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1 Introduction

The Australian Rail Track Corporation LimitedRTC) has submitted a request to
the Australian Competition and Consumer Commis§dDCC) to vary the Hunter
Valley Access Undertaking that was accepted byAGEC on 29 June 2011he
June 2011 HVAU).

On 3 August 2012, ARTC formally submitted its prepd variationthbe Proposed
Variation) in accordance with subsection 44ZZA(7) of @@mpetition and
Consumer Act 201(Cth) the Act), which allows an access provider to vary an
accepted access undertaking with the consent &@@C. Should the ACCC
consent to the variation, the Proposed Variatidhwary the June 2011 HVAU in
effect for the Hunter Valley Rail Network.

The Proposed Variation has been submitted by ARIT@der to comply with section
13.3 of the June 2011 HVAU. This application is tingt of two potential variations
that are envisaged under the June 2011 HVAU tlateréo the development and
inclusion of a positive performance incentive metia.

The current variation seeks to include a perforreancentive scheme which ‘has the
objectives of encouraging ARTC, through financekard, to improve operating,
maintenance and capital expenditure efficiency,astdeve desirable safety
performance’fon-True Up Test (TUT) related performance incenties.’

The subsequent variation will be developed in ataoce with section 13.5 of the
HVAU, after two full calendar years following commzment of the June 2011
HVAU. The HVAU requires that this variation will dve the objectives of
encouraging ARTC, through financial reward, to ion@ its performance in relation
to making Capacity available for use either on @tiaeted or ad hoc basis and
balancing the negative consequences of failingyséem wide TUT' TUT related
performance incentive$.?

Details of the proposed non-TUT related performancentives variation are
discussed in section 2 of this Consultation Paper.

The ACCC is conducting a public consultation ag paits assessment of the
Proposed Variation, and seeks submissions fromestied parties bg October
2012

1.1 Proposed effect of the application

The following key amendments will be made to theeJ2011 HVAU if the ACCC
accepts ARTC’s Proposed Variation:

® The Additional Capacity Investment Innovation Intbes (ACIII), designed to
incentivise ARTC to implement projects that provatilitional capacity as a

Subsection 13.3(a)(i) of the June 2011 HVAU.
2 Subsection 13.5(a)(i) of the June 2011 HVAU.




result of innovation rather than from capital exgliéure on infrastructure, will be
incorporated into section 2.2 of Schedule D ofitee 2011 HVAU.

To give effect to the ACIII:

Section 9 of the June 2011 HVAU will be varied teegthe Rail Capacity
Group (RCG) the ability to approve amounts underARIIl as part of the
project endorsement process.

Section 4 of the June 2011 HVAU will be variedrnolude the ACIII
amount as a positive increment to the formulagHerdetermination of the
regulatory asset base (RAB) and RAB floor limit. RRwill receive an
incentive payment in relation to the ACIII ‘overeteconomic life of the
Additional Capacity’'.

Schedule 5 of the Indicative Access Holder Agrearnlii&fHA) (at Annexure A to
the HVAU) will be varied to set out the mechanit¢sletermining the three
Positive Performance Incentive Scheme (PPIS) Metiibe metrics that will be
included are:

PPIS Metric 1 is a measure of Coal Chain Lossesethhy ARTC. This
metric measures the percentage of paths (expressenns of tonnage)
unavailable or cancelled due to ARTC cause witarezfce to total system
planned tonnage.

PPIS Metric 2 is a measure of the impact of tenymspeed restrictions on
transit time measured by the minutes of transietiost on the Network
resulting from the imposition of these restrictidosa quarter.

PPIS Metric 3 is a measure of track quality indefich is an industry
standard measure of average geometric alignmehedfack across four
perspectives.

With regard to each of the three metrics, Sche8wld@l be varied to include:

a requirement that ARTC determine and issue repomts. quarterly basis,
in relation to PPIS metrics 1 to 3 and aggregatetguy incentive amounts;

a definition of the metric and the mechanism fercalculation, target value
and upper performance bound, and cap as to thetimeeamount for each
quarter; and

an annual determination at the end of the conyeat of the total incentive
amount for that year.

New clause 5.4A will be included in the IAHA whislets out the mechanism by
which the annual incentive amount the Access Haklegquired to pay is
determined. This clause will also include a dispes®olution provision in relation
to calculation of the amount owed, and sets outrthgenue obtained under the
PPIS will not be included as revenue for the puepafsannual compliance.




®= The June 2011 HVAU will also be varied to inclutee PPIS Schedule in the
IAHA as a Tier 1 provision in Schedule A:1; a rejpay and review mechanism in
relation to the PPIS metrics in sections 13.3 @8;land a requirement in
Schedule G that ARTC provide relevant informatisrpart of annual compliance.

1.2 Background

1.2.1 Industry context

ARTC is a Commonwealth Government owned corporagstablished in 1998 for
the purpose of managing and providing access tdl#tienal Interstate Rail

Network. ARTC is vertically separated, providingelow-rail’ track access services
and not ‘above rail’ services such as haulage.Iftegstate Rail Network is subject to
an access undertaking accepted by the ACCC onlg@0083

The June 2011 HVAU regulates access to the Huraéey/Rail Network operated
by ARTC in New South Wales. ARTC leases the netvwiai the New South Wales
government under a 60 year lease granted on 518bpte2004.

The Hunter Valley rail network is predominantly dge transport coal from mines in
the Hunter Valley region to the Port of Newcastiedxport. Approximately 16 coal
producers have either existing or planned operstimithe region, and it has been
estimated that the coal shipped on the networktequa around $9 billion worth of
export earnings per annum.

Capacity management arrangements at the exportaazhhg terminals at the Port of
Newcastle were authorised by the ACCC in DecemB@g2with the aim of
improving overall supply chain performance and ooy ship queues forming off the
coast of Newcastle. The aligned interaction betwtberrail network access
undertaking and the authorised capacity arrangesragrihe port was a key issue
during the assessment of the June 2011 and prevessi®ns of the HVAU.

The Hunter Valley rail network is also used by & traffic, including general and
bulk freight services (such as grain) and passesgw®ices. It is also used to ship coal
from the region’s mines to domestic customers, sicpower stations.

The Hunter Valley rail network was previously suij an access regime
administered by the NSW Independent Pricing anduRégry Tribunal, but as a
consequence of the decision to accept the JuneR2RUAL, access regulation is now
governed by the ACCC and the HVAU.

1.2.2 The June 2011 HVAU
ARTC submitted the June 2011 HVAU to the ACCC onJdBe 2011 for assessment
under Part IlIA of the Act.

Prior to that time ARTC had submitted to the AC@@ formal access undertaking
applications in relation to the Hunter Valley Rid@gtwork, one in April 2009 and

3 See the ACCC website latttp://www.accc.gov.au/content/index.phtml/item 897 38for further

details.




another in September 2010. The ACCC consideredlibae applications were not
appropriate to accept, and provided ARTC with esitenfeedback on how those
applications could be revised such that they waeldikely to be accepted. The
ACCC also conducted extensive consultation witkedtalders in relation to those
prior applications.

The June 2011 HVAU incorporated revisions to accauataite the ACCC'’s views
from those previous assessments. Accordingly, odud@ 2011 the ACCC accepted
the 2011 HVAU pursuant to subsection 44ZZA(3) @& #&ct.

1.2.3 Background to development of the performance incent ive
variations

Under the June 2011 HVAU, the sole mechanism bglvARTC is held accountable
for its performance under contract — namely anlyfaito deliver contracted path
usages — is under the TUT.

The system-wide TUT is designed to incentivise AR®@rovide the path usages it
has contracted to supply. Failure by ARTC to penfan a number of areas can result
in negative financial consequences under the TWith&reas include: exceeding
planned maintenance outages; over-contracting ségpaths to coal or non-coal
customers; selling ad-hoc capacity to coal or noa-customers at the risk of not
delivering contracted capacity, and under-maintgyrthe network.

During its assessment of the HVAU, the ACCC expmdsoncerns that the negative
incentives within the June 2011 HVAU may resulAIRTC adopting a minimum risk
position in relation to its performance.

Coal stakeholders were supportive of the conceptRIFC having positive (i.e.
reward-based, rather than penalty-based) incentivpsrform under the HVAU,
which would deliver better outcomes for the cogdy chain. The ACCC considered
that it would be appropriate to accept the HVAUhwiit an incentive scheme,
provided that a suitable proposal would be develapeonsultation with
stakeholders and proposed for inclusion in the H\&ithin an appropriate
timeframe.

