territory governments for the average 
cost of borrowing 
 

- More representative of governmentsô 
average cost of borrowing  

- Heavy vehicle cost base increases if 
state and territory governmentsô balance 
sheets deteriorate 

- The NTC will need an external party to 
provide regular state and territory bond 
rate data 

- Possibly less transparent as information 
on state and territory bond rates is not 
readily available to the public 

The decision of which option to adopt for forecasting the rate of return depends on how stakeholders 

perceive the features of each option. We are therefore requesting that stakeholders state their views 

on which option they prefer, and the reasons for their preference.  
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8.4 Toll roads and other innovative financing arrangements  

8.4.1 Overview  

Toll road revenue and costs and other non-standard financing approaches are important design 

considerations for the FLCB model. This is a common concern under the PAYGO model. Under 

PAYGO, any revenue or expenditure relating to toll roads or other innovative financing approaches 

such as PPPs is excluded from the cost base due to these types of projects traditionally having a net-

zero impact between revenue and expenditure. However, as these arrangements have become more 

complex and evolved over time, there is greater appetite for including both revenue and expenditure 

within the cost base.  

If costs or revenues are not treated appropriately in the FLCB model, it could result in under- or over-

recovery of costs or cross-subsidisation between road users over time. The FLCB includes all toll road 

and other innovative financing arrangement revenues and costs in the model. For further details see 

section 8.4.3. 

 

  

Principles considered  

The NTC developed a set of guiding principles for treating PPPs, toll roads and other innovative 

financing approaches to treat these in a pragmatic and non-distortionary way. Any proposed 

treatment under PAYGO should not distort government decisions and should be based on 

available and identifiable information. 

Ӳ The goal of the pricing model, and proposed treatments of PPPs and toll roads, is to 

achieve cost recovery on a lifecycle basis. 

Ӳ All costs that road agencies incur in building, maintaining and operating the road network for 

providing road services, including the cost of capital, should be included in the cost base. 

Ӳ All revenue that governments receive through RUC (or from value capture) on assets used 

to provide road services should be counted against the revenue requirement. 

Ӳ The treatment of PPPs and toll roads should not distort government decisions on financing 

and funding road infrastructure. 

Ӳ Where necessary, pragmatic, implementable solutions that build on available information 

should be used (with the view that some aspects may need to be revisited in the future). 

Note that this document refers to the current heavy vehicle charging recovery arrangements. 

(RUC and registration). Should governments decide to make substantial changes to these 

arrangements, the principles and proposed treatments may need to be revised. 
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The NTC developed a set of guiding principles for treating PPPs, toll roads and other innovative 
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Ӳ The goal of the pricing model, and proposed treatments of PPPs and toll roads, is to 

achieve cost recovery on a lifecycle basis. 
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Case study: Toll roads in Australia  
 

A 2016 report from the Bureau of Infrastructure, Transport and Regional Economics on 

Australiaôs toll roads identified 16 toll roads. Since that time, the Toowoomba Bypass has 

opened in Queensland, new toll roads have opened in Sydney and Melbourne, with more new 

toll roads are expected to open in the coming years. 

Increasingly, governments are using innovative financing and funding methods in partnership 

with private enterprises to deliver and maintain new roads, bridges and tunnels. There is no 

single PPP approach that has emerged as the dominant, or preferred, financing and funding 

model. In fact, recent PPPs are becoming more diverse and complex. For example, the 

CityLinkïTullamarine widening project and West Gate Tunnel projects in Melbourne are being 

funded at least partially by tolls, and by amending existing tolling arrangements on other roads 

owned by the private sector entity undertaking the project.9,10 

Toll roads generate revenues that help pay for their construction and ongoing maintenance. 

Under PAYGO, expenditure related to toll roads has been excluded from the cost base on the 

basis that the cost of these roads is fully recovered through tolls. This treatment is likely to be 

appropriate where all of a roadôs costs are recovered by the toll revenue (regardless of 

whether the road is owned by the private sector or government).  

For roads fully funded by tolls or non-standard financing approaches the case is 

straightforward because the revenue precisely offsets the cost. However, in practice, there is a 

growing variety of approaches to building roads that differ in how planning, funding and 

investment, operation, maintenance and ownership are allocated between government and 

private partners over time. This adds complexity to how road costs and revenues should be 

treated, and this workstream aims to address the potential deficiency in the current PAYGO 

guidelines for treating these innovative financing and funding models.  

The increasing prevalence and complexity of these innovative financing and funding models in 

the roads sector shows a need to reconsider how these models are treated under the PAYGO 

system. As part of our FLCB work in previous years, the NTC identified several principles and 

approaches for dealing with these innovative financing and funding models, and the current 

workstream builds on that work. 

 

 

 

  

 
9 Transurban 2015, Annual Report  
10 Transurban 2020, Annual Report 
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8.4.2 Options considered  

The FLCB prototype development analysis began with understanding the treatment under the PAYGO 

approach. Under PAYGO, expenditure relating to tolled roads is excluded from the cost base on the 

basis that, in theory, the costs of these roads were already recovered through tolls. This treatment is 

appropriate where all of a roadôs costs are funded by the toll revenue. This is also to avoid double 

counting and receiving double the revenue needed to cover the road expenditure. 

But in practice, governments may make contributions to toll roads in a variety of ways, and toll 

revenue may not adequately recover the costs borne by the government or private sector for building, 

operating and maintaining the road. For example, a government may own a road that is tolled but 

could choose to charge at a level where the roadôs costs are not fully recovered through tolls. 

Governments may also choose to make grants, loans or other payments to the private sector entity to 

ensure the viability of a project where expected future toll revenue may be perceived to be inadequate.  

It is also important to note that the revenue received may be higher than the construction and 

maintenance cost of the road, or governments may continue to receive tolls on certain government-

owned roads, even though the construction and maintenance costs are fully recovered. Or 

governments may receive a share of the toll revenue as part of the construction costs, maintenance or 

risks relating to traffic demand levels or toll collection for that project is borne by the government.  

In any of these scenarios, the heavy vehicle charging system aims to recover identified costs on a net 

basis from the relevant road users (heavy vehicles). This means that both the revenue streams and 

road expenditure will be considered, and netted out, reflecting the true road expenditure cost needed 

to continue maintenance and construction of roads in Australia.  

8.4.3 Selected  approach  

Approaches for how to treat these revenues and expenditures are in Table 6 and  Table 7. Full details 

and the rationale are in Appendix A. 

It is likely that some arrangements will not fit neatly within the categories presented in the table. In this 

case, the NTC could work with the relevant jurisdiction to develop a bespoke approach, consistent 

with the principles outlined in section 8.4.1. 

Table 6: Treatment of revenues from toll roads and other innovative financing 

arrangements  

Type of revenue  Summary of treatment  

Revenue received by 

governments from toll road 

users or beneficiaries  

Identifiable revenue received by governments from 
users/beneficiaries of a project should be offset against the 
revenue requirement. 

Revenue received by 

governments more than 

government contributions  

Identifiable toll or value capture revenue received by 
governments for a project should continue to offset the revenue 
requirement even if it exceeds the amount contributed by the 
government towards the project (in nominal terms or present 
value terms). 

Roads where revenue from 

tolls/value capture fully 

funds the road  

PPP projects where user charges fully fund the road should not 
have any asset value added to the RAB on transfer of the asset 
to the government at the end of the concession. 
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Table 7: Treatment of expenditure from toll roads and other innovative financing 

arrangements  

Type of expenditure  Summary of treatment  

Government loans to 

private sector 

participant(s)  

Treatment of government loans to a private sector participant in a 
PPP depending on the commerciality of the loan. 

Commercial terms 

If the loan is intended to be repaid (with interest) and is broadly 
commercial it should not be recovered through the cost base.  

Non-commercial terms 

Where arrangements are not broadly commercial or a private 
sector participant defaults, this should be considered as 
government costs or revenues (as relevant). 

Payments by government , 

recognising  ŀ ǊƻŀŘ ŀǎǎŜǘΩǎ 

value  

If government specifically pays a private sector participant at the 
start or end of a concession that recognises the value of the asset 
upon transfer, this payment should be recovered from road users. 

Gifted assets  

Gifted assets built by other parties at no cost to government (e.g. 
roads built by developers, subsequently handed over to 
government) should not be added to the cost base. However, the 
costs of maintenance, upgrades or other expenditure covered in 
the expenditure guidelines, incurred following the transfer of the 
asset, will be added to the cost base.  

Recurring government 

payments to the private 

sector participant(s)  

Recurring payments made by the government to the private 
sector entity (e.g. availability payments, shadow tolls, payments 
for minimum demand guarantees) should be recovered through 
the model each year as they are incurred. 

Early termination of a PPP  

In the event of early termination of a PPP (including contract buy-
outs), costs incurred by government (less any revenues received) 
should be included in the model and recovered through road 
charges. 
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8.5 Setting the initial regulatory asset base  

The FLCB model calculates a national revenue requirement based on the following forward-looking 

costs (or óbuilding blocksô): 

Ӳ return of capital (reflecting depreciation or deterioration of an asset over time) 

Ӳ return on capital (reflecting opportunity cost of capital) 

Ӳ forecast operating expenditure. 

The FLCB calculates the revenue requirement by adding up the values of the building blocks in each 

year. Once an overall revenue requirement has been determined, it is then split between different 

users (heavy vehicles and light vehicles) using a cost allocation function. 

In each regulatory period, the FLCB aims to ensure users pay a rate of return on the regulatory asset 

base (RAB, known as return on capital) plus any repayment of the principal (known as return of capital 

or depreciation) to the infrastructure owners. 

After implementing the FLCB model, the value of the RAB will comprise expenditure data by 

expenditure category, based on information provided by the jurisdictions as part of the NTCôs data 

collection process. However, the transition from the PAYGO to the FLCB model also requires the initial 

RAB to be set, which is designed to provide a smooth transition between current heavy vehicle 

charges and those to be set under the FLCB.  

To avoid a situation where the RAB starts at zero, resulting in a low initial revenue requirement, it is 

necessary to adopt a value for the initial RAB. There are several possible approaches to setting the 

value of the initial RAB.  

8.5.1 Options considered  

Research conducted while developing the prototype FLCB model found three alternative methods for 

setting the initial RAB used by other regulated industries in Australia. These methods are: 

Ӳ The optimised depreciated replacement cost approach ï a two-step approach that involves 

estimating the cost of replacing the existing asset with an optimally configured and sized new 

asset constructed using modern engineering equivalent materials, known as the optimised 

replacement cost. The second step is to account for difference in the service potential and costs of 

operating the existing asset and the optimised asset by depreciating the optimised replacement 

cost on a straight-line or net-present-value basis. 

Ӳ The deprival value approach ï representing the opportunity cost incurred if an entity were to be 

deprived of the future economic benefits of the assets. It is the lesser of the optimised depreciated 

replacement cost approach and the economic value of the asset (the maximum of the net present 

value of future cash flows and the net realisable value of selling the assets for scrap value). 

Ӳ The line-in-the-sand approach ï the simplest method based on calculating the value of the initial 

RAB to achieve the desired price (path) or revenue objective. 

Valuation approaches to roads and the types of assets included vary considerably across states and 

territories. This method is also not typically applied to networks that cannot be sold publicly. Previous 

research in this area conducted as part of developing the prototype FLCB model found that it would be 

complex, costly and impractical to develop a nationally consistent valuation of the existing road 

network.  

Roads in Australia are also unique in that, under PAYGO, the entire capital cost of assets is recovered 

upfront. This assumes that the network is operating in a steady state where capital expenditure on the 

network would approximate the consumption of existing assets. This is quite different from charging 
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methodologies in other regulated industries where, typically, asset owners have used a mix of debt 

and equity to fund capital expenditure, and where they have depreciated the assets over time.  

