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MINISTRY OF TRANSPORT
TE MANATU WAKA

5 September 2024 0C240994
Hon Simeon Brown Action required by:
Minister of Transport Tuesday, 10 September 2024

REVENUE ACTION PLAN: CONFIRMING TOLLING REFORM
LEGISLATIVE POLICY DECISIONS

Purpose

Seek your agreement to policy changes necessary to enable amexpanded ole for tolling in
the land transport revenue system.

Key points

. In line with the Revenue Action Plan, we have identified amendments to tolling
legislation that will enable expanded dse.of tolling.

o Existing legislation is not flexible enoughte.enable the range of tolling schemes that
may support the Roads of Natienal Significance. Legislative amendment is required
to:

o enable tolls on existing.roads where users receive benefits from the
construction‘ef.a new,read on the same corridor

o enablereyenue gathered through a tolling scheme to be used for all roads
withinthat tolling scheme, new and existing, and

o enable tolls to be considered in certain circumstances on roads where there is
no feasible untolled alternative.

o The current approaches and incentives to toll price setting and adjustment can result
in lewer-tolls than may otherwise be efficient. To remedy this to the extent possible,
whilst still maintaining Ministerial control over toll rates, we recommend:

o setting additional requirements in legislation for the Minister to consider when
agreeing to toll prices, including the net revenue potential of the road, the
value motorists receive from a toll road, and the effects of the toll on the wider
network

o considering automatic adjustments, for example by Consumers Price Index

(CPI) on a project-by-project basis.
s 9(2)(i)
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We also recommend that liability to pay a toll be shifted from.the'driver to,the
‘registered person’ (usually the owner) of the vehicle, which Will reddce edllection
costs.

Subject to your decisions on this paper, you will receive a draft €abinet paper for

Ministerial and departmental consultation on 18 Septemben2024, with a view to take

decisions to the Cabinet Economic Policy Committee,on 23 October 2024.

Recommendations

We recommend you:

agree to expand the criteria of'existing roads that can be tolled to roads where
users receive benefits.from the construction of a new road on the same corridor

agree to enable revenue gathered through a tolling scheme to be used for new
and existing roads\coverédby that scheme

agree to turn the feasible, untolled, alternative route requirement into a
consideration to be'weighed up against competing factors

agree to maintain the LTMA'’s broadly permissive approach to toll price setting and
adjustment

agree to"set requirements in legislation for the Minister to consider important
facters'when setting toll prices, including:

a) the overall net revenue potential of the toll road

b) the level of service and value a motorist receives from a toll road

c) the effects of the proposed toll on the wider road network.

agree that automatic price adjustments using CPI or another relevant index,

should be used when setting prices on a project-by-project basis rather than
through primary legislation
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11 agree to change the person liable to pay a toll from the driver of a vehicle to a es/No
registered person

12 direct the Ministry to draft a Cabinet paper giving effect to the diﬁ‘,ions abt@ Yes/No

Q)«{Q

v
Matt Skinner Wm

im
Manager Revenue @ inist@ ransport

5/91/2024 Q}l }&I
Minister’s office to complete: O AE{QH & O Declined

@en b @i ter 0 Not seen by Minister
z«\ Oégn by events
Comments Q QY

Contacts ?“

Telephone First contact
Brent Johnst

Matt Skinner, Ménagk R;venue
N
Hugo Beale, W Revenue
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REVENUE ACTION PLAN: CONFIRMING TOLLING REFORM
LEGISLATIVE POLICY DECISIONS

Purpose

1

This briefing recommends changes to tolling legislation as part of the Revenue Action
Plan, s9(2)()

Background

2

The Government has committed to expanding the use of tolling, with all new roagds
being considered for tolling to support construction and maintenance. You have
committed to reviewing; the legislative settings that underpin talling, the,cost
effectiveness of the New Zealand Transport Agency (NZTAJ tolling operations and
roadside infrastructure procurement s 9(2)() NY IN

Ve

As part of the Revenue Action Plan, Cabinet agreed.to consider reforming tolling
legislation to allow for “corridor tolling, reconsidering thetreguirement for an untolled
alternative route, and exploring adjusting tell rates after a road has opened” (CBC-24-
MIN-0063 refers). You were invited to repert'back/ o the Cabinet Economic Policy
Committee by October 2024 to seek golicy’appfoval for specific legislative changes.

NZTA is progressing reforms to thétolling-back-office system and infrastructure
procurement and will continue tovpfovidewupdates on this as it progresses. Most
changes that can drive castseffiCieney‘are operational, but NZTA has provided the
Ministry with suggestions\for-legislative change that might help to improve efficiency.
These suggestions are incorparated into this advice.