The June 2011 HVAU therefore requires the develapirokboth TUT performance
incentives and non TUT performance incentives. élpgsposed variations are
related and when finalised, will collectively makge the performance incentive
mechanism that will ultimately be included in thand 2011 HVAU.

The key rationale for requiring the inclusion offpemance incentives in the June
2011 HVAU is to promote the efficient operation a$e of and investment in the
Hunter Valley network (consistent with the objeat$art 111A) and to help alleviate
congestion, delays and network capacity shortfaltee Hunter Valley coal chain.
Reducing costs and improving productivity, congistgith the pricing principles in
section 44ZZCA of the CCA, was also a significasngideration.

* Provisions relating to the operation of the TUE set out in Schedule 2 of the IAHA.




1.2.4 Performance incentive provisions in the June 2011 H VAU

As set out above, sections 13.3 and 13.5 of the 201 HVAU relate to the
development of performance incentives.

Section 13.3 provides that within 6 months of theeJ2011 HVAU’s commencement
date, ARTC will develop options for performanceantives which have the effect of
encouraging ARTC, through financial reward, to ioy@ operating, maintenance and
capital expenditure, and achieve desirable safettyomes. The provisions require
ARTC to seek submissions from Access Holders ahdrattakeholders on their
views of the proposed performance incentives.

Subsequently, ARTC must submit a variation to ipooate these performance
incentives into the June 2011 HVAU no later thanridhths from the
commencement date (30 June 2012).

On 15 June 2012, ARTC requested an extension eftinsubmit a variation to the
ACCC by 31 July 2012. On 3 August 2012, ARTC forynaubmitted its Proposed
Variation.

Section 13.5 provides that there will be additiondT related performance
incentives developed at a later date. This rem@aseparate process to the current
Proposed Variation.

1.2.5 ARTC’'s December 2011 Consultation Document

In December 2011, ARTC published a consultatiorudwent and sought submissions
from stakeholders, addressing potential optionsfpositive performance incentive
mechanismGonsultation Documen).® This process was required by subsection
13.3(a) of the June 2011 HVAU. Submissions wereatu20 February 2012, and
three submissions were received by ARTC. These na@renade publicly available at
the time, but have now been attached to ARTC’setuiiProposed Variatich.

In its Consultation Document, ARTC listed severy knatters which may impact on
the development of a performance incentive scheprag of which are applicable to
performance incentive schemes that apply in otidustries and some which are
unique to the June 2011 HVAUThe two matters specifically relevant to the Hunt
Valley are:

The specific regulatory circumstances in the HVAU

The June 2011 HVAU contains a cap on the reverateARTC may earn for a given
asset base (Ceiling). This prevents ARTC from egraidditional revenue even if it
provides additional capacity from that asset base.

ARTC,Optionsfor Positive Performance Incentive Mechanisms —sDéiation Document
December 2011

Submissions were received from Asciano, Coal Bedland Vale and are available on the
ACCC's websitehttp://www.accc.gov.au/content/index.phtml/itemi@éB8611

" These matters are set out at AROPtionsfor Positive Performance Incentive Mechanisms —
Consultation DocumenDecember 2011, p. 4.




Any benefits in reducing operating costs are passei the access holders in a
pricing reduction. ARTC argued that additionallye tapplication of a ceiling where
prices are constrained incorporates little positnentive for ARTC to improve its
operating efficiency and increase contracted c&paci

The nature of the Hunter Valley coal chain

The Hunter Valley coal chain involves complex iatelationships between service
providers and coal producers for both the demaxidsapply of services. While
performance incentives can be developed in relatame part of the supply chain in
isolation, it may be more difficult to identify @dg unambiguous performance
incentives that will positively impact on the eféat operation of the entire coal
chain.

ARTC set out four incentive mechanisms in its Cdtasion Document for possible
inclusion in the June 2011 HVAU, suggesting thahdty be appropriate to consider
these mechanisms in combination, to achieve a ceimepsive incentive mechanism.
The four options put forward for consideration were

= Option 1 — a positive performance incentive mecérarto improve ARTC’s
productivity. This was based on encouraging ARTCdotinuously seek
improvements in productivity and reductions in tost of service provision.

= Option 2 — a positive performance incentive mectraniirectly linked to the
Network Key Performance Indicators (KPIs) in thed2011 HVAU.

= Option 3 — a positive performance incentive mectraniirectly linked to the
achievement of safety targets.

= Option 4 — a positive performance incentive mecsrarfocussed on encouraging
the use of innovation (soft assets) to achievearés that could also be delivered
through investment in hard assets (infrastructure).

ARTC’s Proposed Variation follows on from the faptions that were put forward in
its Consultation Document, the submissions it rexin response to its consultation
process, consideration of QR Network Pty Ltd’s msgd incentive mechanism, and
further consideration of the matters by ARYC.

Further details of the proposed non-TUT relatedgperance incentives variation are
discussed in section 2 of this Consultation Paper.

1.3 ACCC assessment

The test the ACCC applies in deciding whether toseat to a variation of an
accepted access undertaking is set out in subsect&ZZA(7) and 44ZZA(3) of the

8 QR Network’s proposed incentive mechanism islat# on the Queensland Competition

Authority’s website herehttp://www.gca.org.au/rail/2010-DAUamend/Propindéath/




Act. Essentially, the ACCC may accept the Propdgaahtion if it thinks it
appropriate to do so, having regard to variousematiThe full test is set out in
section 3 of this document.

The ACCC is calling for submissions by interestadips on the Proposed Variation
and has not yet formed a view on the appropriaeeoEARTC’s Proposed Variation.

1.4 Indicative timeline for assessment

Under subsection 44ZZBC(1) of the Act, the ACCC trimake a decision in relation
to an access undertaking application within théogeof 180 days starting at the start
of the day the application was received (referceds ‘the expected period’).

ARTC formally lodged the Proposed Variation witle thCCC on 3 August 2012.

The Act provides for ‘clock-stoppers’, meaning teame days will not count towards
the 180 days of the expected period in certairuoiistances. In particular, the clock is
stopped where:

= the ACCC publishes a notice inviting public subnass in relation to an
undertaking application (subsection 44ZZBD(1));

= the ACCC gives a notice requesting informationelation to an application
(subsection 44ZZBCA(1)); or

= the ACCC and the access provider agree in writiag ¢ertain days are to be
disregarded for the purposes of calculating theeetqul period (subsection
4477BC(4))?

The ACCC is requesting submissions on the Propdaedtion by2 October 2012.
Under subsection 4427ZBD(1), this has the effeadénding the timeframe by which
the ACCC is required to make a decision on the &seg Variation.

Following this consultation period, the ACCC wik bequired to make a decision on
the Proposed Variation 88 February 2013 However, the ACCC notes that in the
case of the current Proposed Variation, a decisiap be made well before this date.

1.5 Consultation

The ACCC published the Proposed Variation on itbsite for stakeholder
consideration on 6 August 2013.

The Proposed Variation has been submitted by ARiT@der to comply with
subsection 13.3 of the June 2011 HVAU. This appibcais the first of two potential
variations that are envisaged under the June 20/ALHNhat relate to the
development and inclusion of a positive performancentive mechanism.

® See section 3 of this Consultation Paper for &mrthformation on these provisions of the Act.




Accordingly, the Proposed Variation relates priyaio the inclusion of a non-TUT
related performance incentive mechanism in the H\&ld the IAHA. The variation
also includes a number of ancillary amendmentsdimatto give effect to the
proposed scheme.

Section 2 of the Consultation Paper highlightsrttaen aspects of the Proposed
Variation which differ from the accepted June 26IMAU. A table is provided at
Appendix A that contains other proposed amendnterttse HVAU and IAHA.

The ACCC requests that any submissions addresxthgat to which the proposed
revisions appropriately address the requiremensgeation 13.3 of the June 2011
HVAU. It is also encouraged that submissions adudties matters listed in subsection
4477A(3) of the Act.

The ACCC'’s current intention is that there willdsingle round of consultation
before the ACCC makes a final decision in relatmthe Proposed Variation.
However, the ACCC may consult further with industry considers there is a need
to do so having regard to the submissions madesiponse to this Consultation
Paper.

1.6 Making a submission

Submissions on ARTC’s Proposed Variation shouldddressed to:
Matthew Schroder
General Manager

Fuel, Transport& Prices Oversight Branch
Australian Competition and Consumer Commission

GPO Box 520
Melbourne Vic 3001

Email: transport@accc.gov.au

1.6.1 Due date for submissions

Submissiongnust be received b October 2012 It is in your interest that the
submission be lodged by this date, as section 44¥@Bhe Act allows the ACCC to
disregard any submission made after this date.