However, if the model was to use a zero initial RAB, where new assets are only added into the FLCB 

as they are commissioned, then the revenue requirement would be low at first and only build up over 

time. This would not provide governments with enough revenue to continue to fund their investments 

in road construction and maintenance.  

The line-in-the-sand approach allows for a smooth transition between two significantly different cost 

recovery approaches incorporated in PAYGO and FLCB, respectively. This approach is also 

recommended by Farrier Swier.11  

The value of the initial RAB under the line-in-the-sand approach is determined to achieve an agreed 

initial level of revenue in the first year of applying to the FLCB. There are several parameters that can 

influence the effect of the initial RAB on heavy vehicle charges over its lifetime.  

Deciding the asset life of the initial RAB  

In practical application of the FLCB model, the initial RAB will be treated as a consolidated asset. This 

means that over time the one asset (initial RAB) will be indexed and depreciated and a return on 

capital will be calculated. 

As the initial RAB will be depreciated, an asset life needs to be assigned to the initial RAB. In the 

prototype model, we used an asset life of 20 years. This will mark the starting point for the further 

analysis presented in section 9.3.4, where we compare a number of shorter and longer asset lives for 

the initial RAB.  

Cost allocation  

The costs associated with the initial RAB need to be allocated to specific vehicle classes so a heavy 

vehicle revenue requirement can be calculated. Table 8 shows the factors used to allocate the costs of 

the initial RAB. 

Table 8: Allocation factors for initial RAB  

 VKT PCU-km  ESA-km  AGM-km  Common 
(unattributable)  

Initial RAB  10% 10% 10% 10% 60% 

These allocations represent a rounded weighted average of the allocators applying to all other capital 

expenditure. It is important to note that the approach to allocating the cost of the initial RAB to 

individual vehicle classes is unlikely to have a material impact on the overall revenue requirement 

compared with the process of setting the value of the initial RAB. It is also desirable to have fixed 

allocation percentages (as opposed to variable percentages calculated from time to time) to provide a 

stable overall revenue requirement.  

In the FLCB modelling, new assets are attributed to asset accounts by jurisdiction based on 

information provided by jurisdictions. We considered whether the initial RAB should be allocated to 

jurisdictions or treated at the national level. In line with consultation with industry and government, the 

RAB will be treated at the national level. 

Selected  approach  

The NTC has adopted the line-in-the-sand approach to setting the initial RAB.  

 
11 Farrier Swier Consulting, óFinancial policy elements of developing a forward-looking cost base for heavy vehicle charging, 
Report for the Australian Department of Infrastructure and Regional Developmentô, June 2017. 
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8.6 Tru e-ups  

The FLCB uses forecast road expenditure as a basis for setting charges. Actual road expenditure and 

actual heavy vehicle charges revenue will be different from forecasts.  

Differences between actual road expenditure and the forecasts used to set charges can happen for 

various reasons, such as: 

Ӳ changes in government expenditure priorities over time leading to significant changes to road 

expenditure plans 

Ӳ changes to the timing of projects (either accelerated or delayed) 

Ӳ natural disasters requiring unexpected expenditure to repair the damage 

Ӳ changes in vehicle types, numbers and usage over time. 

In keeping with the principle of cost recovery, there is a need to consider a true-up mechanism to 

ensure heavy vehicle charges recover actual rather than forecast road expenditure over time. A true-

up mechanism ensures any differences between actuals and forecasts are measured and 

incorporated in setting future heavy vehicle charges.  

A true-up mechanism is not typically used in utility regulation, apart from rail in Australia. A regulator 

will typically subject investment proposals to a prudency and efficiency review before the investment 

occurs. Regulated utilities therefore must manage the risks associated with project delivery, 

differences between expected and actual costs, and revenue fluctuations due to changes in demand 

for their services. The interest rate applied in the building block model is set considering the specific 

risks of the regulated business. Therefore, the organisation is exposed to risk, and the risk is reflected 

in the allowable revenue. 

The situation with roads is different. First, government investment in roads is not subject to a full 

prudency and efficiency review. Instead, treasuries and infrastructure advisory bodies scrutinise 

investment proposals, with final investment decisions made by ministers or cabinet. Second, the risks 

associated with project delivery, cost escalation and unexpected demand fluctuations are carried by 

heavy vehicle operators under the principle of full cost recovery.  

8.6.1 How the true -up mechanism could work   

The true-up mechanism ensures governments receive enough revenue to cover their actual costs 

while ensuring heavy vehicle operators pay only for those services actually consumed.  

In terms of data availability in the context of the price-setting cycle, Figure 17 highlights the different 

datasets that will be available during the price-setting cycle.  

Figure 17: Data availability for true -ups  
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In application, the true-up relating to a particular three-year regulatory period will occur over multiple 

pricing periods. The first two years of the current pricing period and the final year of the pricing period 

immediately before that will cover the three prior years of data available at the time of setting prices.  

Another consideration is that the magnitude of required true-ups is not yet known. If the value of the 

true-up is not material in the context of the revenue requirement, then it could simply be included in 

the next pricing period. However, if a large true-up were applied directly to the subsequent pricing 

period, this could create undesirable volatility in the heavy vehicle cost base, and therefore heavy 

vehicle charges.  

To avoid this, an asset (either positive or negative) could be created and the balance recovered or 

repaid over multiple subsequent pricing periods. 

8.6.2 Recommended  approach  

It is important to note that true-ups would not apply during the FLCB modelôs implementation and first 

regulatory period of operation. Also, it is not possible to estimate the likely size of the true-ups that will 

be needed.  

We have developed a set of principles that could be considered in the future when deciding how to 

apply true-ups. The high-level process is outlined in Figure 18.  

 

Figure 18: High - level true -up process  
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Ӳ see cost recovery achieved 

Ӳ ensure stability in heavy vehicle charges over time 

Ӳ encourage road service providers to improve their forecasting and appropriately manage 

risk. 

  

  

 

 

Principles  

The true-up mechanism should achieve the following goals: 

Ӳ see cost recovery achieved 

Ӳ ensure stability in heavy vehicle charges over time 

Ӳ encourage road service providers to improve their forecasting and appropriately manage 

risk. 

  

  

 

 

Principles  

The true-up mechanism should achieve the following goals: 

Ӳ see cost recovery achieved 

Ӳ ensure stability in heavy vehicle charges over time 

Ӳ encourage road service providers to improve their forecasting and appropriately manage 

risk. 



 

57  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

8.7 Settings retained from PAYGO  

8.7.1 Local government road expenditure  

In the current PAYGO model and the FLCB prototype model, local government road expenditure data 

is sourced from the ABSô Government Financial Statistics dataset. The ABS data is broken down into 

current (operational and maintenance costs) and capital expenditure by jurisdiction and by urban and 

rural local government area.  

When developing the FLCB prototype model, the NTC investigated alternative data sources. One 

alternative source was the National Local Roads Data System (NLRDS) operated by the Australian 

Local Government Association. NLRDS data has the advantage of providing a breakdown of 

expenditure into four asset classes. This would simplify the task of allocating local government road 

expenditure into the FLCB expenditure categories. However, the total expenditure from the NLRDS did 

not reconcile with the Government Financial Statistics data, raising a question around the 

completeness of the NLRDS dataset.  

Based on discussions with industry and governments, we have concluded that there is no better data 

source. As a result, the FLCB will continue to use the Government Financial Statistics dataset as our 

source of local government road expenditure for the FLCB prototype model.  

8.7.2 Local government road expenditure forecasts  

There are several options for forecasting local road expenditure for the regulatory period. The NTC 

used historical ABS local road expenditure and analysed four forecasting options, assessing their 

accuracy using the root mean square error statistical test. This test measures the standard square root 

of the overall forecast errors to determine which forecast method has the lowest error level.  

The NTC modelled four options for forecasting local government expenditure for the three future years 

covered by the pricing period. In each case, a single forecast value would be set for all three forecast 

years, based on different historical measures of local government expenditure: 

Ӳ the single latest available past expenditure year  

Ӳ the average of all past expenditure years 

Ӳ the average of the past five expenditure years 

Ӳ the average of the past three expenditure years. 

Of the four options, the first option, using the latest available historical data for all three forecast years, 

provided the best result at the disaggregated level. As a result, the FLCB model will forecast local road 

expenditure using option 1, the latest historical expenditure figure, for all three forecasting years.  

The ABS data is broken into current (operational and maintenance costs) and capital expenditure by 

jurisdiction and by urban and rural local government areas. The NTC will then allot the ABS 

expenditure data into FLCB expenditure categories so local road expenditure can be allocated in the 

same way as arterial spend is allocated to heavy vehicle charges.  

The allocation process is the same as for the PAYGO model. Local government road expenditure is 

allocated to FLCB expenditure categories using the relative shares of each category reported in 

submitted jurisdictional forecasts. The assumption is that the distribution of expenditure across asset 

and expenditure categories is the same for local and state/territory governments in each jurisdiction.  
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8.7.3 Excluded expenditure  

Access and amenities  

The PAYGO model currently treats 25 per cent of urban local road expenditure as road useïbased 

and 75 per cent as access/amenity-based. For rural areas, 50 per cent is considered road useïbased 

and 50 per cent as access/amenity-based.  

This approach is built on the view that a key purpose of local roads is access and amenity to access 

properties, particularly in urban areas, rather than road use. As a result, it would be reasonable to 

expect ratepayers to fund a proportion of the cost of building and maintaining these roads. In contrast, 

arterial roads are primarily provided for road use and therefore expenditure on these roads is fully 

included in PAYGO. These shares were determined by a panel of road engineers for the first 

determination more than 30 years ago.  

The NTC will continue this treatment of local road expenditure in the FLCB model.  

Other funding sources  

Governments receive funding for roadworks from claims on insurance and from Australian 

Government DRFA. In general, payments made under insurance or DRFA provides the funds to 

restore an asset to a usable state after it has been damaged.  

Expenditure funded from insurance and Australian Government DRFA payments are not included in 

the calculation of the heavy vehicle cost base. This is to avoid recovering the cost twice.  

The NTC requests data on payments received from insurance claims or under Australian Government 

DRFA arrangements from jurisdictions as part of the annual data collection process. 
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8.8 Treatment of electric and hybrid vehicles  

Fully electric and hybrid electric heavy vehicles are a growing part of the heavy vehicle fleet, starting 

from a small base. Electric heavy vehicles do not pay RUC because they do not use liquid fuel. Hybrid 

heavy vehicles pay less RUC than a comparable liquid fuel powered vehicle due to their better fuel 

efficiency.  

In the latest Road Vehicles Census (formerly the Motor Vehicle Census), the Bureau of Infrastructure 

and Transport Research Economics has made progress in identifying electric and hybrid heavy 

vehicles using the National Exchange of Vehicle and Driver Information System database. The latest 

Road Vehicles Census estimates that 1,232 pure electric and hybrid electric heavy vehicles were in 

use on the road on 31 January 2025. Of the 1,232 heavy vehicles, 255 were hybrids and 977 were 

battery electric and fuel cell electric heavy vehicles. The smallest rigid heavy vehicles and buses make 

up almost 90 per cent of the current heavy vehicle electric fleet. In comparison the total number of 

heavy vehicles in use was around 617,000 at that date, meaning that electric and hybrid heavy 

vehicles account for about 0.2 per cent of the total fleet.  