Tolling is likely.to e a small source of revenue in the context of the broader land
transport revenue system."Overseas, high-revenue toll roads tend to have much
higher traffie’'volumesdhan those proposed to be tolled in New Zealand. However,
legislative’change, to jensure more flexible tolling provisions will help enable potential
viable tolling schemes in the future.

The reformgd.scope and purpose of tolling

6

Youfave confirmed a dual purpose for tolling, that tolling should:

6.1 principally be a way of providing extra funding to bring transport infrastructure
projects forward in time so benefits can be accrued sooner, and

6.2 secondly, represent users paying to receive a higher level of service versus
alternative routes.

These purposes reflect the differences between tolling and other tools, such as road
user charges (RUC) and time of use charging. RUC is paid by users to reflect the
costs they impose on the roading network, and time of use charging increases
network productivity by reducing low-value trips on congested parts of the network.
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Tolls represent a charge for a higher level of service, reflecting the benefits of high-
quality new roads and the costs of building and/or maintaining them.

Options for tolling reform have been assessed against the relevant objectives of the revenue
action plan

8

For each of the gaps and problems that we have identified with the current tolling
legislation, we have developed several options that aim to maximise the benefits and
opportunities of tolling legislative reform.

As part of the Revenue Action Plan, Cabinet agreed to several objectives and
principles to inform the redesign and reform of the land transport revenue system
(CBC-24-MIN-0063 refers). We have used the three most relevant objectives and
principles to tolling as the criteria for assessing options:

9.1 user/beneficiary pays because toll roads provide a direct link between the
use of a road and contributing to its costs

9.2 revenue sufficiency because tolls provide additional revenue to contribute to
specific projects and enable National Land Transport Fund(NLTF) revenue to
be spent on other activities

9.3 user choice and competition because’motoristsican choose to pay for a
higher level of service on a toll road\that provides reduced travel times and is
safer when compared to alternativé routes.

Tolling legislation is inflexible, and changes should¢be.made to get the most out of an
expanded tolling system

10

11

12

13

The statutory criteria for telling“are outlined in the Land Transport Management Act
2003 (LTMA) sections46 to 48. Thekey potential areas for reform are:

10.1 the requirement that'a toll road must be a new road (new road requirement)

10.2 the reguirement that the Minister must be satisfied each toll road has a
feasible untelled alternative route (alternative route requirement).

The new road.requirement ensures that users do not perceive that they are paying for
a road for & second time, after the road was constructed using NLTF revenue. The
alternative route requirement exists so users are not forced to pay a toll to get where
they need to go and can choose not to pay if they wish to.

These requirements are inflexible, do not allow for any discretion, and may limit the
revenue potential of tolling with regards to which roads can be tolled.

Similarly, the current policy for setting and adjusting toll prices encourages lower than
optimal price setting and infrequent price increases, which has contributed to low tolls
compared to overseas. §9@2)@)0)

The
value that motorists place on current toll roads may be low by international standards
due to the location and profile of current toll roads, and because of perceptions that
users have already paid for roads via the NLTF.
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Improving the flexibility of key statutory tests and toll price setting practices could
allow for greater use of tolling, which would help accelerate new projects by providing
additional revenue.

The new road requirement provides a barrier to potentially viable projects and
should be made more flexible in some circumstances

16

17

18

19

In New Zealand, tolling schemes can only be set up on new roads. Section 46(1)(a).of
the LTMA indicates the Minister can establish a tolling scheme for the purpose of
“planning, design, supervision, construction, maintenance, or operation of a n
road.” Section 48(2) confirms that existing roads are only able to be tolled
“existing road or part is located near, and is physically or operat naIIy in 0, the

new road.” @

The Government has lndlcated tolling should play a p ' unding-the Roads of

National and Reaionz ianificance (RoN ROK Al 1ITIC

Although
we hav t f\the impacts of these changes on specific projects, tolling just
the new ctlo 0 d is likely to result in higher levels of diversion onto the untolled
alternative r, due to limited time travel savings leading to lower willingness to pay.

We h entified two options in relation to this issue:

remove the new road requirement in its entirety to enable corridor tolling,

§\e and all existing roads would be able to be tolled

expand the criteria of existing roads that can be tolled to include those
where their efficiency has been enhanced by, or they have accrued benefit
from, the construction of a new road on the same corridor.
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Table 1: Comparing options for the new road requirement

Option

Users and
beneficiaries should
cover the costs

Revenue Sufficiency

User Choice and
Competition

Option 1: Remove the new
road requirement in its
entirety

+ Enables more toll
roads through corridor
tolling but limited by
modest traffic volumes.

+ Increased revenue
potential through
corridor tolling but
limited by modest traffic
volumes.

+/- Enables more toll roads,
thus more competition. This
would allow tolling on a wider
range of roads than necessary.