1.6.2 Confidentiality

The ACCC strongly encourages public submission$ed$na submission, or part of a
submission, is marked confidential, it will be pshed on the ACCC’s website and
may be made available to any person or organisapon request.

Sections of submissions that are claimed to beidential should be clearly
identified. The ACCC will consider each claim oindidentiality on a case by case
basis. If the ACCC refuses a request for confiddityi the submitting party will be
given the opportunity to withdraw the submissionvimole or in part.




For further information about the collection, usel @isclosure of information
provided to the ACCC, please refer to the ACCC jralibn“Australian Competition
and Consumer Commission / Australian Energy Regulatormation Policy — the
collection, use and disclosure of informatioavailable on the ACCC website.

1.7 Further Information

The Proposed Variation and other relevant matenelyding supporting submissions
from ARTC and the currently accepted June 2011 HYAld available on the
ACCC's website at the following link:

http://www.accc.gov.au/content/index.phtml/item@4949

Alternatively, go to the ACCC’s homepagenatw.accc.gov.aand follow the links
to ‘For regulated industries’ and ‘Rail’ and ‘ARTHunter Valley Access
Undertaking 2011

Public submissions made during the current proagkalso be posted at this
location.

Background information on the current processudicig an overview of recent
amendments to Part IlIA of the Act, is set outecton 3 of this document.

If you have any queries about any matters raisedisndocument, please contact:

Grant Kari

Assistant Director

Fuel, Transport & Prices Oversight Branch
Phone: +61 3 9290 1807

Email: grant.kari@accc.gov.au

Fax: +61 3 9663 3699
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2 The Proposed Variation

The Proposed Variation seeks to implement the regquénts contained in section

13.3 of the June 2011 HVAU. Subsections 13.3(a)(Bhdequires that ARTC will

conduct a consultation process within 6 monthdiefdommencement of the June
2011 HVAU, after which:

(b) ARTC will in good faith consider the submissignovided within the
specified time and by no later than 12 months fileenCommencement
Date will:

(i) prepare a report addressing options for a prepd performance
incentive scheme having regard to the submissiodscantaining
ARTC'’s proposed variation to the Undertaking tdue its
proposed performance incentive scheme;

(i) provide the report to the ACCC; and

(i) lodge a variation application with the ACCQdersection 44ZZA(7)
of the CCA consistent with the report.

(c) To avoid doubt, the performance incentive s&ander thisection 13.3
may be developed separately from the TUT-relatefpeance incentive
scheme to be developed undection 13.5and is not required to include
performance incentives to the extent they wouldayevith those to be
developed undesection 13.5

Section 13.4 requires that ARTC conduct a reviethefoperation and effectiveness
of the system wide true up test after the comphetibtwo full calendar years
following the commencement of the June 2011 HVAU.

Subsection 13.5(a) requires that, either in pdradiih, or following completion of,
the review of the true up test, ARTC will:

(i) prepare and publish on its website optionsd@roposed
performance incentives scheme which has the obgsctf
encouraging ARTC, through financial reward, to itone its
performance in relation to making Capacity avaiklbr use either
on a contracted or ad hoc basis and balancing thgative
consequences of failing the system wide TUT, todbeded in the
Undertaking

After this, ARTC will conduct a consultation on theoposed TUT-related
performance incentive scheme, and then:

(b) ARTC will in good faith consider the submissipnovided within the
specified time and prepare a report addressingarsifor a proposed
TUT-related performance incentive scheme havingnek¢p the
submissions and containing ARTC’s proposed vartitothe Undertaking
to include its TUT-related proposed performancesimo/e scheme and:

11



(i) may lodge a variation application with the ACQindersection
4477A(7)of the CCA consistent with the report, or if iboses not
to, will set out in the report reasons why it i¢ sabmitting a
variation.

In this section of the Consultation Paper, the AGGE highlighted those aspects of
the Proposed Variation which differ from the aceepdune 2011 HVAU.

2.1 Proposed Positive Performance Incentive Scheme

In its supporting submission to the Proposed ViamatARTC states that while it
recognises ‘the importance placed by users on peédioce incentives that relate to
network and system capacity and coal chain througghfperformance incentives that
relate to capacity and throughput’ will only belljuconsidered’ under the review set
out at section 13.5 of the HVAY.

However, ARTC also notes that despite its view tbansideration of performance
and incentives intended to bring about improvenseméduce failure of the Hunter
Valley coal chain ‘system’ is more a matter fol.:whole-of-coal-chain’ forum’, as
part of the current variation, ARTC has:

proposed to incorporate performance incentives atbNetwork KPIs that
focus on encouraginBARTC] controllable behaviours linked to capacity and
throughput as an interim measure ahead of the moneprehensive
development of these types of performances iretliew

set out in section 13.5, which will ‘be more foced®n capacity utilisatiort”

2.1.1 A summary of the proposed Positive Performance Ince ntive
Scheme

ARTC'’s proposed PPIS consists of substantive andaguential amendments to the
June 2011 HVAU and IAHA.

A summary of the proposed metrics and incentivesmes that make up the PPIS is
provided in section 2 of Schedule D of the Junel28YAU. An expanded version of
this table is set out below:

10 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 11.

1 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 11.

12



Positive Performance Description
Incentive Scheme

Incentive Measures

Additional Capacity Investment | The purpose of the ACIIl is to provide an incentiue ARTC
Innovation Incentive (ACIII) to identify, develop and implement projects intethtte provide
additional capacity which result wholly or parthpf an
innovation that has been identified and developedRTC,
that has not resulted from the installation or aepment of
infrastructure assets arising through capital edjiere.

The ACIII is described isection 2.2of Schedule Dand
endorsed by the Rail Capacity Group (RCG) in acaoced
with section 9of the June 2011 HVAU.

Positive Performance Incentive
Metrics

PPIS Metric 1 PPIS Metric 1 is a measure of Coaithosses caused by
ARTC. This metric measures the percentage of paths
(expressed in terms of tonnage) unavailable oretlettdue to
ARTC cause with reference to total system planneddge.

This is measured as a percentage of cancellectserfor a
quarter determined in accordance vathuse 2.1of Schedule
5 of the Indicative Access Holder Agreement.

PPIS Metric 2 PPIS Metric 2 is a measure of theaichpf temporary speed
restrictions on transit time.

This is measured by determining the minutes ofsitaime
lost on the Network resulting from the impositidit@emporary
speed restrictions for a quarter determined in @znwe with
clause 2.20f Schedule 5of the Indicative Access Holder
Agreement.

PPIS Metric 3 PPIS Metric 3 is a measure of tracility index, which is an
industry standard measure of average geometrinrakgt of
the track across four perspectives.

This track quality index is determined for a quaite
accordance witklause 2.3of Schedule Sof the Indicative
Access Holder Agreement.

Additional Capacity Investment Innovation Incentive

The key amended proposals relating to the defmigiod operation of the ACIII are
set out in new section 2 of Schedule D of the il HVAU.

Amendments are also proposed to section 9 of the 2011 HVAU which give the
RCG the ability to approve amounts under the A@dlpart of the project
endorsement process.

13



Related amendments are also proposed to be maeéetion 4 of the HVAU, which
deals with the Access Pricing Principles, to incogpe the ACIII amount into the
RAB and RAB Floor limit.

This is achieved via the ACIIl amount being inclddes a positive increment into the
formulae in subsections 4.4(a) and (b) of the Rl HVAU. This means that the
increment will flow automatically through the optoa of the Ceiling Limit, loss
capitalisation and unders and overs regime in@edtiof the June 2011 HVAUY.

Positive Performance Incentive Scheme - Metrics

The proposed PPIS metrics 1, 2 and 3 are definedation 2 of Schedule D of the
June 2011 HVAU.

The substantive provisions that set out the meckasfidetermining the metrics are
contained in new Schedule 5 of the IAHA. With refjar each of the three metrics,
the Schedule includes:

= an obligation on ARTC to determine and issue reppan a quarterly basis, in
relation to PPIS metrics 1 to 3 and aggregate gugiincentive amounts. This
reporting obligation is also set out in revisedtisecl3.3 of the June 2011
HVAU;

= adefinition of the metric and the mechanism, tavgédue and upper performance
bound, and a cap as to the incentive amount fdr qaarter; and

® an annual determination at the end of the Contfaar of the total incentive
amount for that yedr’

Clause 5.4A of the IAHA has also been proposed kwkéats out the mechanism by
which the annual incentive amount the Access Haklezquired to pay is
determined. The clause also allows access holdelispute the amount required to
be paid under the provision (cl. 5.4A(f)) and smisthat revenue obtained under the
PPIS will not be included as revenue for the puepafsannual compliance.