8.8.1 Selected approach  

The national heavy vehicle charging system does not distinguish between electric heavy vehicles or 

heavy vehicles with an internal combustion engine. The heavy vehicle cost base reflects the cost of 

building and maintaining the entire network, regardless of motive power. Therefore, the heavy vehicle 

cost base includes the costs associated with hybrid and electric heavy vehicles.  

While registration charges are paid by all heavy vehicles, RUC is only paid by those vehicles using 

diesel or other gaseous fuels. Governments are currently reviewing the charging mechanism for hybrid 

and electric vehicles. 

Under PAYGO, revenue estimates have always been calculated assuming that all vehicles pay the 

heavy vehicle charges agreed by ITMM. Government decisions to implement different charges to 

those agreed by ITMM (as for registration charges in WA and the NT), or concessions on registration 

charges are not reflected in the revenue estimates. This ensures that the heavy vehicle charges for 

those vehicles paying the charges agreed by ITMM are not increased to cross-subsidise those 

vehicles benefiting from government decisions not to implement the national charges agreed by ITMM.  

The same approach applies with electric or hybrid heavy vehicles. An additional consideration is that 

the NTC does not have sufficiently detailed and regularly provided information on the number of hybrid 

and electric vehicles and their use to accurately reflect the different motive powers in the model.  

The outcome of this is twofold: 

 Actual revenue received by governments will be less than the revenue estimates generated in the 

PAYGO or FLCB models. 

 The heavy vehicle charges paid by diesel powered heavy vehicles calculated in the PAYGO and 

FLCB models are not increased to compensate for foregone RUC revenue associated with hybrid 

and electric heavy vehicles. 

In future, the NTC will periodically review and calculate a broad estimate of the foregone RUC revenue 

associated with hybrid and electric heavy vehicles and provide updates to governments and 

stakeholders. This will help inform governments and stakeholders if and when they consider future 

heavy vehicle charges for electric and/or hybrid heavy vehicles.  
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8.9 Fuel used to power ancillary equipment  

In the last Heavy Vehicle Determination, the NTC highlighted the issue of the loss of RUC revenue 

due to a 100 per cent fuel excise rebate available on fuel used to power ancillary equipment on a 

heavy vehicle and for off road use. This research identified, based on a set of assumptions, that 

around four per cent of total heavy vehicle diesel fuel use could be subject to this exemption. 

The NTC has not adjusted its fuel use estimate when setting the RUC in the past because there is no 

accurate way to measure the true extent of the leakage. The ATO also does not have information on 

the extent to which this rebate is claimed. Industry submitters also raised the issue during the 

consultation process in 2021 that many small heavy vehicle operators may not be aware of this 

entitlement, which would mean the NTCôs estimate was too high. 

8.9.1 Selected approach  

No accurate estimate of the amount of fuel consumed by heavy vehicles while travelling on public 

roads has been available since the SMVU was discontinued after 2020. Without reliable heavy vehicle 

usage data, and additional information on the amount of fuel used to power ancillary equipment, it is 

not possible to accurately assess the extent to which the estimated revenue from RUC is being 

reduced by this entitlement.  

As a result, the NTC has not taken this into account when estimating the amount of revenue provided 

from the RUC.  

8.10 Recovery of regulatory costs  

The regulatory component of national registration charges is currently set annually to reflect the 

NHVRôs approved budget (as published in the NHVRôs corporate plan) and the latest number of 

registered heavy vehicles. The approved charges are set out in the Heavy Vehicle Charges Model Law 

in Part 2, section 4, Table 2. These charges are collected by jurisdictions and passed on to the NHVR.  

This regulatory charge applies to heavy vehicles registered in all jurisdictions except Western Australia 

and the Northern Territory, where the Heavy Vehicle National Law in not in place.  

In the past the NTC used the latest available year of the registered heavy vehicle and trailer fleet 

(except for WA and NT) and the latest forward year budget for the NHVR to determine how much 

regulatory charges would need to change to meet that forward budget. All regulatory charges by heavy 

vehicle and trailer type are then scaled up equally in percentage terms to meet the budget. This 

method means there is a lag between the latest actual year of fleet data and the forward budget. For 

example, the NTC needs to set regulatory charges for the 2025ï26 year to be published in the Heavy 

Vehicle Charges Model Law before 30 June 2025. However, the latest actual year of fleet data 

available is for 2023ï24, hence the two-year lag. 

Past analysis of this lag has found that actual regulatory charge revenue received by the NHVR each 

year tends to be greater than the NTC estimates under the lag method. The NTC in consultation with 

the NHVR has been evaluating different prediction methods to forecast the heavy vehicle fleet in the 

year that the NHVR budget applies to reduce the gap between predicted and actual regulatory charge 

revenue.  

In addition, the NTC is exploring options to insert an automatic adjustment mechanism in the Heavy 

Vehicle Charges Model Law to avoid the current requirement for ITMM to approve specific charges to 

apply in each year. As ITMM already approves the NHVRôs budget, this is a duplication which is 

administratively time consuming.  
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8.11 Cost allocation matrix  

The cost allocation matrix determines how different costs are allocated to vehicle types based on 

specific cost allocators. It is an important driver of the share of costs allocated to heavy vehicles. A 

comprehensive review of cost allocators is out of scope for this project. 

However, because the FLCB uses different expenditure classifications from the PAYGO model, it was 

necessary to adapt the existing cost allocation matrix for the FLCB model. This process was carried 

out earlier, when developing the prototype FLCB model. 

8.11.1  Selected approach  

To create a cost allocation matrix that would work in the FLCB model, it was necessary to identify the 

most closely related PAYGO expenditure category for each FLCB asset or expenditure type. The 

resulting FLCB cost allocation matrix is shown in in Table 9. 

Table 9: FLCB cost allocation matrix  

Expenditure category  VKT PCU-km  ESA-km  AGM-km  Common  Total  

Operating expenditure  

A100 Asset servicing and 
operating expenses 100%     100% 

A200 Corporate services     100% 100% 

Maintenance expenditure  

B110 Maintenance ï Pavement 
and surfacing (incl. 
parking) 

 38%  38% 24% 100% 

B120 Maintenance ï Bridges 
and major culverts    33% 67% 100% 

B200 Maintenance ï 
Minimal/nil impact by HV 
dynamic loads 

100%     100% 

Renewal, upgrade and expansion expenditure (capital)  

C110 Land under roads  10%   90% 100% 

C120 Earthworks  10%   90% 100% 

C210 Pavement ï Rigid   45%  55% 100% 

C220 Pavement ï Flexible   45%  55% 100% 

C230 Pavement ï Unsealed   45%  55% 100% 

C310 Surface ï Asphalt   45%  55% 100% 

C320 Surface ï Sprayed seal   45%  55% 100% 

C340 Roadside 80% 20%    100% 

C350 Drainage 80% 20%    100% 

C610 Structures ï Bridges    33% 67% 100% 

C620 Structures ï Major 
culverts 

   33% 67% 100% 

C630 Structures ï Retaining 
walls and (other) 
structures 

80% 20%    100% 

C640 Structures ï Tunnels 80% 20%    100% 

C670 M&E, ITS and lighting  10%   90% 100% 

C810 Plant and equipment  10%   90% 100% 

C820 Land and buildings  10%   90% 100% 
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Question 4:  Do you agree with the expenditure categories? 
If not, please outline your preferred approach. 

Question 5:  Do the current expenditure categories allow for 
a fair estimate of the collective asset lives with 
each category? 

Question 6:  Do you prefer using a rate of return based on 
the Australian Government 10-year bond rate or 
a blended rate in the FLCB model? What 
reasons is your preference based on? 

Question 7:  Do you agree with the proposed treatment of toll 
roads and non-standard financing projects? If 
not, please outline your preferred approach. 

Question 8:  Do you agree with the recommended approach 
to true-ups? If not, please outline your preferred 
approach. 

Question 9:  Do you agree with the use of ABSô Government 
Financial Statistics data to forecast the local 
government road expenditure for the FLCB 
model? If not, provide details of your preferred 
source for government road expenditure. 

Question 10:  Do you agree with the local government road 
expenditure forecasting methodology? If not, 
outline your preferred methodology. 

Question 11: Do you agree with allocating local government 
road expenditure to FLCB asset and 
expenditure categories via jurisdictional 
category expenditure over each year of the 
three-year regulatory period? 

Question 12:  Do you agree with the proposed approach 
regarding hybrid and electric heavy vehicles? If 
not, what is your preferred approach and what 
information should this approach be based on? 

Question 13:  Do you agree that, if possible, year-to-year 
adjustments to the regulatory portion of heavy 
vehicle registration charges should be 
implemented through an automatic adjustment 
mechanism in the Heavy Vehicle Charges 
Model Law? 

 

 

 

 

Do you agree with the expenditure categories? If not, please 

outline your preferred approach. 

Do the current expenditure categories allow for a fair estimate of 

the collective asset lives with each category? 

Do you prefer using a rate of return based on the Australian 

Government 10-year bond rate or a blended rate in the FLCB 

model? What reasons is your preference based on? 

Do you agree with the proposed treatment of toll roads and non-

standard financing projects? If not, please outline your preferred 

approach. 

Do you agree with the recommended approach to true-ups? If 

not, please outline your preferred approach. 



 

63  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

9 What are the expected long - term 
outcomes ? 

 

9.1 Taking a l ong - term  view  

In the long term, using the FLCB model to drive the charge-setting process has the potential to give 

road managers more confidence to follow better asset management practices because governments 

get a steady stream of revenue to fund road maintenance, renewal and construction. Future charges 

are also predictable in the three-year regulatory period. 

Both industry and governments can have confidence about the determination of charges. There will be 

transparency on actual expenditure, and any discrepancies between forecast and actual expenditure 

will be reconciled. As a result, there will be certainty over time that only what is spent on roads is 

recovered from heavy vehicle operators. 

This section examines the potential long-term outcomes that could occur and reviews various 

scenarios that could affect the heavy vehicle charges. The scenario modelling explored the effects of 

changing various policy levers and different expenditure profiles over 25 years. 

The modelling and scenarios use a base-case scenario representing a plausible future scenario for 

key model inputs. This is discussed in section 9.2.  

Key points  

Ӳ The transition to the FLCB model will see greater certainty for both industry and 

governments due to the forward-looking nature and longer period for which prices are set. 

This will see a reduction in short-term volatility in heavy vehicle charges and improve inter-

generational equity. 

Ӳ Both industry and governments will have greater confidence about the level of heavy vehicle 

charges and revenue. There will be greater transparency of expenditure, and any 

discrepancies between forecast and actual costs will be reconciled. 

Ӳ Over multiple regulatory periods, there will be certainty that only what is actually spent on 

roads is recovered from heavy vehicle operators over time. 

Ӳ The FLCB has been tested with several scenarios including changes in expenditure, interest 

rates and controllable variables such as the depreciation method and the asset life used for 

the hypothetical asset created as part of the line-in-the-sand approach to transition. The 

demonstrations show that an FLCB pricing approach provides stable and more predictable 

outcomes, regardless of the future path of expenditure. 

Ӳ Despite the stable nature of the revenue requirement calculated under an FLCB, heavy 

vehicle charges will still go up if governments spend more and go down if governments 

spend less. These changes move slower in either direction than under the current PAYGO 

model. 

Ӳ Several policy levers can be used to achieve a pragmatic revenue path in the short to mid-

term. 
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9.2 Establishing a b aseline  

To establish a baseline for the modelling in this section, the NTC has set the opening RAB at a level 

that sets the initial revenue requirement at the same level as the forecast revenue if the approved 

heavy vehicle charges for 2026ï27 were to apply in the first year. In doing so, there is no difference in 

charges moving from one model to the next.  