Option 2: Expand the criteria
of existing roads that can be
tolled to include those where
their efficiency has been
enhanced by the construction
of a new road on the same
corridor (recommended)

+ Reduces flexibility
versus option 1.
However, tolls are only
put in place where there
is a justification.

+ Reduces overall
revenue potential versus
option 1. This may not
matter if only corridor
tolls are considered.

+ Creates a clear requirement
that there must be an
efficiency benefit, which
motorists can then,consider
against the untolled route.

++ Completely or largely aligns with the criterion | + Ragtially aligns with the criterion
- Mostly does not align with the critefion | —"Does not align with the criterion

20 We recommend enabling existing roads to be tolled:wheréa hew road on the same
corridor will benefit the users of the existing réad. 'This option brings a level of
flexibility that is commensurate to the benefits of new projects, without enabling tolling
on any road on the network.

21 This option maintains the general policy inteht.of the new road requirement while
providing expanded flexibility. It would enable tolling where upgrades include
additional lanes on a given corridor (whether that is through adding lanes to an
existing road or adding an-extension.to‘a highway). A roading corridor will need to be
defined clearly in legislative drafting t6 maintain the policy intent of this change.
Lower-level upgrades to existing.roads that do not add capacity, such as lane
widening, would Be,in€ligible.

Enabling tolling reyénue’to be used across the whole tolling scheme

22 We also recommend’the legislation be amended to allow toll revenue to be applied on
any road thatfoarms part of a tolling scheme. Currently Section 46(1)(a) only allows
revenue totbe-used on the new section of a road, which would be problematic where
tolling sChemes are made up of existing and new roads.

The alternative route requirement should be amended to allow more projects to

proceed

23 Section 48(d) of the LTMA requires the Minister of Transport to be satisfied “that a
feasible, untolled, alternative route is available to road users.” The term “feasible” is
not defined in legislation, so the test usually considers the characteristics of the route.

24 Ensuring motorists do not have to pay a toll has strong fairness and equity grounds.
However, it does have some downsides:

241

from toll roads, reducing their overall revenue potential
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the concept of allowing a “feasible” untolled route encourages diversion away
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244

25

251

252
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it is an inflexible requirement that cannot be weighed up against other factors

even where a community is in favour of tolling a road that has no alternative
route (e.g. to bring forward investment in a project), there is no means to

progress tolling it

if a person required access to a toll road to get to their property, the
requirement would apply and could affect project design (as was the case with

Penlink).

We have identified two options to help address the above issues:

remove the alternative route requirement in its entirety which would
enable any projects without feasible, untolled, alternative routes to go ahead

turn the feasible, untolled, alternative route requirement into a
consideration to be weighed up against competing factors.

Table 2: Comparing options for the alternative route requirement

Option Users and Revenue % S Wice and
beneficiaries should | Sufficiency %ﬁtition
cover the costs s

Option 1: Remove
the alternative route
requirement in its
entirety

+ Provides maximum
flexibility for viable user-
pays tolling schemes, as
users may have to use
some toll roads.

+ Increased, revenue
versus status quo, but
marginal-extrastevenue
may not balance‘the
negative effécts of
losing.the alternative
route,

- Forcing road users to use toll
roads stifles user choice and is
inconsistent with allowing users to
pay for a higher level of service
relative to alternatives, but a
tolling scheme without an untolled
alternative is only likely to happen
in limited circumstances.

Option 2: Turn the
feasible, untolled,
alternative route
requirement into a
consideration to be
weighed up against
competing factors

+ Allows projécts to be
considered.on.their
overall.eqsts and
benefits, including the
valugreceived by users.

% Increased revenue
potential, but only
likely in limited
circumstances where a
road is tolled despite
the absence of
untolled alternatives.

+ The importance of the untolled
route acting as competition can
be considered against other
relevant factors for a project, such
as efficiency and resilience
benefits.

(recommended)
++ Completely or largely aligns with the criterion | + Partially aligns with the criterion
- Mostly does not align with the criterion | — Does not align with the criterion
26 Wewrecommend an amendment to turn the alternative route requirement into a

consideration to be weighed up against competing factors. This provides flexibility for
the Minister to toll and gather revenue from a road in circumstances where they are
satisfied that a toll scheme will have public support. However, it still sets a high bar for
tolling schemes without feasible alternatives.

27 The preferred option would also enable limiting the use of alternative routes by certain
classes of vehicle (such as heavy vehicles) to effectively require the use of toll roads.
The merits of such a step would best be decided on a case-by-case basis, depending
on the design and maintenance costs of the toll road and alternative route, as well as

the toll rates paid by the relevant classes of vehicle.
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This approach would require consideration of enforcement and co-ordination with
road controlling authorities (RCASs) to identify where local routes and state highways
that act as alternative routes are not appropriate for heavy vehicles. Consideration
would also need to be given to the Land Transport Rule: Vehicle Dimensions and
Mass 2016 to restrict or discourage the use of alternatives as and when it is required.