Additional proposed amendments to the June 2011 Bi\f&lude: the specification
of the PPIS schedule in the IAHA as a Tier 1 priovisn Schedule A:1; inclusion of
reporting and review mechanisms in relation toRR¢S metrics in sections 13.3 and
13.5; and amendments to Schedule G, requiring ART@ovide relevant
information on the Innovation Incentive Amount @ament of the ACIII and PPIS)
as part of the annual compliance regime.

PPIS metrics and incentive measures to be congidadependently of one another

The individual performance measures are designe®RIC to be independent of
one another. Although ARTC originally sought viefn@m industry in its

12 Ceiling Limit is defined in sections 4.3 and 14flthe June 2011 HVAU.
13 Contract Year is defined in clause 1.1 of the IAHA
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Consultation Document on the proposed measuresmination, including looking
at the weightings that could be applied as paa package, ARTC:

is not convinced that a performance incentive sehshould be based on a
composite of individual measures (weighted or otleg) ... To develop a
composite approach is likely to water down or bréaklinkage between
positive and negative incentives impacting on ffecéveness of the scheme in
meeting stated objectivés.

ARTC propose that the PPIS is to apply from the m@mcement of the calendar year
following approval of the Proposed Variatith.

Questions for comment

= |s the combination of an Additional Capacity Investt Innovation Incentive and
the Positive Performance Incentive Metrics likeyptovide incentives for ARTG
to perform to deliver better outcomes for the aelin, as envisaged by industry
during the assessment of the HVAU?

=  What do you see as the benefits of the proposedidddl Capacity Investment
Innovation Incentive and the Positive Performamzeintive Metrics that will
flow through to the users of the Hunter Valley reekwork?

= |s the combination of an Additional Capacity Investt Innovation Incentive and
the Positive Performance Incentive Metrics likayehcourage ARTC to take
appropriate risks?

= Are the oversight and auditing mechanisms relabritpe development of, and
measurement of, the relevant performance measppesm@iate?

2.1.2 Performance incentive options not included in the P PIS that were
identified in ARTC’s Consultation Document

In its Consultation Document, ARTC flagged two ops that have not been included
in the current Proposed Variation: (i) a positiefprmance incentive mechanism to
improve ARTC’s productivity; and (ii) a positive fiermance incentive mechanism
directly linked to the achievement of safety tasg@t

With regard to the proposed productivity measuf@T& submits that:

stakeholders do not favour a productivity incenfeat least consider it less
important than other incentives) ... Stakeholdeosild seem to value increased

4 ARTC, Optionsfor Positive Performance Incentive Mechanisms —dDtiation Document

December 2011, p. 5; ARTC pfions for Positive Performance Incentive MechasisniNon
True-Up Test — ARTC Report and Proposally 2012, p. 13.
15 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 32.
ARTC, Optionsfor Positive Performance Incentive Mechanisms —sDtiation Document
December 2011, pp. 22 - 40 and pp. 45 - 49.
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throughput as more important than cost of servicARTC recognises that the
option put forward does raise concerns ... butdasaware of many other
satisfactory mechanisms to achieve an outcome wahezeenue ceiling exists.
ARTC is concerned that the very nature of the Revé&immits requiring costs to
be ‘Efficient’ and rewards require outperformandefficient’, will serve to
work against incentives arising from attemptingbtain those rewards.

To this end, ARTC has decided not to incorporgbecaluctivity related
incentive mechanism at this tinié.

In relation to the incentive mechanism raised agmion in ARTC’s Consultation
Document that was linked to safety targets, ART@sdhat it:

now agrees with the view held by some stakehottlatsncentivising ARTC’s
safety performance through an economic model mapenappropriate where
such incentives already exist through the applaratf other forms of
regulation and ARTC’s own corporate values and oesjbilities. ARTC sees
the possibility of unintended consequences arigihgre third parties are
financially rewarding ARTC for performance in retat to safety.

[For this and other reasons] ARTC no longer proposed to incorporate a
positive incentive in relation to safety performariic the PPIS®

Questions for comment

Do you have any comments on ARTC'’s proposal nat¢tude the positive
performance incentive mechanisms that were putdahas potential options in
its Consultation Document in the Proposed Vari&ion

2.1.3 Additional Capacity Investment Innovation Incentive

The objective of the ACIII, as set out in clausef Schedule D of the June 2011
HVAU, is to:

provide an incentive for ARTC to identify, devedmpl implement projects
intended to provide Additional Capacity on the Ne#wvhich result wholly or
partly from an innovation that has been identifeadi/or developed by ARTC.

Characteristics of innovation may include (amongsier things) the creation or
development of better or more effective products;gsses, services,
technologies, or ideas which assists or resulthécreation of Additional
Capacity on the Network that has not resulted ftbeninstallation or
replacement of infrastructure assets arising thito@ppital Expenditure being
incurred by ARTC or a third party.

17
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ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 12.
ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 12.
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The proposed drafting in relation to the determarabf the ACIII is set out in clause
2.2(c) to (e) of Schedule D of the IAHA:

(©)

(d)

If ARTC demonstrates to the RCG that it hasaraailable, or will make
available, Additional Capacity which has:

(i) partially or fully arisen through the innovatioof ARTC; and

(i)  without Capital Expenditure being incurred, arreduced Capital
Expenditure amount being incurred (including wheueh
Capital Expenditure is wholly or partially offsey bxcreased
operating expenditure) (hnovation Project),

the RCG may undesection 9endorse for inclusion in the RAB an
amount (‘innovation Incentive Amount) that will result in ARTC
receiving an incentive payment over the econorfecli the Additional
Capacity.

The Innovation Incentive Amount for an InncsatProject will be
calculated in accordance with the following formyta as otherwise
agreed by ARTC):

L L
NPV ( > (IRIA)) =0.5* NPV (3 (ICHA - ICIA))
[ [
Where:
L is the economic life in years of the InnovationjBct.

IRIA; is the annual payment to ARTC arising from induasof
Innovation Incentive Amount for the Innovation Rijin the annual
roll forward of the RAB Floor Limit as contemplatatdSection 4.4(b),
being applicable Depreciation and a return deteredrby applying a
real, pre-tax Rate of Return in year i.

ICHA, is the capital cost of the Capital Expendituretth@uld have
been incurred on a Prudent basis to initiate, depednd implement
Additional Capacity on the Network that is equivele that arising
from the Innovation Project without innovation ieay i, and includes
any incremental operating expenditure associatdd tiiat Additional
Capacity. Where this is not able to be readily deteed for the
Innovation Project, this amount may be based oratlezage unit cost of
Additional Capacity applying to the next creatidnAalditional Capacity
where the existing level of Capacity is that lé@eelvhich ARTC is
proposing to increase through the Innovation Praj@tis may be
determined having regard to the most recent Huxtdkey corridor
capacity strategy and, where applicable, the mesent relevant and
available cost of Additional Capacity endorsed oy RCG in
accordance wittsection 9 The calculation may be undertaken by
dividing the cost of the next creation of Additib6apacity by the
amount of increased throughput (mT) arising fromut thdditional
Capacity.
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ICIA; is the capital cost of the Capital Expendituretthal be incurred
on a Prudent basis to initiate, develop and implentlee Innovation
Project, and includes incremental operating expamdiassociated with
the Innovation Project in year i.

(e) The Innovation Incentive Amount must be enddogehe RCG or ACCC
in accordance with the industry consultation and@sement process
described irsection 9of the HVAU].

The ACCC understands that under this proposed rdetbgy, ARTC will be able to
include an amount in the RAB (an Innovation Incem#\mount) provided:

it relates to a particular project it identifiesdmvelops (an Innovation Project)
that has not incurred capital expenditure by AR®Ch@s incurred less than
might have otherwise been the case, even wheralpadffset by increased
operating expenditure) that will make Additionalp@aity available (that is, some
or all of the Additional Capacity delivered arigksough innovation rather than
through incurring capital expenditure);

it results in annual payments (depreciation angrng¢tto ARTC with an NPV over
the life of the Innovation Project equal to an amtaup to half the net present
value of the difference between the capital cadunting any incremental
operating expenditure impacts that ARTC would hacerred if ARTC had
provided that Additional Capacity via capital exgiare only and the capital cost
including any incremental operating expenditureantp of the Innovation Project
over the life of the Innovation Project;

it is endorsed by the RCG (or by an independenérxg the ACCC if not
approved by the RCG).

The ACCC notes that the above is a summary. ARTShavided a detailed
description of how the ACIIl mechanism is intendedvork in its supporting
submission to the Proposed Variation.