In summary, the baseline scenario assumptions include the following: 

Ӳ Initial charges are set the same as those approved by ITMM for 2026ï27. 

Ӳ The outer year12 growth rate for road expenditure is 2.5 per cent (the mid-point of the RBA inflation 

target). 

Ӳ The asset life of the opening RAB (represented as a single, hypothetical asset) is 20 years.  

Without knowledge of future road expenditure, it is common to inflate current expenditure by inflation 

for forecasting purposes. It is also unlikely that road expenditure will increase at the same rate as it 

has over recent years because recent expenditure was driven to some degree by stimulus 

expenditure. Based on the current forecasts from transport agencies, we have noted that forecast road 

expenditure could stabilise or fall in the near future. As a result, we have chosen a static growth rate of 

2.5 per cent for the base scenario (refer to section 9.3.2 for details). Figure 19 shows the baseline 

scenario.  

Figure 19: Revenue requirement -  baseline  scenario (all vehicles)  

 

 

 
12 All years excluding years with expenditure forecasts from jurisdictions. 
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Values are illustrative only  

Ӳ The values presented in this document are for illustrative purposes only. Final proposed 

charges will not be available until closer to implementation to ensure they are calculated 

using the most up-to-date data.  

Ӳ Further consultation will be conducted before implementing any changes and, at that time, 

the final proposed charges will be published. 
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The parameters in the baseline are chosen to maximise the smoothing of future heavy vehicle charges 

and, where possible, reduce potential volatilities. 

9.3 How does the model perform under different scenarios ? 

To understand the possible effects of implementing an FLCB model, the NTC chose several model 

inputs for sensitivity testing. Sensitivity testing helps to understand how an FLCB model might perform 

under a range of future scenarios. In particular, we sought to understand how the revenue requirement 

would be affected by: 

Ӳ changes to future interest rates 

Ӳ changes to road expenditure in outer years 

Ӳ opening RAB depreciation parameters. 

These scenarios were modelled using 25-year forecasts of capital and operating expenditure, road 

use, inflation and costs of capital. 

9.3.1 How do changes to interest rates affect the model ? 

Model outputs are sensitive to the changes in the cost of debt. The higher the cost of borrowing, the 

higher the cost of capital and charges becomes. Figure 20 highlights the impact of various increases 

in the interest rate. 

Figure 20 : Scenario  ς effect  of increasing interest rates on revenue requirement  

 

Over the 25-year period, an increase in the interest rate of 0.5 per cent or 1.0 per cent above the base 

rate would result in the revenue requirement increasing by 0.2 per cent each year. A 2.0 per cent 

increase in the interest rate would result in a 0.4 per cent increase in the revenue requirement each 

year.  

Under the proposed approach to calculating interest rates outlined in section 8.3, the full impact of any 

increases or decreases in the interest rate will not be felt until 14 years later. This is because the cost 

of debt is calculated as a 14-year trailing average, with weights applied to both historical costs of debt 

and the current rate.  

9.3.2 What if road expenditure changes beyond the regulatory period ? 

Government expenditure on roads has increased significantly since 2015ï16 and slightly decreased in 

2023ï24 compared with 2022ï23. It is possible that the recent decrease in expenditure is an 
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indication that expenditure growth is returning to normal levels. We have modelled various growth 

rates to understand how changes in expenditure would affect the overall revenue requirement. To 

calculate growth rates, we have analysed expenditure growth rates over the past 13 years using data 

collected for PAYGO to understand the trends. The different growth factors are shown in Table 10: 

Expenditure growth rates based on historical trends. 

Table 10: Expenditure growth rates  based on historical trends  

Method  

Historical 

average  

Average year on year growth  

(nominal)  
Static  

(real)  
13 years 13 years 10 years  5 years  

Average growth 5.1% 2.4% 2.8% 3.1% 2.5% 

The same growth rates have been applied to road expenditure categories. This means operational and 

maintenance costs, and capital expenditure, has increased by the same percentage.  

The base case uses the static real option (RBA target inflation rate); in other words, it reflects an 

increase by inflation. It is unlikely that road expenditure will increase as it has post COVID. Based on 

the current forecasts from transport agencies, we have noted that the forecasts are likely to stabilise or 

fall in the near future. We have therefore chosen a static growth rate to reflect this sentiment (Figure 

21).  

Figure 21: Scenario ς effect  of different expenditure growth assumptions  

 

Naturally, if road expenditure grows, the year-to-year changes in heavy vehicle charges will also 

increase. Under the highest expenditure growth assumption shown in Figure 21, charges would 

increase between 6 and 6.5 per cent per year between years 20 and 25. Under the lower expenditure 

growth scenarios, the increases would be between 3.5 and 4.5 per cent per year.  

9.3.3 How do different depreciation approaches for the initial RAB affect 

model outcomes  

Due to the significant role that the initial (nominal) RAB plays in determining model outcomes in the 

early years of using the FLCB, it was necessary to consider the depreciation method for this asset 

separately. 

The three methods considered for depreciating the opening RAB are: 
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Ӳ a straight-line method where the asset value is inflated each year in line with inflation and then 

depreciated 

Ӳ a straight-line method where an asset is depreciated evenly over the course of its life 

Ӳ the sum-of-years digits method, in which the depreciation changes over time on a diminishing 

basis. 

These methods are compared in Figure 22. 

Figure 22: Comparison of the straight - line and sum - of -years digits depreciation methods  

 

The opening RAB is represented in the model as a single asset with a starting value of about 

$135 billion. The objective of testing alternative approaches was to avoid a situation where the 

revenue requirement drops significantly after the opening RAB is fully depreciated. This would usually 

occur if the amount of depreciation relating to this asset in the final year is large.  

Figure 23 shows the results of this comparison. Using a straight-line method generates a significant 

drop in the contribution of the depreciation building block to the overall revenue requirement at the end 

of opening RABôs asset life.  

Figure 23: Scenario ς effect  of different depreciation methods on the revenue 

requirement  

  

Figure 23 shows that the amount of depreciation related to the opening RAB is large in the last year 

under both straight-line depreciation methods. By comparison, the amount of depreciation under the 

sum-of-years digit method declines over time and is relatively small in the final year. This avoids the 

situation where the revenue requirement drops after the opening RAB has been fully depreciated.  
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Another feature of the sum-of-years digits depreciation method is that the opening RAB is lower than 

under a straight-line depreciation method. As new assets are added to the cost base, the amount of 

depreciation related to the opening RAB asset falls under the sum-of-years digits method, which 

counterbalances the increases in depreciation related to the new assets added over time. This 

stabilises the revenue requirement over time.  

Given these considerations, the NTC has adopted the sum-of-years digit depreciation approach for the 

opening RAB asset only. Straight-line depreciation will be used for all new assets added during the 

operation of the FLCB.  

9.3.4  What are the implications of setting the asset life of the opening RAB ? 

Choosing an asset life for the opening RAB asset is another parameter that will affect the path of the 

revenue requirement over time. To inform this choice, we evaluated the different price paths under the 

base scenario that would result with lives of 10, 15, 20 and 25 years for the opening RAB asset.  

Figure 24 shows the different paths for the revenue requirement under the different asset lives for the 

opening RAB. They differ from each other in two ways: 

Ӳ the steepness of the slope of the revenue requirement  

Ӳ the degree to which the slope changes once the opening RAB has been fully depreciated. 

Figure 24: Scenario ς effect  of various asset lives for the opening RAB  

 

Shorter asset lives, such as 10 and 15 years, show low increases or decreases in the revenue 

requirement during the life of the opening RAB. This is because the initial RAB is depreciated faster, 

reducing the total value of assets, and therefore reducing the revenue requirement. However, the 

change in slope is more pronounced once the opening RAB has been depreciated, and the revenue 

requirement becomes solely made up of new assets.  

In contrast, under longer asset lives such as 20 and 25 years the revenue requirement remains higher 

during the life of the opening RAB. However, the change in slope once the opening RAB has been 

depreciated is less pronounced.  

We also note that an asset life of 20 or 25 years would result in more stable year-to-year changes in 

the revenue requirement over the modelling period compared with an asset life of 10 or 15 years. In 

general, the longer the asset life, the larger the opening RAB required to match PAYGO charges in the 
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first year. This is because a longer asset life implies lower depreciation in each year. To reach a given 

target revenue requirement in the first year, a higher asset value is needed for the initial RAB.  

The base case uses a 20-year asset life for the opening RAB. This presents a compromise between 

keeping the time needed to complete the transition reasonable and stabilising the expected changes 

in the annual revenue requirements as much as possible.  

9.4  Conclusion  

The scenario analysis shows that an FLCB pricing approach can be expected to provide a reasonably 

stable and predictable path for revenue and charges under a range of scenarios. It is important to note 

that when using the FLCB as a basis for setting heavy vehicle charges, the charges will still move to 

reflect government road expenditure decisions over time. We can reasonably expect charges to move 

more slowly in either direction than under the current PAYGO cost base. The scenario analysis also 

shows how policy levers such as decisions on the life of the opening RAB asset can be used to 

achieve a pragmatic revenue path in the short to mid-term. 

 

 

 

Question 14:  Do you have any comments on the sensitivity 
analysis? 

Question 15:  Are there any other sensitivity analyses that 
should be considered?  

Question 16:  Do you support using the sum-of-the-years digits 
method for depreciating the initial RAB? If not, are 
you aware of an alternative methodology that 
would provide a low value for depreciation of the 
initial RAB in the final year? 

Question 17:  Do you support adopting a 20-year lifespan for 
the initial RAB? If not, what lifespan would you 
prefer, and for what reasons? 
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Part C:  
Implementation
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10 Implementation and operation of the 
model  

 

10.1 Approach  to setting heavy vehicle charges over time  

The intended approach to using the FLCB model to set heavy vehicle charges revolves around 

multiple, consecutive three-year pricing periods. 

For each pricing period, the major steps include: 

Ӳ collecting expenditure forecasts, usage data and other model inputs 

Ӳ running the model to produce forecast revenue requirements for the pricing period 

Ӳ using model outputs to produce options for setting heavy vehicle charges for consultation with 

stakeholders  

Ӳ providing advice to ITMM on to support its decisions on heavy vehicle charges to apply in each 

year of the pricing period, including further stakeholder consultation 

Ӳ ITMM deciding on the charges to apply in each year of the pricing period 

Ӳ collecting actual expenditure reports and estimating the actual revenue collected through heavy 

vehicle charges and calculating the true-up needed for subsequent pricing periods 

Ӳ providing reports on actual outcomes to governments and stakeholders during the pricing period. 

Figure 25 shows the type of information that will be available in each year of the first four pricing 

periods.  

Key points  

Ӳ It is proposed that heavy vehicle charges be set from 2027ï28 for recurring three-year 

pricing periods, based on the outputs provided by the FLCB model. 

Ӳ ITMM will continue to make all decisions on setting heavy vehicle charges and could 

approve charges that differ from those that are supported by model outcomes. This is the 

case regardless of whether PAYGO or the FLCB is used to set heavy vehicle charges. 

Ӳ Once ITMM has decided how the line-in-the-sand transition should be implemented (i.e. 

decided how to transition from the preferred charges for 2026ï27 to the new charges set for 

2027ï28 under the FLCB), future model outcomes and the resulting recommendations for 

heavy vehicle charges to apply after 2027ï28 will be driven primarily by government road 

expenditure decisions as well as interest rates and inflation. 

Ӳ The NTC would regularly publish comprehensive information on the FLCB to ensure 

maximum transparency. 
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Figure 25: Availab le  data for each year of the first four pricing periods  

 

This shows that the initial true-up will only cover the first two years of the first pricing period at the time 

that ITMM makes decisions on setting heavy vehicle charges for the second pricing period. In 

subsequent pricing periods, the true-up will consider the two first years of the preceding pricing period 

and the last year of the pricing period before that.  