Price setting provisions encourage setting tolls low and inconsistent
adjustment, and should be amended

Current price setting practices

29

30

Tolls are currently set in the Orders in Council for each road. Section 46(3)(a) of the
LTMA indicates that a tolling order may set tolls or set a method by which they.can be
adjusted. However, Section 48(1)(e) requires that the Minister must be satisfied that
“the proposed tolling scheme [including the toll rates] is efficientland effective.”

While some communities have previously supported tolling t6,bring/projects forward,
there is often pressure on the Minister to keep tolls lower than thejoptimal level
(taking into account revenue maximisation, balanced‘with the¢ffects of diversion). As
public pressure is a factor in low toll prices, legislatienimay notfully resolve it but may
be able to improve price setting on the margins.

Improving price adjustment practices

31

32

On current toll roads, toll price adjustménts aré‘currently limited to the Consumers
Price Index (CPI) by their respective Orders,in-Council. Price adjustments must be
completed manually each timehy NZTA{ except for the Tauranga Eastern Link which
allows increases greater thanCPI with the approval of the Minister of Transport.

NZTA bases toll priceadjustment.onong run CPI and sets tolls in increments of 10
cents. Price adjustments typically.happen infrequently, because CPI does not always
annually increase engugh{ojustify a 10-cent increase. There is also an
implementation cost to inerease toll rates ($100,000 for the three existing toll roads
the last timé prices were increased in July 2023).

Identifying options to impreve price setting and adjustment practices

33

We have jidentified several non-exclusive options to help address the issue to the
extent legislation can do so:

33.1\ “set requirements in legislation for factors that the Minister must consider
when agreeing to tolls, such as:

33.1.1 the overall net revenue potential of the toll road
33.1.2 the level of service and value a motorist receives from a toll road
33.1.3 the effects of the proposed toll on traffic diversion to other routes.

33.2 lock in automatic price adjustments at regular intervals. Adjustments are
likely to be based on CPI or another relevant index.

SENSITIVE
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Table 3: Comparing options for the price setting and adjustment

Option 1: Set + Minister must consider +/- More revenue potential | +/- Competition is not
requirements in legislation | the value a motorist than the status quo, which | considered in the current
for factors that the Minister | receives from a toll road, considers other factors factors, but increased toll
must consider when which reinforces user- that dampen revenue prices may marginally
agreeing to tolls pays, but success will be potential, but limited by increase project viability.
(recommended) limited by project traffic volumes.
attributes.
Option 2: Lock in + Would maintain the - More opportunities for +/- More re may
automatic adjustment value of the toll but limited | revenue but limited by toll | marginallyi ase the
(recommended) by toll price as originally price as originally set. viabi% me toll roads.
set. J

34 We recommend setting requirements in legislation(
additional factors when setting toll prices. This
factoring in user-pays considerations and comp
set tolls. The Minister can receive advic

- Mostly does not align with the

N

ferion | -

ot align with the criterion

++ Completely or largely aligns with the crite ic@ Par‘al?}ligns with the criterion

)

best consider these factors.

A

35 We also recommend automatic

different attributes that r

retaining the current pproach.

di
by
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orthe h@to consider
IPhelp % mise revenue while also
a

ition, and, retain Ministerial ability to
5@0 price setting options that

j stmeleaz instance by CPI, to maintain the real
ue sufficiency criterion. Legislation

toll rate and for tolls better alignwi the?
already allows for this to ?e i go g scheme. As each toll road may have
a

rice-setting arrangements we recommend
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NZTA have also identified toll liability a @;s @aﬁects operational
efficiency

47 Section 52 of the LTMA mdmate;'ﬂ‘qt “the ’u er of a motor vehicle” is liable for
payment of a toll. NZTA has i d th % an be issues collecting tolls from people

such as tourists that would iafed by having the registered person of the
vehicle being the liable .
advice. This will improve the cost efficiency of tolling

48 We consider it wou b effi
optimise efficie c ice. This will i
schemes an e proposed approach in the draft Land Transport
Manag me%.lse Charging) Amendment Bill.

Next steps

0 make vehicle owners liable for paying tolls to

49 Belo;&g'rgour proposed next steps to enable drafting of legislation later this year.

Milestone
N\ Receive advice regarding tolling legislative reform
@S September 2024 decisions

18 September 2024 Provide draft Cabinet paper to Minister seeking
agreement on proposals for tolling reform

September — October | Ministerial and departmental consultation

23 October 2024 ECO/Cabinet Committee on decisions

29 October 2024 Cabinet decisions to support drafting instructions

November 2024 Prepare and issue drafting instructions
SENSITIVE
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