It is proposed that the ACIII will be incorporatedo the RAB and RAB Floor limit.
The ACIII amount will be included as a positiveri@ment into the formulae in
sections 4.4(a) and (b) of the June 2011 HVAU Heis:

4.4(a) Determination of RAB

RAB start =RAB:1 end=

(1 + RoR) x RAB, start— Out-turn Revenuye + Out-turn Opex; +
[(Net Capexi+ A1) x (1 + 0.5 x RoR)]

where:
llIA¢.1 is the Innovation Incentive Amount payable to ARIhGer

section 2 o5chedule Dduring the preceding year (t-1) on a Prudent
basis excluding Capital Contributions (as applicabl
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4.4(b) RAB Floor Limit
RAB Floor Limitstat = RAB Floor Limity eng=

(1 + CPlk.1) x RAB Floor Limit; start+ Net Capex + HA 1 —
Depreciation

where:

llIA¢1 is the Innovation Incentive Amount payable to ARIhGer

section 2 o5chedule Dduring the preceding year (t-1) on a Prudent

basis excluding Capital Contributions (as applicabl

These changes mean that the increment will flowraatically through the operation
of the Ceiling limit, loss capitalisation and unsl@and overs regime.

The amendments to section 9 of the June 2011 HW#&lGh relate to the industry
consultation process on proposals for additionphcay, provides the RCG with the
ability to approve amounts under the ACIII as duthe project endorsement
process, endorsed by an independent expert, drebkE€CC.

Amounts under the ACIII for a project will be tredton a similar basis to Capital
Expenditure for that project under the project depment and endorsement
mechanism in section 9 of the June 2011 HVAU.

Questions for comment

Is the Additional Capacity Investment Innovatioeéntive mechanism proposec
by ARTC appropriate?

Is it clear from the proposed drafting what typeimfiovation’ will be captured
under the Additional Capacity Investment Innovatiocentive?

Is the role of the RCG / independent expert / AG@€ndorsing an Innovation
Incentive Amount appropriate? Will this provideeffective check and balance?

Is it appropriate that the Innovation Incentive Ambbe included in the RAB thg
will result in ARTC receiving an incentive paymeower the economic life of the
Additional Capacity’? If this approach is not calesied appropriate, what are
alternative approaches?

Are the circumstances in which ARTC is able to liéfi®m an Innovation
Incentive Amount appropriate? For example, shouRTE& be able to benefit
from an Innovation Incentive Amount where it has satisfied its contractual
obligations regarding delivery of contracted paths?

Is the formula for the calculation of the Innovatimcentive Amount appropriate”

i}

2
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2.1.4 The Positive Performance Incentive Scheme - Metrics

The proposed PPIS incorporates performance inanérwound Network KPI's that
focus on encouraging behaviours that are under ARG@htrol, are linked to
capacity, and that are intended to bring about avgments in the operation of, or
reduce failure of, the Hunter Valley coal chainteys

ARTC has developed a data set of performance measurthe Network for each
PPIS Metric. Target values are determined at tfiepgdcentile (expected outcome)
and an upper performance band is established &&thgercentile'®

Relevant definitions to the operation of the PRSiacluded at clause 1.1 of
Schedule 5 of the IAHA. The key definitions are:

QIAC means the applicable Quarterly Incentive Amount Gegermined
by ARTC for each PPIS Metric.

Quarterly Incentive Amounimeans the incentive amount for each PPIS
Metric determined by ARTC each Quarter in accorégawdhclause 1.3of
this Schedule 5

Total Annual Incentive Amountmeans for each Contract Year, the sum of
the Total Quarterly Incentive Amounts (if any) flee PPIS Metrics in that
year.

Total Quarterly Incentive Amounmeans for each Quarter, the sum of the
Quarterly Incentive Amounts (if any) for the PPIStNts in that Quarter.

TV means the applicable target value for each PPI1Siklet

UB means the applicable upper bound for each PPISiMetr

Proposed clauses 1.2 and 3 in Schedule 5 of thélgéds out how ARTC'’s
performance under the PPIS will be measured anuttesp

1.2 Performance assessment
(@) At the end of each Quarter, ARTC will determine:

(i) the PPIS Metrics in that Quarter, as determinedARTC
having regard to the specific characteristics ofle#®PI1S
Metric set out irclause 2of thisSchedule 5and

(i) the Quarterly Incentive Amount for each of PPISrMéd., PPIS
Metric 2 and PPIS Metric 3 calculated in accordanei¢h
clausel.3 of thisSchedule 5;

9 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC Report
and ProposalJuly 2012, p. 38-39.

20



(b) At the end of each Contract Year, ARTC will deteenthe Total
Quarterly Incentive Amount for that year.

1.3 Determination of Quarterly Incentive Amount

The Quarterly Incentive Amount for each PPIS Mdtidetermined as
follows:

(a) if the PPIS Metric for the Quarter is equal to otceeds the TV for that
PPIS Metric, the Quarterly Incentive Amount forttR&®1S Metric will
be deemed to be zero;

(b) if the PPIS Metric for the Quarter is less thanegual to the UB for
that PPIS Metric, the Quarterly Incentive Amounttftat PPIS Metric
will be deemed to be the QIAC for that PPIS Metoic;

(c) if the PPIS Metric is less than the TV for that BRetric and exceeds
the UB for that PPIS Metric, the Quarterly Incemtikmount for that
PPIS Metric will be calculated in accordance wiltetfollowing
formula:

(TV — PPIS Metric)/(TV — UB) x QIAC

3 Provision of PPIS information

(a) Within 40 Business Days of the end of each Quattiei,C will publish
on ARTC'’s website a report setting out:

(i) Each PPIS Metric in that Quarter, as determinedARTC in
accordance with thiSchedule 5and

(i)  the Total Quarterly Incentive Amount for that Qusirt

(b) Within 40 Business Days at the end of each Contfaaer ARTC will
publish on ARTC’s website the Total Annual Incenfimmount for that
year.

Clause 5.4A of the IAHA has also been proposed hvkats out the mechanism under
which the access holder is required to pay thevasleproportion of the annual
incentive amount:

5.4A Calculation of Performance Incentive Amount

(@) Within 45 Business Days of the end of eachncaeyear in which
the Access Holder has an entitlement to Path Usagad rain Path
Schedule, ARTC will determine if there is an ampaygble by the
Access Holder under the Positive Performance Ineer8cheme set
out inSchedule 50 ARTC determined in accordance with the
formulae inclause 5.4A(b)“Performance Incentive Amount”).
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(b)

(©)

(d)

()

(f)

@)

If the Total Annual Incentive Amount > 0, thiba Access Holder is
liable to pay ARTC the Performance Incentive Amegaidulated in
accordance with the following formula:

TAIA x (AHPU /NPU)

Where:

TAIA or Total Annual Incentive Amountmeans for each Contract
Year, the sum of the total quarterly incentive antswalculated in
accordance wittschedule 5

AHPU means for each Contract Year, the sum of the Addekler’'s
total contracted GTK in that year based on the untttbonal Annual
Contracted Path Usages for all Train Paths spedifietheTrain
Path Schedules

NPU means for each Contract Year, the Network’s toteitracted
GTK in that year based on the aggregate numbenobuditional
path usages contracted by all holders of coal ascgghts on the
Network.

Except as required undelause 5.7 the Access Holder is not
required to pay any interest in relation to the féemance Incentive
Amount.

Within 20 Business Days of calculating the Berfance Incentive
Amount undeclause 5.4A(b)ARTC will issue to the Access Holder
an invoice for the Performance Incentive Amountfer previous
Contract Year.

The Access Holder must pay the invoice byatee Of:
() the 21st day of that Month; or
(i) seven days from the date that the invoice reasived.

If the Access Holder disputes the amount oPtdormance
Incentive Amount, it must notify ARTC of that dispunderclause 14
within two weeks of the date of the issue of theioe and the dispute
will be determined by expert determination in ackzorce withclause
14.4 If the Access Holder does not notify ARTC akpude within
this time, it is deemed to have accepted the Padoce Incentive
Amount as accurate and waives any right to makéarCn respect
of the Performance Incentive Amount payable inptiegious
Contract Year.

Any Performance Incentive Amount payable to @Rider this
clause 5.4Awill not be deemed to be revenue received by ARIOC
will not be included for the purpose of annual cdieme with the
pricing principles in the Access Undertaking.
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Questions for comment

Is the PPIS — Metrics mechanism proposed by ARTZaiate?

Does the drafting of clause 1.3 of Schedule 5 efl&HA make it clear how the
Target Value and Upper Bound for each PPIS Metiilcimteract with the
determination of the Quarterly Incentive Amount?