10.2 Information collection  

Each year, the NTC will ask jurisdictions to forecast their road expenditure for the following three 

years. The request will also include a report on actual road expenditure for the immediate past year. 

The NTC will also source the latest report of local government road expenditure from the ABS.  

The information request will include detailed guidance on what types of expenditure to include and 

exclude, and which expenditure categories the expenditure forecast should be reported in. An 

example of the guidance is included in Appendix D. 

Forecasts are based typically on: 

Ӳ reviewed and signed-off annual budget cycles 

Ӳ project pipelines  

Ӳ historical expenditure trends. 

Expenditure forecasts are typically approved and authorised by a senior staff member of the relevant 

transport agency.  

10.3 Running the model and developing options  

Once the NTC has received and reviewed the inputs needed to run the model, we will use the model 

to estimate the revenue requirement for the subsequent pricing period.  

At this stage, the NTC will also calculate the value of true-ups for previous years that need to be 

included in future pricing periods. Section 8.6 explains why true-ups are needed and how they would 

be treated.  

The NTC will calculate the changes needed to heavy vehicle charges to achieve cost recovery over 

the pricing period. We will also explore options to smooth the changes over the pricing period. For 
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example, it would be undesirable to increase heavy vehicle charges in the first year, only to reduce 

them in the second year. To avoid this, it is possible to implement a series of three identical 

percentage increases that provide the same amount of total revenue in net present value terms.  

The NTC will then conduct a public consultation process to seek feedback on the heavy vehicle 

charges that should apply in the next pricing period.  

10.4 Advising  ITMM  

Once public consultation is complete, the NTC will finalise options for future heavy vehicle charges for 

an ITMM decision.  

Once ITMM has made its decision, the NTC will carry out the further consultation needed under the 

Fuel Tax Act and then seek final confirmation from ITMM on the final heavy vehicle charges to apply.  

If ITMM makes a deliberate decision to vary charges from the level needed to achieve cost recovery, 

the effects of this decision will be reflected in subsequent modelling.  

ITMMôs decision will be communicated to all interested parties in the ITMM Communique.  

The NTC will then work with government agencies to implement the heavy vehicle charges ITMM 

approves.  

10.5 Measuring actual outcomes  

In each year, the NTC will request the following information from jurisdictions: 

Ӳ the expected road expenditure for the current financial year 

Ӳ an updated forecast of road expenditure for the next three financial years  

Ӳ actual road expenditure for the immediate past financial year. 

The NTC will then compare actual expenditure (including any adjustments arising from previous ITMM 

decisions) and actual heavy vehicle charges revenue for the past financial year with the forecasts 

used to set heavy vehicle charges for that year. This comparison will show the true-up needed for that 

year. This true-up will then be considered in the subsequent pricing period. 

10.6  Transparent reporting  

Transparency is one of the pricing principles mandated by transport ministers in setting heavy vehicle 

charges.13 This is evidenced by the importance of transparency as an underpinning principle applied to 

the current PAYGO model.  

The process ITMM applies to approving heavy vehicle charges is subject to the Regulatory Impact 

Analysis requirements overseen by the Office of Impact Assessment. The Regulatory Impact Analysis 

process gives stakeholders transparency around the process of developing recommendations for 

ministers and ensures stakeholders can contribute to setting heavy vehicle charges. Also, the Fuel Tax 

Act outlines further process and consultation requirements on how the federal minister for transport 

sets the rate of the RUC from time to time. 

 
13 The Pricing Principles were Approved by Australian Transport Commission (ATC), the predecessor of the NTC, 
in August 2004 and reaffirmed by SCOTI in May 2007. Note: SCOTI is the Standing Council on Transport and 
Infrastructure, a predecessor of ITMM. 
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10.6.1 Transparency under the current system  

Under the current PAYGO model, there are several measures designed to provide governments and 

stakeholders with transparency: 

Ӳ The NTC must publish road expenditure data in our annual report. 

Ӳ Any changes to heavy vehicle charges are subject to a formal process including publishing a draft 

Regulatory Impact Analysis, public consultation and publishing a Decision Regulatory Impact 

Analysis. The Office of Impact Assessment must approve both the draft and final Regulatory 

Impact Analysis to ensure it complies with quality standards. As part of the public consultation 

process, the NTC publishes the PAYGO model so governments and stakeholders can review the 

model and its assumptions.  

Ӳ The NTC publishes the most current version of the PAYGO model on our website. 

Ӳ Explanatory and guidance materials such as the expenditure reporting guidelines are published. 

Together, these measures ensure a reasonable level of transparency surrounding the PAYGO model 

and how it is used from time to time to inform the NTCôs advice to ITMM on setting heavy vehicle 

charges.  

10.6.2 Proposed information publication under the FLCB model  

If ITMM agrees to use the FLCB as a basis for setting future heavy vehicle charges, the aim should be 

to provide governments and the public with transparency about the model and how it is used. 

Transparency needs to be achieved within the new process of applying the FLCB to set heavy vehicle 

charges for multi-year pricing periods.  

In broad terms, the process would involve the following steps: 

1. Produce a revenue requirement based on forecast expenditure over the pricing period ï this is 

used as a basis for heavy vehicle charges. 

2. Collect actual expenditure and heavy vehicle charges revenue data each year and compare it with 

forecasts. 

3. At the end of the pricing period, re-run the model with actual expenditure data substituted for the 

forecast expenditure data. Actual heavy vehicle charges revenue is compared with forecast 

revenue. The overall difference is then incorporated into future pricing periods as a true-up.  

The NTC would regularly publish: 

Ӳ expenditure forecasts provided by jurisdictions before the pricing period and any associated 

guidance material for expenditure reporting (this would be published as part of the documentation 

surrounding the process of approving heavy vehicle charges and, once charges are approved, as 

part of the model) 

Ӳ actual expenditure data, as provided by jurisdictions to the NTC on a yearly basis (this would be 

similar to the expenditure data for PAYGO currently published in the NTCôs annual report)  

Ӳ current versions of the model (including versions used to calculate true-up amounts), its inputs 

and assumptions, including the ability of users to view graphs and tables summarising specific 

model inputs, assumptions and calculations 

Ӳ estimated actual heavy vehicle charges revenue on a yearly, ex-post basis 

Ӳ a range of explanatory and guidance material, such as an explanation of how the model works 

and how ITMM approves prices from time to time. 

The NTC would also publish comprehensive information about advice provided to ITMM on setting 

heavy vehicle charges from time to time, including consultation materials, draft Regulatory Impact 

Analysis, stakeholder submissions and final regulatory impact analysis. This would be similar to the 

material currently published under PAYGO. 
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This information would be mostly published on the NTC website.  

10.7 Enhancements over time  

The information publication measures outlined above are a starting point if ITMM approves the model 

for future heavy vehicle charge-setting processes.  

As understanding of the model builds, and as new information becomes available, improvements can 

be considered.  

The NTC proposes to review information publication from time to time in consultation with 

governments and stakeholders, and to introduce agreed enhancements gradually.  

 

 

Question 18:  Do you agree with the proposed information 
publication measures and how its outputs are 
used to advise governments on setting heavy 
vehicle charges from time to time?  

Question 19:  Is there other information that should be 
published? 

Question 20:  Do you support the broad approach to 
communication surrounding expenditure 
forecasts? If not, what other approach should be 
considered? 
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11 Setting heavy vehicle charges for  
2027ς28 to 2029ς30  

 

11.1 Options for setting heavy vehicle charges from 2027 ς28 

This paper reflects design and research work, much of which was undertaken in collaboration with 

stakeholder representatives. We have identified three hypothetical implementation options and a base 

case against which the outcomes under each option can be compared. The primary difference 

between the options is the change to heavy vehicle charges over the initial three-year regulatory 

period. This change affects the extent to which governments might receive additional revenue beyond 

that provided under current charges. A summary of these options is outlined in Figure 26.  

Key points  

Ӳ This paper considers a base case under the PAYGO model and three hypothetical options 

under the FLCB model. 

Ӳ ITMM has not considered any of these hypothetical options to date, and the final options 

presented to ITMM will be developed based on stakeholder feedback and further research.  

Ӳ These options are presented separately using two different rate of return assumptions ï use 

of a Australian Government-only rate of return and use of a blended rate of return. This 

results in six implementation options. 

Ӳ The base case is that the preferred heavy vehicle charges for 2026ï27 that ITMM identified 

in August 2025 would continue to be applied in 2027ï28, providing a slight increase in 

revenue driven by the growth in the heavy vehicle fleet and the fuel consumed by it. 

Ӳ All six implementation options would see the FLCB used as the basis for setting heavy 

vehicle charges from 2027ï28, starting with a three-year pricing period. 

Ӳ The implementation options all have common features, and the basic model inputs and 

assumptions are the same. The primary difference between the three options is the value at 

which the first-year charges are set and the rate of return used in the model. 

Ӳ The nature of the line-in-the-sand transition to an FLCB essentially means there is no purely 

objective way to choose the optimal point of transition. The desired option needs to be 

chosen on other grounds. 

Ӳ The public consultation process is an important tool to discover relevant information that will 

allow stakeholders, governments and, ultimately, ITMM to weigh the advantages and 

disadvantages of each option. 

Ӳ It would be premature for the NTC to identify a preferred transition option at this point. 

Instead, we are inviting stakeholders and governments to identify their preferred option and 

the key considerations they believe the NTC and, ultimately, ITMM should consider when 

identifying a preferred transition option. 
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Instead, we are inviting stakeholders and governments to identify their preferred option and 
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Figure 26: Options considered for charges from 202 7ς28 

 

11.2 Options  considered  

11.2.1 Base case : Preferred  2026ς27 charges continued  

The Regulatory Impact Analysis presented in this document needs to show how various 

implementation options compare to a base case, which represents a no-change scenario. Currently, 

ITMM approves heavy vehicle charges each year in reference to the PAYGO heavy vehicle cost base. 

The approved charges have not fully recovered the heavy vehicle cost base for several years. It is 

therefore necessary to establish a hypothetical base case against which to evaluate the 

implementation options contained in this paper.  

For clarity and simplicity, we have defined the base case for this analysis as follows: 

Ӳ PAYGO would be retained as the methodology used to calculate the heavy vehicle cost base. 

Ӳ ITMMôs preferred charges for 2026ï27, as agreed at the ITMM meeting in August 2025, are the 

starting point against which various implementation options for 2027ï28 heavy vehicle charges 

are compared.  

While other definitions such as a return to full cost recovery of the heavy vehicle cost base calculated 

under PAYGO could have been considered, the key disadvantage is that they would require a future, 

unknown ITMM decision to be anticipated, or anticipate an immediate return to full cost recovery of the 

PAYGO cost base, which is an unlikely scenario.  

Under PAYGO, heavy vehicle charges would usually be set with reference to the 2025ï26 heavy 

vehicle cost base. The expenditure data needed to calculate this is not currently available. Therefore, 

it is not possible to establish the gap between the heavy vehicle cost base and expected heavy vehicle 

charges revenue for the 2027ï28 charges year.  

The PAYGO heavy vehicle cost base for 2024ï25 is $6.3 billion. For the 2026ï27 charges year, the 

estimated gap between the heavy vehicle cost base and expected heavy vehicle charges revenue is 

estimated to be $1 billion. To achieve full cost recovery in 2026ï27, the previous yearôs charges would 

need to be increased by 19 per cent. In practice, heavy vehicle charges approved by ITMM have not 

fully recovered the heavy vehicle cost base for several years. Therefore, the PAYGO heavy vehicle 

cost base is not a suitable base case for this analysis. 