Is the formula for the calculation of the Quartdrigentive Amount where the
PPIS Metric is less than the Target Value, or edsdlee Upper Bound, for each
particular metric clear and appropriate?

Are the reporting requirements contained in cl&isé€ Schedule 5 of the IAHA
and reiterated in section 13.3 of the June 2011 HyVa#ppropriate?

Is the interaction between the provisions setm@ahedule 5 (regarding the
determination of the Quarterly Incentive Amountjlatause 5.4A of the IAHA
(relating to the calculation of the performanceeimttve amount payable by the
access holder) clear and appropriate?

Is the proposed dispute resolution provision inséa5.4A(f) appropriate?

2.1.5 PPIS Metric 1 — Coal Chain Losses — ARTC Cause

PPIS Metric 1 is a measure of Coal Chain Lossesethhhy ARTC. This metric
measures the percentage of paths (expressed is tdéionnage) unavailable or
cancelled due to ARTC cause with reference to stsilem planned tonnage. ARTC
proposes to measure performance against this niietriice purpose of determining
an incentive increment on a quarterly basis.

The proposed drafting in relation to PPIS Metris $et out in clause 2.1 of Schedule
5 of the IAHA:

2.1 PPIS Metric 1 — Coal Chain Losses — ARTC sau

(@) PPIS Metric 1 will be determined by ARTC at the ehéach
Quarter in accordance with the following formula:

ACT/PT
Where:

ACT (ARTC Cancelled Tonnes) means for each Quarter, the
aggregate of the Assumed Tonnes for each ARTC (I=thce
Service in that Quarter

Assumed Tonnemeans:

(@) ifthe ARTC Cancelled Service would have been delda
if it had been operated on the Network, zero; or
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(b)

(©)

(b) otherwise, the difference in tonnes betweendaddd and
unloaded weight specified in [column 6] (“Assumed G
per service”) the relevant Train Path Scheduletfoe
ARTC Cancelled Service

[Drafting Note: “Assumed GT per service” column
reference to be inserted in accordance with thesdsc
Holders Train Path Schedule]

ARTC Cancelled Servicemeans a cancelled service assigned to,
and accepted by, ARTC in the Quarter by the Live Ru
Superintendent Group, as collated and reportedcheyHVCCC,
and which are directly attributable to an act or ission of

ARTC and excludes any cancelled service attribetabivhole

or in part to:

(@ an Availability Exception;
(b)  an act or omission of an Access Holder or @pmt, or

(c) an act or omission of an owner of rail infragtture,
other than ARTC, that is not related to or wected with
the Network including track structures, overmder
track structures, supports, tunnels, bridgégnalling
systems, communication systems and associket p
machinery and equipment.

PT (Planned Tonnes) means the aggregate of the HVCCC's
monthly published total planned tonnage for that(er.

The following TV and UB will apply for PPIS Metfic

PPIS Metric 1 TV UB

Network 0.97% 0.58%

QIAC for PPIS Metric 1 will be determined by ART&Ving
regard to access revenue (based on an averageheahland
average Charge for coal access rights for the Netyvihat
ARTC would have earned through the achievemeihieof t
difference in volume throughput between ARTC’sgperance at
TV and performance at UB in respect of PPIS Metric

ARTC submits that with respect to PPIS Metric 1d&veloped a data set ... showing
performance for the Network covering the periodudam 2010 to June 2012, and
containing 30 observation&’

ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 38.
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ARTC submits that it ‘has adopted an approachithat applied consistently across
all proposed metrics’ which:

= seeks to determine a range of outcomes that excluatéers, and within the
control of ARTC management at the margin (inclunlgsomes that are
achievable without material investment or changenaintenance cost);

= targets values determined at the 50th percentipdeted outcome); and

= establishes an upper performance band at the 7&tbemtile®*

The data set used to determine the target valueigper bound for PPIS Metric 1 is
included in ARTC’s supporting submission, and isaé below:

Figure 1
Coal Chain Losses - ARTC Cause
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It is ARTC’s view that this metric will act as agitive incentive to reduce system
losses caused by ARTC to a level that not only essscapacity is available to meet

contractual entitlements, but results in capao#gdming available for other uses
including ad hoc pattfs.

Questions for comment

Is ARTC’s proposed data set and method of measgoagchain losses (ARTC
cause) appropriate?

2L ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 39.

ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 37.
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= |s the mechanism and formula by which PPIS Metiig tb be determined clear
and appropriate?

= |s the Target Value and Upper Bound for PPIS Métrappropriate, given the
objective of PPIS Metric 1?

® |s the mechanism for determination of the Quartertgntive Amount Cap, and
the cap itself, for PPIS Metric 1 appropriate?

=  How will PPIS Metric 1 benefit ARTC and industry?

2.1.6 PPIS Metric 2 — Transit Time — Impact of Temporary  Speed
Restrictions

PPIS Metric 2 is a measure of the impact of tempyospeed restrictions on transit
time. The transit time impact of temporary speatfrigtions (measured in minutes) is
determined by applying the temporary speed reminstin place on the Network to a
simulation model designed to determine the totaétiost by reference to Indicative
Services subject to each temporary speed restrictio

The proposed drafting in relation to PPIS Metris et out in clause 2.2 of Schedule
5 of the IAHA:

2.2 PPIS Metric 2 — Transit Time — impact of tenary speed restrictions

(@) PPIS Metric 2 will be determined by ARTC & &md of each
Quarter in accordance with the following:

(i) the average for the minutes of transit time los tu
Temporary Speed Restrictions in place on the lagtad
each month calculated by ARTC in that Quarter (fein
the average of 3 values for the Quarter); and

(i) a simulated operation of a reference Indicativevier
over the whole of the Network, (as if all partshe
Network were placed end to end) in accordance thigh
Network Key Performance Indicator, ‘Transit Time —
Infrastructure Practical Capability’, set out in Bedule
D of the Access Undertaking.

Where

Temporary Speed Restrictiomeans a speed restriction applied
by ARTC to the Network during the Quarter, whicHirectly
attributable to the state of repair of the Netwdkminimise the
risk of an incident or accident until the Netwodndoe repaired.
To avoid doubt the following will not be considetede a
Temporary Speed Restriction:
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() a speed restriction that ARTC reasonably applies to
reduce the risk of degradation or damage to theMset
including but not limited to a temporary speed riesbn
imposed as a result of a Force Majeure event which
allows services to recommence on the Network;

(i) a speed restriction that ARTC reasonably applies in
order to carry out major capital works on the Netw;

(i)  a speed restriction that ARTC reasonably appliea as
result of a structural condition arising from prior
operation above original design capacity includimgt
not limited to where a structure is beyond its exait
life; and

(iv)  aspeed restriction that ARTC reasonably retairnsabse
the carrying out of works necessary to remove spatd
restriction is not economic.

(b) The following TV and UB will apply for PPMgetric 2.

PPIS Metric 2 TV UB

Network 14.41

. 9.31 minutes
minutes

(c) The QIAC for PPIS Metric 2 will be determingd ARTC having
regard to:

() areasonable assessméth@impact that a reduction in
transit time on the Network may have on the capgitof
the Network to accommodate increased train patlas an
volume throughput; and

(i) access revenue (based on an averapl haul and
average Charge for coal acceghts for the Network)
that ARTC would have earned thgtothe achievement of
the difference in volume throughipetween ARTC'’s
performance at TV and performaat®B in respect of
PPIS Metric 2.

ARTC submits that with respect to PPIS Metric 2yas ‘developed a data set ...
showing performance for the Network covering theqeeMarch quarter 2009 to the
June quarter 2012, and containing 14 observatiéd®TC also submits that to
‘improve the validity of this assessment, ARTC imde to extend the data set to
include more observations ahead of approval oPfRES.'*

3 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC

Report and Proposaluly 2012, pp. 42-43.
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The data set used to determine the target valuegoer bound for PPIS Metric 2 is
included in ARTC'’s supporting submission, and isaé below:

Figure 2
Transit Time - Impact of Temporary Speed Restrictions
Minutes
40.00
35.00

30.00 # \ /r"

25.00

" ¥ & \
s / % / \
i - . \

. T i E
i

0.00 V
38 8 8 8 8 =8 & 8 o g @ 4 4§ 9
= Arctual Performance — =—Target Value - Upper Bound

It is ARTC’s view that this metric will act as agitive incentive to reduce the impact
of temporary speed restrictions on transit timer tve Network to a level that not
only ensures capacity is available to meet conied@ntitlements, but results in
capacity becoming available for other uses inclgdid hoc path&'

The extent of speed restrictions is materiallyuaficed by weather conditions that are
not within ARTC’s control. ARTC is yet to determiae appropriate approach and
mechanism for adjusting this mechanism for weatbeditions and will consider

refinement ahead of any review of this metric thaly take place under section 13.5
of the June 2011 HVA

Questions for comment

Is ARTC'’s proposed data set and method of meastimgnpact of temporary
speed restrictions appropriate?