The Heavy Vehicle Charges Model Law still includes an automatic adjustment formula that has the 

intent of adjusting heavy vehicle registration charges each year to fully recover the relevant portion of 

the PAYGO heavy vehicle cost base. This formula has not been applied for several years while ITMM 

approved registration charges directly. It is out of date, and any adjustment calculated under this 

formula would therefore not provide a suitable base case for this analysis.  
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11.2.2 Options 1ς3: Transition to the FLCB  

Options 1 to 3 have common features and policy decisions. The primary difference between the 

options is the value at which the first-year charges are set.  

 

For each of the three main options, there are two sub-options. For sub-option A, the rate of return is 

set on the basis of Australian Government bond rates only. Sub-option B uses a blended rate of return 

which is a revenue-weighted average of Australian Government and state bonds (Table 11).  

The value of the opening RAB will be set individually for each of the options to achieve the desired 

transition path, expressed as a percentage increase in forecast heavy vehicle charges revenue above 

the amount of revenue that would be provided under the approved heavy vehicle charges applying in 

2026ï27.  

Table 11: Parameters of options 1 to 4  

Element  Option 1  Option 2  Option 3  

Year 1 starting point  2.5% increase 6% increase 10% increase 

Rate of return  
Sub-option A: Australian Government rate of return 

Sub-option B: Blended rate of return 

Common settings across options  

Expenditure categories 

and  guidelines  
Largely unchanged from PAYGO except for style changes and 
clarifications. 

Asset lives and approach 

to depreciation  
Using a straight-line depreciation method with a cap of 100 years. 

Rates of return and 

inflation  

Jurisdictions will be compensated with a return on capital 
representing government borrowing costs. Assets will be inflated 
in value based on a hybrid of RBA target and forecast CPI rates. 

Toll roads and  non -

standard financing  
Included on a net basis, accounting for both revenue and 
expenditure.  

Setting the value of charges in the first year  

Ӳ Under the transition to the FLCB model, there is an important decision that needs to be 

made about the level of increases that apply to charges within the first year. 

Ӳ While the FLCB model has been largely designed to require little in the way of future 

decisions about year-on-year increases, under a transition to a new model there will need to 

be a key decision that sets the level of charges in the first year.  

 

 

 

 

 

 

Setting the value of charges in the first year  

Ӳ Under the transition to the FLCB model, there is an important decision that needs to be 

made about the level of increases that apply to charges within the first year. 

Ӳ While the FLCB model has been largely designed to require little in the way of future 

decisions about year-on-year increases, under a transition to a new model there will need to 

be a key decision that sets the level of charges in the first year.  
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11.3 Financial implications of options explored  

Table 12 shows the total revenue requirement for heavy vehicle charges for each of the options over 

the three years of the first pricing period. 

Table 12: Revenue requirement under each option  

Sub - option A  

Year  
Option 1 A 

($ million)  

Option 2 A 
($ million)  

Option 3 A 
($ million)  

2027ς28 5,897 6,098 6,321 

2028ς29 6,274 6,477 6,701 

2029ς30  6,642 6,835 7,050 

Sub - option B  

Year  
Option 1B  

($ million)  
Option 2B  

($ million)  
Option 3B  

($ million)  

2027ς28 5,897 6,098 6,321 

2028ς29 6,291 6,493 6,717 

2029ς30  6,675 6,868 7,083 

Heavy vehicle charges (both registration charges and RUC) in each year are set by scaling the 

previous yearôs heavy vehicle charges by a common multiplier so the expected heavy vehicle charges 

revenue equals the revenue requirement.  

Table 13 shows the percentage increase in heavy vehicle charges that would occur under each option, 

rounded to the nearest two decimals of 1 per cent. The percentage for 2026ï27 represents the 

transition point specified for each option, whereas the percentage changes for 2027ï28 and 2029ï30 

are calculated in the model based on expenditure forecasts.  

Table 13: Year - on -year heavy vehicle charge increases under each option  

Sub - option A  

Year  Option 1 A (%) Option 2 A (%) Option 3 A (%) 

2027ς28 2.50 6.00 10.00 

2028ς29 4.16 3.90 3.62 

2029ς30  3.43 3.18 2.92 

Uniform charge increases  

Yearly increase (uniform)  3.21 4.81 6.60 
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Sub - option B  

Year  Option 1B  (%) Option 2B  (%) Option 3B  (%) 

2027ς28 2.50 6.00 10.00 

2028ς29 4.40 4.13 3.84 

2029ς30  3.66 3.41 3.14 

Uniform charge increases  

Yearly increase (uniform)  3.33 4.93 6.71 

Rather than implementing three different percentage price changes for each year in the pricing period, 

it is possible to carry out three uniform percentage increases that provide the same amount of total 

revenue in present value terms. This option is likely to be preferable in terms of providing a stable path 

for heavy vehicle charges.  

11.4 Fiscal implications for governments  

Tables 14 to 16 are for illustrative purposes. They show the forecast amount of revenue that would be 

collected from heavy vehicle charges by governments by source. A breakdown by jurisdiction for 

registration charges is provided in Appendix E. 

Table 14: Option 1: Government revenue from heavy vehicle charges  

Sub-option A  
   

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y 

in
cr

e
a

se
s

 

Registration charges  2,513 2,677 2,831 

RUC 3,384 3,598 3,811 

Total revenue  5,897 6,274 6,642 

U
n

if
o

rm
 

ch
a

rg
e

 Registration charges  2,530 2,670 2,819 

RUC 3,403 3,637 3,821 

Total revenue  5,933 6,307 6,640 

 Difference  -37 -33 2 

Sub-option B  
   

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y 

in
cr

e
a

se
s Registration charges  2,513 2,683 2,844 

RUC 3,384 3,608 3,831 

Total revenue  5,897 6,291 6,675 

U
n

ifo
rm

 

ch
a

rg
e

 Registration charges  2,533 2,677 2,829 

RUC 3,403 3,637 3,821 

Total revenue  5,936 6,314 6,650 

 Difference  -40 -23 25 
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Table 15: Option 2: Government revenue from heavy vehicle charges  

Sub-option A     

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y 

in
cr

e
a

se
s

 

Registration charges  2,599 2,761 2,914 

RUC 3,499 3,716 3,921 

Total revenue  6,098 6,477 6,835 

U
n

ifo
rm

 

ch
a

rg
e

 Registration charges  2,570 2,754 2,952 

RUC 3,461 3,735 3,921 

Total revenue  6,030 6,489 6,874 

 Difference  67 67 -13 

Sub-option B     

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y
 

in
c
re

a
s
e

s Registration charges  2,599 2,767 2,926 

RUC 3,499 3,726 3,941 

Total revenue  6,098 6,493 6,868 

U
n

ifo
rm

 

ch
a

rg
e

 Registration charges  2,572 2,760 2,962 

RUC 3,461 3,735 4,022 

Total revenue  6,030 6,496 6,984 

 Difference  65 -3 -116 

Table 16: Option 3: Government revenue from heavy vehicle charges  

Sub-option A     

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y 

in
cr

e
a

se
s

 

Registration charges  2,697 2,857 3,008 

RUC 3,624 3,844 4,042 

Total revenue  6,321 6,701 7,050 

U
n

if
o

rm
 

ch
a

rg
e

 Registration charges  2,613 2,849 3,106 

RUC 3,518 3,834 4,223 

Total revenue  6,132 6,683 7,329 

 Difference  189 18 -279 

Sub-option B     

Component  
2027ς28 
($ million)  

2028ς29 
($ million)  

2029ς30  
($ million)  

Y
e

a
rl
y 

in
cr

e
a

se
s Registration charges  2,697 2,864 3,021 

RUC 3,624 3,853 4,062 

Total revenue  6,321 6,717 7,083 

U
n

ifo
rm

 

ch
a

rg
e

 Registration charges  2,616 2,855 3,116 

RUC 3,518 3,834 4,223 

Total revenue  6,135 6,688 7,339 

 Difference  186 28 -256 
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11.5 Impact on industry participants  

Table 17 to 19 show the Heavy Vehicle charges under the three FLCB options. The calculated charges 

are based on the revenue requirement associated with each option and the forecast number of 

registered heavy vehicles in each year.  

Table 17: Option 1: Heavy vehicle charges (roads component) by vehicle type  

Vehicle  type  

2026ς27 2027ς28 2028ς29 2029ς30  

Preferred charges  Possible  future  charges  

 Sub -option  A B A B A B A B 

 
2-axle  rigid  

Up to  12t $543 $543 $556 $556 $579 $581 $599 $602 

Over  12t $999 $999 $1,024 $1,024 $1,066 $1,069 $1,103 $1,108 

 

2-axle  rigid  with  trailer  

Up to 42.5t  $2,611 $2,611 $2,676 $2,676 $2,788 $2,795 $2,883 $2,896 

 

 

3-axle  rigid  

Up to  16.5t $999 $999 $1,024 $1,024 $1,066 $1,069 $1,103 $1,108 

Over  16.5t $1,133 $1,133 $1,161 $1,161 $1,210 $1,213 $1,251 $1,257 

 

 
3-axle  rigid  with  trailer  

Up to  42.5t $3,552 $3,552 $3,639 $3,639 $3,793 $3,802 $3,921 $3,939 

Over  42.5t $13,158 $13,158 $15,138 $15,138 $15,770 $15,807 $16,309 $16,384 

 

 

 

4-axle  rigid  with  trailer  

Over  42.5t $15,576 $15,576 $15,964 $15,964 $16,631 $16,670 $17,199 $17,278 

 

 

4-axle  rigid  

Up to  20 t $999 $999 $1,024 $1,024 $1,066 $1,069 $1,103 $1,108 

Over  20t $1,133 $1,133 $1,161 $1,161 $1,210 $1,213 $1,251 $1,257 

 

 

 

 

 

2-axle  bus  

Up to  12t $407 $407 $417 $417 $435 $436 $449 $452 

Over  12t $429 $429 $439 $439 $458 $459 $473 $475 

 

3-axle  bus 
$3,134 $3,134 $3,213 $3,213 $3,346 $3,354 $3,461 $3,477 

 
6-axle  articulated  

$7,596 $7,596 $7,787 $7,787 $8,111 $8,131 $8,387 $8,427 

 
9-axle B-double 

$18,097 $18,097 $18,552 $18,552 $19,323 $19,370 $19,982 $20,076 

 
Double road train 

$18,097 $18,097 $18,552 $18,552 $19,323 $19,370 $19,982 $20,076 

 

 
Triple road train 

$20,283 $20,283 $20,793 $20,793 $21,657 $21,710 $22,394 $22,500 

Important  note  

Ӳ The charges presented in this document are indicative only. Final proposed charges will not be available 

until closer to implementation to ensure they are calculated using the most up-to-date information. 

Ӳ Further consultation will be conducted before the implementation of any changes and at that time, the final 

proposed charges will be shared. 

 

Important note 

Ӳ The charges presented in this document are indicative only. Final proposed charges will not be available until closer to 

implementation to ensure they are calculated using the most up-to-date information. 

Ӳ Further consultation will be conducted before the implementation of any changes and at that time, the final proposed 

charges will be shared. 