Is the mechanism by which PPIS Metric 2 is to bermheined clear and
appropriate?

Is the Target Value and Upper Bound for PPIS M&rappropriate, given the
objective of PPIS Metric 2?

2 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC Report
and ProposalJuly 2012, p. 40.

% ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC Report
and ProposalJuly 2012, p. 41.
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® |s the mechanism for determination of the Quartertgntive Amount Cap, and
the cap itself, for PPIS Metric 2 appropriate?

=  How will PPIS Metric 2 benefit ARTC and industry?

2.1.7 PPIS Metric 3 — Track Condition Measures by Index

PPIS Metric 3 is a measure of track quality inde®I) an industry standard measure
of average geometric alignment of the track acfossperspectives. ARTC have
expressed the view that the relationship betweesnitives to ensure track
condition/alignment and incentives under the TUd lass tangible than those for the
metrics detailed above, which relate more closelyetwork capacity and
throughput®

The proposed drafting in relation to PPIS Metris 3et out in clause 2.3 of Schedule
5 of the IAHA:

2.3 PPIS Metric 3 — Track condition measured bydax

(@) PPIS Metric 3 will be the traglality index TQI) determined
by ARTC at the end of each Quarter:

() in accordance with the applicable key penfi@ance
indicator, ‘Track quality measdrby index’, set out in
Schedule D of the Access Undertaland

(i) will include TQI measurements on each parthe
Network that have been taken ftoenmost recent run of
ARTC'’s AK car (or other similaguepment) during that
Quarter.

(b) The following TV and UB will@yp for PPIS Metric 3

PPIS Metric 3 TV UB

Network 23.07 22.42

(c) The QIAC for PPIS Metric 3 vk determined by ARTC as
one third of one percent of the aggregateess revenue in
respect of all contracted coal accesstsgin the Network
payable by access holders to ARTC.

% ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 44-45.
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ARTC submits that with respect to PPIS Metric 31as ‘developed a data set ...
showing performance for the Network covering theqeeApril/May 2007 to June
2012, and containing 16 observatiofis.’

ARTC also submits that it has ‘taken the targetigalith respect to historical
performance to represent a minimal minimum levetatk condition/alignment to
maintain capability, and the upper bound with respe historical performance to
represent a reasonable level of maintenance whairgenance to achieve a higher
level of track condition/alignment is unnecessaugld plating).”®

The data set used to determine the target valueigper bound for PPIS Metric 3 is
included in ARTC'’s supporting submission, and isaé below:

Figure 3

Track Condition measured by index
TQl
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ARTC notes that track condition/alignment can beéemally influenced by weather
conditions beyond its control. ARTC is yet to detare an appropriate mechanism
for adjusting this mechanism for weather conditiand will consider refinement
ahead of any review of this metric that may takecelunder Section 13.5 of the June
2011 HVAU.?®

Questions for comment

= |s ARTC's proposed data set and method of meastrawagy condition by the
Track Quality Index (TQI) appropriate?

27 ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC

Report and Proposaluly 2012, p. 45.
ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 46.
ARTC, Options for Positive Performance Incentive MechasisnNon True-Up Test — ARTC
Report and Proposaluly 2012, p. 45.
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= |s the mechanism by which PPIS Metric 3 is to bemeined clear and
appropriate?

= |s the Target Value and Upper Bound for PPIS M&rappropriate, given the
objective of PPIS Metric 3?

= |s the mechanism for determination of the Quartertgntive Amount Cap, and
the cap itself, for PPIS Metric 3 appropriate?

=  How will PPIS Metric 3 benefit ARTC and industry?

2.1.8 Miscellaneous Amendments

The Proposed Variation revises the previous versi@ection 13.3 of the June 2011
HVAU as it relates to the development of the non¥Tpgrformance incentive
scheme. These amendments are proposed as thelgedteof the existing provision
will no longer be required if the Proposed Variatis accepted.

The proposed revisions to section 13.3 require ARY @port publicly on each of the
PPIS Metrics identified under the Positive Perfano®lncentive Scheme in section 2
of Schedule D and the Total Annual Incentive Amodis is detailed below:

(@) ARTC will report on its website:

(i) each[of] the PPIS Metrics under the Positive Performanceive
Scheme set out in section 2Sahedule D within 40 Business Days of
the end of each quarter in accordance with ScheBaéthe
Indicative Access Holder Agreement;

(i)  within the 40 Business Days at the end of ezalendar year the Total
Annual Incentive Amount for that year;

(b) ARTC's obligation to report performance undes section 13.3will not arise
until the later of the first full quarter in respeaf which performance is measured
and the end of the first quarter in 2013, this nmeetrat:

(i) ARTC will not report quarterly performance umtD Business Days
after the later of completion of the first full qter in respect of which
performance is measured and the end of the firattquin 2013; and

(i)  ARTC will not report annual performance urdid Business Days after
the end of the 2013 calendar year.

Revisions to section 13.5 of the June 2011 HVAW pl®pose to incorporate a review of the
PPIS, which are intended to occur simultaneoustij thie development of TUT-related
performance incentives.

It is also proposed that Schedule G of the Juné& PDMAU be amended to require ARTC to
provide relevant evidence of any Innovation Incenthmount to assist the ACCC in
performing its annual compliance assessment.
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Finally, it is proposed that Schedule A:1 of theg2011 HVAU be amended to clarify that
the PPIS schedule (and the related amendmentausecb.4A) be included as Tier 1
(mandatory) provisions for all Access Holder agreets for coal access rights.

Questions for comment

= |s the proposed reporting mechanism, and the agsdgpublication obligations,
appropriate?

= Are the proposed amendments to section 13.5, neericm the review of the
PPIS andhe development of the TUT-related performancertiges
appropriate?

= Are the other consequential amendments (as sé& #RTC’s Proposed

Variation and summarised in Appendix A of this Qatetion Paper) appropriate~
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3 Background information

3.1 Legal test for accepting an access undertaking
variation

Under paragraph 44ZZA(7)(b) of the Act, an accessider may withdraw or vary
an access undertaking at any time after it has aeegpted by the ACCC, but only
with the consent of the ACCC.

If the ACCC consents to the variation, the providenrequired to offer third party
access in accordance with the varied access uktgytad\n access undertaking is
binding on the access provider and can be enfarce Federal Court upon
application by the ACC&

Subsection 44ZZA(7) allows the ACCC to consent Wauation of an accepted
access undertaking if it thinks it appropriate ¢oso, having regard to the matters
contained in subsection 44ZZA(3), which are:

the objects of Part IIIA of the A&, which are to:
= promote the economically efficient operation ofe w$ and investment in
the infrastructure by which services are providbedreby promoting
effective competition in upstream and downstrearrketa; and

= provide a framework and guiding principles to errege a consistent
approach to access regulation in each industry;

= the pricing principles specified in section 44ZZ0#the Act;
= the legitimate business interests of the providen® service;

= the public interest, including the public interagshaving competition in markets
(whether or not in Australia);

= the interest of persons who might want to accesseinvice;

= whether the undertaking is in accordance with aess code that applies to the
service; and

= any other matters that the ACCC thinks are relevant
In relation to the pricing principles, section 44ZX of the Act provides that:

» regulated access prices should:

30 section 44773 of the Act.
31 Section 44AA of the Act.

33



= be set so as to generate expected revenue foukated) service that is at
least sufficient to meet the efficient costs ofyptling access to the
regulated service or services; and

= include a return on investment commensurate wighréigulatory and
commercial risks involved; and

= access price structure should:

= allow multi-part pricing and price discriminatiorhen it aids efficiency;
and

= not allow a vertically integrated access provideset terms and conditions
that discriminate in favour of downstream operagjaxcept to the extent
that the cost of providing access to the otheratpes is higher; and

= access pricing regimes should provide incentiveedoce costs or otherwise
improve productivity.

3.2 Timelines for ACCC decisions

Subsection 44ZZBC(1) of the Act provides that tH@G*C must make a decision on
an access undertaking application within the peoioti80 days starting at the start of
the day the application is received (referred ttitesexpected period’). A request
made to the ACCC for the withdrawal or variatioraofaccess undertaking is an
access undertaking application.