 

83  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

 

Table 18: Option 2: Heavy vehicle charges (roads component) by vehicle type  

Vehicle  type  

2026ς27 2027ς28 2028ς29 2029ς30  

Preferred charges  Possible  future  charges  

 Sub -option  A B A B A B A B 

 
2-axle  rigid  

Up to  12t $543 $543 $575 $575 $598 $599 $617 $619 

Over  12t $999 $999 $1,058 $1,058 $1,100 $1,102 $1,135 $1,140 

 

2-axle  rigid  with  trailer  

Up to 42.5t  $2,611 $2,611 $2,768 $2,768 $2,876 $2,882 $2,967 $2,980 

 

 

3-axle  rigid  

Up to  16.5t $999 $999 $1,058 $1,058 $1,100 $1,102 $1,135 $1,140 

Over  16.5t $1,133 $1,133 $1,201 $1,201 $1,248 $1,251 $1,288 $1,293 

 

 
3-axle  rigid  with  trailer  

Up to  42.5t $3,552 $3,552 $3,766 $3,766 $3,912 $3,921 $4,036 $4,053 

Over  42.5t $13,158 $13,158 $15,658 $15,658 $16,267 $16,304 $16,784 $16,859 

 

 

 

4-axle  rigid  with  trailer  

Over  42.5t $15,576 $15,576 $16,513 $16,513 $17,155 $17,194 $15,576 $15,576 

 

 

4-axle  rigid  

Up to  20 t $999 $999 $1,058 $1,058 $1,100 $1,102 $1,135 $1,140 

Over  20t $1,133 $1,133 $1,201 $1,201 $1,248 $1,251 $1,288 $1,293 

 

 

 

 

 

2-axle  bus  

Up to  12t $407 $407 $431 $431 $448 $449 $463 $465 

Over  12t $429 $429 $454 $454 $472 $473 $487 $489 

 

3-axle  bus 
$3,134 $3,134 $3,322 $3,322 $3,452 $3,460 $3,562 $3,578 

 
6-axle  articulated  

$7,596 $7,596 $8,052 $8,052 $8,366 $8,385 $8,633 $8,670 

 
9-axle B-double 

$18,097 $18,097 $19,182 $19,182 $19,930 $19,976 $20,567 $20,655 

 
Double road train 

$18,097 $18,097 $19,182 $19,182 $19,930 $19,976 $20,567 $20,655 

 

 
Triple road train 

$20,283 $20,283 $21,498 $21,498 $22,336 $22,388 $23,051 $23,148 

 

  



 

84  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

Table 19: Option 3: Heavy vehicle charges (roads component) by vehicle type  

Vehicle  type  

2026ς27 2027ς28 2028ς29 2029ς30  

Preferred charges  Possible  future  charges  

 Sub -option  A B A B A B A B 

 
2-axle  rigid  

Up to  12t $543 $543 $597 $597 $619 $620 $637 $639 

Over  12t $999 $999 $1,098 $1,098 $1,138 $1,141 $1,171 $1,176 

 

2-axle  rigid  with  trailer  

Up to 42.5t  $2,611 $2,611 $2,872 $2,872 $2,976 $2,983 $3,063 $3,076 

 

 

3-axle  rigid  

Up to  16.5t $999 $999 $1,098 $1,098 $1,138 $1,141 $1,171 $1,176 

Over  16.5t $1,133 $1,133 $1,246 $1,246 $1,292 $1,294 $1,329 $1,335 

 

 
3-axle  rigid  with  trailer  

Up to  42.5t $3,552 $3,552 $3,907 $3,907 $4,049 $4,057 $4,167 $4,185 

Over  42.5t $13,158 $13,158 $16,248 $16,248 $16,836 $16,872 $17,328 $17,402 

 

 

 

4-axle  rigid  with  trailer  

Over  42.5t $15,576 $15,576 $17,135 $17,135 $17,755 $17,793 $18,274 $18,352 

 

 

4-axle  rigid  

Up to  20 t $999 $999 $1,098 $1,098 $1,138 $1,141 $1,171 $1,176 

Over  20t $1,133 $1,133 $1,246 $1,246 $1,292 $1,294 $1,329 $1,335 

 

 

 

 

 

2-axle  bus  

Up to  12t $407 $407 $448 $448 $464 $465 $478 $480 

Over  12t $429 $429 $471 $471 $488 $490 $503 $505 

 

3-axle  bus 
$3,134 $3,134 $3,448 $3,448 $3,573 $3,580 $3,677 $3,693 

 
6-axle  articulated  

$7,596 $7,596 $8,355 $8,355 $8,658 $8,677 $8,913 $8,949 

 
9-axle B-double 

$18,097 $18,097 $19,906 $19,906 $20,627 $20,672 $21,234 $21,321 

 
Double road train 

$18,097 $18,097 $19,906 $19,906 $20,627 $20,672 $21,234 $21,321 

 

 
Triple road train 

$20,283 $20,283 $22,309 $22,309 $23,117 $23,168 $23,799 $23,895 
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11.6 Assessment of options  

In assessing the three options, it is necessary to consider the following: 

Ӳ The most recent expenditure forecasts received from jurisdictions relate to the 2026ï27, 2027ï28 

and 2028ï29 financial years. To model the options for the first pricing period, we have treated 

these forecasts as if they related to the first pricing period, which will cover the 2027ï28, 2028ï29 

and 2029ï30 financial years.  

Ӳ For the first pricing period, the opening RAB will determine most of the return on assets and 

depreciation building blocks. Therefore, the choice of transition option (specified as a percentage 

increase in revenue for 2027ï28 above the expected revenue for 2026ï27) will have the greatest 

influence on the price path that will occur during the first pricing period.  

Ӳ The size of future true-ups is unknown. However, they will not affect the first pricing period 

because the first true-up will be implemented in the second pricing period.  

Ӳ The nature of the line-in-the-sand transition to an FLCB essentially means there is no purely 

objective way to choose the optimal transition in the first year. Therefore, the desired option needs 

to be chosen on other grounds.  

Ӳ We believe that industry affordability and the financial needs of governments are the most 

important considerations when deciding which of the options presented in this paper (or any 

alternative option) to support. The public consultation process is an important tool to discover 

relevant information that will allow stakeholders, governments and, ultimately, ITMM to weigh the 

advantages and disadvantages of each option. 

From this perspective, it would be premature for the NTC to identify a preferred option at this stage. 

Instead, we are asking stakeholders to comment on the overall design of the FLCB and to identify their 

preferences. Stakeholders may also put forward alternative options that are not identified in this paper.  

When reporting to ITMM, the NTC will consider the feedback received on this C-RIS and then 

formulate its advice to ITMM. 

11.7 Conclusion  

Given the reasons outlined in section 0, the NTC has not yet identified a preferred option for 

implementing specific heavy vehicle charges from 2027ï28.  

Instead, we invite stakeholders to provide detailed feedback on both the proposed design of the FLCB 

model and its intended use, and to identify a preferred option (or options) for setting heavy vehicle 

charges for the first pricing period.  

Submitters would greatly assist the NTC in formulating our advice to ITMM if they could provide any 

additional information or note issues that may not be covered in this C-RIS that are relevant to ITMMôs 

decision. The NTC will carefully consider any submissions or additional information and seek to 

incorporate this in our later advice to ITMM.  

 

Question 21:  Do you support any of the four options as 
presented? Outline the reasons for your preference. 

Question 22:  Are there any alternative options not included in this 
C-RIS that should be explored? Outline why this 
alternative option is preferred to the ones included in 
this C-RIS. 
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Part D:  
Next steps  
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12 Consultation process  

 

12.1 How we  ha ve consulted to date  

As part of developing the FLCB model and policy decisions, the NTC held several meetings and 

workshops with working groups including industry and government stakeholders. Appendix F details 

the members of these groups who were invited to attend activities. Figure 27 details the meetings and 

workshops held.  

Figure 27: Details of working group meetings and workshops  

 

The NTC has also updated our Heavy Vehicle Operating Cost model, which helps operators 

understand the different costs of operating heavy vehicles and supports understanding heavy vehicle 

charges in the context of these costs. The Industry Working Group was consulted on this update. 

The NTC has also met informally with a range of governments and stakeholders to discuss the project 

of developing the FLCB and specific technical issues. 

The feedback received through these workshops has allowed us to test a range of ideas and has 

influenced the design of the FLCB as proposed in this C-RIS.  

Key points  

Ӳ Consultation with key industry and government stakeholders has formed an important part 

of developing the proposed model for implementation. 

Ӳ The NTC conducts extensive public consultation on proposed changes to heavy vehicle 

charges that includes several options for any interested party to submit their views on. 

Ӳ This document represents the first of three key opportunities for interested parties to 

contribute to the consultation process. 
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12.2 Our  consultation process  

The consultation process for implementing an FLCB model for heavy vehicle charges is shown in 

Figure 28. 

Figure 28: Consultation process for implement ing  changes  

 

12.3 Call for submissions  

This C-RIS contains a range of recommendations for implementing an FLCB model for setting heavy 

vehicle charges and implementation options. 

These represent the NTCôs initial assessment of the features, advantages and disadvantages of the 

FLCB model as well as options and implementation pathways considered.  

The overall purpose of this C-RIS is to outline these in a way that allows interested parties to 

understand, assess and comment through a public consultation.  

12.4 Timing and opportunities to engage  

This C-RIS was published on 26 February 2026.  

The consultation period will run from 26 February 2026 to 21 May 2026.  

This C-RIS, and additional information, can be found on the NTCôs website. 

To support interested parties the NTC will be conducting workshops and webinars to provide more 

information and the opportunity to ask questions about the model and implementation options. 

12.5 How to make a submission  

Submissions will be accepted until 5.00pm: 

Ӳ online at www.ntc.gov.au or 

Ӳ by mail to: Forward-Looking Cost Base 

                 National Transport Commission 

                 Level 3/600 Bourke Street 

                 Melbourne VIC 3000  

https://www.ntc.gov.au/project/developing-implementable-forward-looking-cost-base
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12.6 Next steps  

After the submission period closes, the NTC will consider the submissions and any other information 

provided.  

In line with the timeline shown in Figure 28, the NTC will publish a second RIS, known as a D-RIS, 

after ITMM has made its final decision on heavy vehicle charges to apply from 2027ï28. 

 

 

 

Throughout this C-RIS paper, we sought your views on options 

for developing a forward-looking cost base for heavy vehicle 

charges from 2027ï28 for ITMMôs consideration.  

There are questions posed throughout this paper to help guide 

stakeholder discussion. Questions follow each relevant chapter 

of the paper. Broad comments and views are also welcome. 

Your feedback will ensure the forward-looking cost base for 

consideration is robust, achievable and accepted by the 

community. 

We invite you to write a submission or complete the survey at 

the Have Your Say portal on the National Transport 

Commission website.  

Submission closes on 5.00 pm on 21 May 2026. 

Publishing your submission  

Submissions will be published unless you request us not to. 

We will also not publish submissions that contain defamatory 

or offensive content. The Freedom of Information Act 1982 

(Cth) applies to the NTC. 
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Appendix A.  List of consultation 
questions  

Question 1:  How important is the aim of reducing the volatility of heavy vehicle charges? ........... 32 

Question 2:  Do you support the transition to the forward-looking cost base method? ................... 32 

Question 3:  Are there other issues that need to be considered when ITMM decides whether to 

adopt the forward-looking cost base to set heavy vehicle charges in the future? ...... 32 

Question 4:  Do you agree with the expenditure categories? If not, please outline your preferred 

approach. .................................................................................................................... 62 

Question 5:  Do the current expenditure categories allow for a fair estimate of the collective asset 

lives with each category? ............................................................................................ 62 

Question 6:  Do you prefer using a rate of return based on the Australian Government 10-year 

bond rate or a blended rate in the FLCB model? What reasons is your preference 
based on? ................................................................................................................... 62 

Question 7:  Do you agree with the proposed treatment of toll roads and non-standard financing 

projects? If not, please outline your preferred approach. ........................................... 62 

Question 8:  Do you agree with the recommended approach to true-ups? If not, please outline your 

preferred approach. .................................................................................................... 62 

Question 9:  Do you agree with the use of ABSô Government Financial Statistics data to forecast 

the local government road expenditure for the FLCB model? If not, provide details of 
your preferred source for government road expenditure. ........................................... 62 

Question 10:  Do you agree with the local government road expenditure forecasting methodology? If 
not, outline your preferred methodology. .................................................................... 62 

Question 11: Do you agree with allocating local government road expenditure to FLCB asset and 

expenditure categories via jurisdictional category expenditure over each year of the 
three-year regulatory period? ..................................................................................... 62 

Question 12:  Do you agree with the proposed approach regarding hybrid and electric heavy 

vehicles? If not, what is your preferred approach and what information should this 
approach be based on? .............................................................................................. 62 

Question 13:  Do you agree that, if possible, year-to-year adjustments to the regulatory portion of 

heavy vehicle registration charges should be implemented through an automatic 
adjustment mechanism in the Heavy Vehicle Charges Model Law? .......................... 62 

Question 14:  Do you have any comments on the sensitivity analysis? ............................................ 69 

Question 15:  Are there any other sensitivity analyses that should be considered? ......................... 69 

Question 16:  Do you support using the sum-of-the-years digits method for depreciating the initial 

RAB? If not, are you aware of an alternative methodology that would provide a low 
value for depreciation of the initial RAB in the final year? .......................................... 69 
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Question 17: Do you support adopting a 20-year lifespan for the initial RAB? If not, what lifespan 

would you prefer, and for what reasons? .................................................................... 69 

Question 18:  Do you agree with the proposed information publication measures and how its outputs 

are used to advise governments on setting heavy vehicle charges from time to time?
 .................................................................................................................................... 75 

Question 19:  Is there other information that should be published? .................................................. 75 

Question 20:  Do you support the broad approach to communication surrounding expenditure 
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Appendix B.  Marsden  Jacob Associates 
report  
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Appendix C. Treatment of non -standard 
financing arrangements  

Table 20 : Detailed treatment of non -standard financing revenue in the forward - looking 

cost  base   

Type of revenue  Treatment  Rationale  

Revenue received 

by governments 

from toll road 

users or 

beneficiaries  

Any identifiable revenue 
received by governments 
from users/beneficiaries of a 
project ï that is, toll revenue 
or revenue raised through 
value capture (e.g. 
betterment levies) ï should 
be offset against the modelôs 
revenue requirement. 
Revenue received would be 
separated by vehicle type. 

Heavy vehicle charges are based on the 
principle of cost recovery, to ensure 
charges are set to minimise both under- 
and over-recovery. Failure to offset 
revenues received from other sources 
against the modelôs revenue requirements 
would mean costs could be recovered 
twice (i.e. over-recovery) ï once through 
direct revenue from users/beneficiaries 
and once through the broader road 
charging system. 

Revenue received 

by governments 

in excess of 

government 

contributions  

Identifiable toll/value capture 
revenue received by 
governments for a project 
should continue to offset the 
revenue requirement even if 
it exceeds the amount 
contributed by the 
government towards the 
project (in nominal terms or 
present value terms). 

Revenue received would be 
separated by vehicle type. 

Any excess toll/value capture revenue 
(beyond the governmentôs contribution to 
the relevant PPP/toll road) received by the 
government should continue to be 
deducted from the revenue requirement, 
as road users are contributing to the 
governmentôs road funding generally, 
albeit through a different mechanism than 
RUC and registration charges. (This 
treatment is consistent with the first and 
third proposed principles.)  

Roads where 

revenue from 

tolls/value 

capture fully 

funds the road  

PPP projects where user 
charges (i.e. toll revenue or 
value capture) fully fund the 
road should not have any 
asset value added to the 
RAB upon transfer of the 
asset to the government at 
the end of the concession 

While this means some cross-
subsidisation may occur from users of 
tolled roads (where governments receive 
some/all toll revenue generated) to users 
of other roads, this is no different to what 
occurs presently with de facto cross-
subsidisation between roads under the 
current system.  

 

  



 

137  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

Table 21: Treatment of non -standard financing expenditure in the forward - looking cost 

base   

Type of 

expenditure  
Treatment  Rationale  

Government 

loans to private 

sector 

participant(s) ς 

commercial 

terms  

Government loans to a 
private sector participant 
in a PPP that are 
designed to be repaid 
(with interest) should not 
be recovered through the 
revenue requirement, if 
the arrangement is 
broadly commercial. 

Heavy vehicle charges are based on the 
principle of cost recovery, to ensure charges 
are set to minimise both under- and over-
recovery. Failure to offset revenues received 
from other sources against the modelôs 
revenue requirements would mean costs could 
be recovered twice (i.e. over-recovery) ï once 
through direct revenue from users/beneficiaries 
and once through the broader road charging 
system. 

Government 

loans to private 

sector 

participant(s) ς 

non -

commercial 

terms  

Government loans to a 
private sector participant 
in a PPP where loan 
arrangements are not 
broadly commercial or 
there is a default by the 
private sector should be 
considered as 
government costs or 
revenues (as relevant). 

Further details are 
needed, and jurisdictions 
and the NTC would work 
with the NTC to ensure 
the correct costs are 
reflected in the model. 

Where governments lend to the private sector 
at an interest rate below the governmentôs cost 
of borrowing, the NTC considers these net 
costs should be recovered from road users. 
Similarly, if the government were to lend to the 
private sector participant(s) at an interest rate 
significantly above its cost of borrowing and 
any administration costs (i.e. if it made a profit 
from its lending) then this net profit should be 
deducted from the revenue requirement that is 
recovered from road users. Treating any 
under- or over-recovery achieved through 
lending to the private sector for a PPP will 
require the magnitude of the loss/profit to the 
government to be identifiable, and for data to 
be provided. 

This treatment is consistent with the first and 
second proposed principles 

Payments by 

government 

recognising a 

road 

infrastructure 

ŀǎǎŜǘΩǎ ǾŀƭǳŜ 

If the government has 
specifically made a 
payment to the private 
sector participant at the 
start or end of the 
concession that 
recognises the value of 
the asset (e.g. a subsidy 
or a payment in lieu of the 
asset value unrecovered 
through other revenue 
sources) upon transfer, 
this payment should be 
recovered from road 
users. 

The governmentôs payments imply that user 
charges have not fully paid for the costs of the 
road during the period of the concession. The 
governmentôs payment is in effect making up 
the shortfall in revenue (albeit potentially from 
an ex ante perspective at the time when the 
contract was signed). Payments made by the 
government that are not recovered from 
users/beneficiaries should be recovered from 
road users. This treatment is consistent with 
the first and second proposed principles. 

Gifted assets  Gifted assets that are built 
by other parties at no cost 
to the government (e.g. 
roads built by developers, 
subsequently handed over 
to government) should not 

These costs have already been paid for from 
other sources (e.g., through costs of a new 
estate). Subsequent operating/ 
maintenance/renewal/upgrade/expansion costs 
borne by government should be recovered 
from road users because these are 
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Type of 

expenditure  
Treatment  Rationale  

be added to the RAB/cost 
base. However, future 
costs incurred by a 
government on 
maintenance or renewal 
are relevant and should 
be recovered from road 
users through the model. 

government costs that are not funded from 
elsewhere. This treatment is consistent with 
the first proposed principle (cost recovery). 

Recurring 

government 

payments to 

the private 

sector 

participant(s)  

Recurring payments made 
by the government to the 
private sector entity (e.g. 
availability payments, 
shadow tolls, payments 
for minimum demand 
guarantees, etc.) should 
be recovered through the 
model each year as they 
are incurred. 

Recurring costs such as availability payments 
represent a genuine cost to government from 
undertaking the PPP under the agreed 
structure, as opposed to 
constructing/maintaining the road under a 
more ótraditionalô project structure. If the 
government receives toll or value capture 
revenue in return, this revenue should be 
deducted from the modelôs revenue 
requirement (in accordance with the principles 
and proposed treatments above). This 
treatment is consistent with the first and 
second proposed principles. 

Early 

termination of 

a PPP  

In the event of early 
termination of a PPP 
(including contract buy-
outs), costs incurred by 
government (less any 
revenues received) should 
be included in the model 
and recovered through 
road charges. 

Early termination of a PPP may occur for 
several reasons, including (but not limited to): 
default by the private sector participant(s), 
force majeure or a discretionary choice made 
by a government. These are legitimate costs 
incurred by government and should be 
recovered through road charges, less any 
revenue received by the relevant government 
(e.g. payments from the private sector 
participant(s) or insurance payouts). This 
treatment is consistent with the first and 
second proposed principles. 
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Appendix D.  Expenditure categorisation 
guidelines  
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Appendix E.  Breakdown of registration 
charges revenue by jurisdiction  

Table 22: Option 1 Registration revenue by jurisdiction  

Sub - option A  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.5 5.9 6.2 

NSW 587.4 625.7 661.8 

NT 32.9 35.1 37.1 

Qld  578.8 616.5 652.1 

SA 204.6 217.9 230.5 

Tas 47.2 50.3 53.2 

Vic  651.8 694.3 734.4 

WA 404.6 430.9 455.8 

Total  2,512.9 2,676.6 2,831.1 

 

Sub - option B  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.5 5.9 6.2 

NSW 587.4 627.3 664.9 

NT 32.9 35.2 37.3 

Qld  578.8 618.0 655.1 

SA 204.6 218.5 231.6 

Tas 47.2 50.4 53.5 

Vic  651.8 696.0 737.8 

WA 404.6 432.0 458.0 

Total  2,512.9 2,683.3 2,844.4 



 

185  |  Implementing a forward - looking cost base for heavy vehicle charges    

§[[f9f x 

§[[f9f x 

 

Table 23: Option 2 Registration revenue by jurisdiction  

Sub - option A  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.7 6.0 6.4 

NSW 607.5 645.4 681.2 

NT 34.1 36.2 38.2 

Qld  598.5 635.9 671.2 

SA 211.6 224.8 237.3 

Tas 48.8 51.9 54.8 

Vic  674.1 716.2 755.9 

WA 418.4 444.5 469.2 

Total  2,598.6 2,760.9 2,914.0 

 

Sub - option B  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.7 6.1 6.4 

NSW 607.5 646.9 684.1 

NT 34.1 36.3 38.3 

Qld  598.5 637.3 674.0 

SA 211.6 225.3 238.3 

Tas 48.8 52.0 55.0 

Vic  674.1 717.8 759.1 

WA 418.4 445.5 471.2 

Total  2,598.6 2,767.1 2,926.5 
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Table 24: Option 3 Registration revenue by jurisdiction  

Sub - option A  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.9 6.3 6.6 

NSW 630.4 668.0 703.3 

NT 35.3 37.4 39.4 

Qld  621.1 658.1 692.9 

SA 219.6 232.6 244.9 

Tas 50.7 53.7 56.5 

Vic  699.5 741.2 780.3 

WA 434.1 460.1 484.4 

Total  2,696.5 2,857.4 3,008.4 

 

Sub - option B  

Year  
2027ς28 

($ million)  

2028ς29 

($ million)  

2029ς30  

($ million)  

ACT 5.9 6.3 6.6 

NSW 630.4 669.4 706.2 

NT 35.3 37.5 39.6 

Qld  621.1 659.5 695.8 

SA 219.6 233.1 246.0 

Tas 50.7 53.8 56.8 

Vic  699.5 742.8 783.6 

WA 434.1 461.0 486.4 

Total  2,696.5 2,863.5 3,020.8 

 