3.2.1 Information requests

Subsection 44ZZBCA(1) provides that the ACCC mase@ person a written notice
requesting the person give to the ACCC, withinec#ped period, information of a
kind specified in the notice that the ACCC conssdaiay be relevant to making a
decision on an access undertaking application.
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Appendix A:

Table of changes to HVAU/IAHA

June 2011 HVAU

Original provision

Proposed change

4.4 Regulatory Asset Base

(a) Determination of RAB

RAB; stat=RAB¢.1 end=

(1 + RoR) x RAR; gai— Out-turn Revenye + Out-
turn Opex; + (Net Capey) x (1 + 0.5 x RoR)]

4.4 Regulatory Asset Base

(a) Determination of RAB

RAB; start =RABL.1 eng=

(1 + RoR) x RAR; gian— Out-turn Revenye
+ Out-turn Opey + [(Net Capey; + 1A 1) X
(1 + 0.5 x RoR)]

where:

[IA 1 is the Innovation Incentive Amount
payable to ARTC under section 2 of
Schedule Dduring the preceding year (1
1) on a Prudent basis excluding Capita
Contributions (as applicable).

4.4 Regulatory Asset Base
(b) RAB Floor Limit

RAB Floor Limit; s;x= RAB Floor Limit.; ¢ng=
(1 + CPl.1) x RAB Floor Limit.; start+ Net
Capex,— Depreciatiopy

4.4 Regulatory Asset Base
(b) RAB Floor Limit

RAB Floor Limit; s = RAB Floor Limit.

1end—

(1 + CPl1) x RAB Floor Limit.; start+
Net Capex; + lIA.; — Depreciatiopy

where:

[IA .1 is the Innovation Incentive
Amount payable to ARTC under
section 2 ofSchedule Dduring the
preceding year (t-1) on a Prudent
basis excluding Capital Contributions
(as applicable).

7.2 Overview of framework
(c) Under funding option

7.2 Overview of framework
(c) User funding option

8.1 Hunter Valley corridor capacity
strategy

(c) The Hunter Valley corridor capacity
strategy will include capacity expansion
options which:

(i) include a preliminary high level

assessment of objectives, and an indicativ

cost estimatand benefits;

8.1 Hunter Valley corridor capacity
strategy

(c) The Hunter Valley corridor
capacity strategy will include capacity
expansion options which:

(iii) include a preliminary high level
eassessment of objectives, and an
indicative cost estimate, estimate of
any Innovation Incentive Amount and
indicative benefits;

9.1 Overview
(a) If a Project to provide Additional

9.1 Overview
(@) If a Project (including an
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Capacity is initiated undesection 8and
proceeds to concept assessment, ARTC v
undertake industry consultation in relation
the Project in accordance with tlsisction 9

(c) The objectives of the consultation
process are to:

(i) provide a process for the applicable
industry participants to participate in the
development and management of projects
and to endorse Capital Expenditure incurr
by ARTC in providing Additional Capacity
or incurred in relation to the Network as
Prudent

(d) The depth of analysis and documentat
prepared at each stage of consultation wil
reflect the costbenefits and risks &
project.

vildditional Capacity is initiated unde

eflii) provide a process for the

InnovationProject) to provide

teection 8and proceeds to concept
assessment, ARTC will undertake
industry consultation in relation to th
Project in accordance with this
section 9

(c) The objectives of the consultatio
process are to:

applicable industry participants to
participate in the development and
management of projects and to
endorse Capital Expenditure incurre
doy ARTC in providing Additional
Capacity or incurred in relation to th
Network as Prudent, and any
Innovation Incentive Amount in
providing Additional Capacity as
Reasonable.

(d) The depth of analysis and
documentation prepared at each stg
of consultation will reflect the cost,
any Innovation Incentive Amount,
benefits and risks associated with a
project.

e

d

(4%

ge

9.2 The RCG
(a) ARTC will convene, and conduct,

regular monthly meetings with the RCG forregular monthly meetings with the

the purpose of consulting with applicable
industry representatives and obtaining
endorsement of Capital Expenditure
associated with Additional Capacity or oth
Capital Expenditure on the Network. ART(
will prepare an agenda for meetings and
provide a secretariat. ARTC may seek to
consult or seek endorsement from the RC
outside of regular monthly meetings whereg
ARTC considers this will assist project
development and delivery.

(h) ARTC may elect to continue to the nex
stage of project development without RCG
endorsement. Where this occurs, ARTC n

elect to seek endorsement of the expenditure

from the ACCC in respect of project

eendorsement of Capital Expenditure

9.2 The RCG
(@) ARTC will convene, and conduct

RCG for the purpose of consulting
with applicable industry
representatives and obtaining

Cand any Innovation Incentive
Amount, associated with Additional
Capacity or other Capital Expenditu
Gon the Network. ARTC will prepare
» an agenda for meetings and provide
secretariat. ARTC may seek to
consult or seek endorsement from t
RCG outside of regular monthly
tmeetings where ARTC considers th
5 will assist project development and

aelivery.

(h) ARTC may elect to continue to

e

S

development and delivetyp the extent not

the next stage of project developme
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endorsed by the RCG. Expenditure incurrg

by ARTC on project development or
delivery will be included in the RAB or

expensed when incurred as endorsed by thine ACCC in respect of project

ACCC. ARTC may seek the ACCC'’s

endorsement in advance of, or subsequen

incurring the expenditure.

cavithout RCG endorsement. Where
this occurs, ARTC may elect to seel
endorsement of the expenditure fron

development and delivery, and any
tlitmovation Incentive Amount in
respect of project delivery, to the
extent not endorsed by the RCG.
Expenditure incurred by, and any
Innovation Incentive Amount payabl
to, ARTC on project development of
delivery will be included in the RAB
or expensed when incurred as
endorsed by the ACCC. ARTC may
seek the ACCC'’s endorsement in
advance of, or subsequent to,
incurring the expenditure.

>

e

9.3 Concept assessment

(b) The objective of the Concept Assessm
Report will be to enable a preliminary
assessment of the potential cobtmefits
and risk involved and unless ARTC and th
RCG, HVCCC or an Applicant (as
applicable) agrees otherwise, will include
indicative assessment of:

() project objectives;

(if) broad cost estimates and associated
benefits;

(i) preliminary financial analysis;
(iv) preliminary risk assessment; and

(v) indicative timeframes for the
development and the delivery of the proje

9.3 Concept assessment
efit) The objective of the Concept
Assessment Report will be to enablé
preliminary assessment of the
gpotential costs, any Innovation
Incentive Amount, benefits and risk
amvolved and unless ARTC and the
RCG, HVCCC or an Applicant (as
applicable) agrees otherwise, will
include an indicative assessment of

() project objectives;

(ii) broad cost estimates and
associated benefits;

(iif) broad estimate of any Innovatior
Incentive Amount;

ct(iv) preliminary financial analysis;
(v) preliminary risk assessment; ang
(vi) indicative timeframes for the

development and the delivery of the
project.

9.4 Project Feasibility

(b) Unless ARTC and the RCG agree
otherwise, the project feasibility report will
include:

(i) identification of estimated project costs
(with a +/-20% range)

9.4 Project Feasibility

(b) Unless ARTC and the RCG agre
otherwise, the project feasibility
report will include:

5 (ii) identification of estimated projec

14

L

costs and any Innovation Incentive
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Amount (with a +/-20% range)

9.5 Project Assessment

(b) Unless ARTC and the RCG agree
otherwise, the project assessment report \
include:

(ii) project schedule including time
tolerances and project budget with a+/-10
margin or a larger margin where approprig
for larger projects, an estimate of
contingency supported by risk assessmen|
cost analysis, and basis for contingency;

(d) ARTC may seek formal endorsement
from the RCG to proceed to project
procurement. Endorsement to proceed to
project procurement would include any
variation between the endorsed estimated
cost range identified during project
assessment and the project budget identif
during project feasibility and:

9.5 Project Assessment

(b) Unless ARTC and the RCG agr¢
vidtherwise, the project assessment

report will include:

(iii) project schedule including time
golerances and project budget

iténcluding any Innovation Incentive
Amount) with a+/-10% margin or a

tlarger margin where appropriate for
larger projects, an estimate of
contingency supported by risk
assessment, cost analysis, and bas
for contingency;

(d) ARTC may seek formal
endorsement from the RCG to
proceed to project procurement.
dehdorsement to proceed to project
procurement would include any
variation between the endorsed
estimated cost range and any
Innovation Incentive Amount
identified during project feasibility
and the project budget and any
Innovation Incentive Amount
respectively identified during project
assessment and:

9.6 Project implementation

(a) Procurement

(iif) Where a cost outside of the range, or
contingency endorsed in the project
assessment stage is confirme@dst
Variation”) and/or there is a material
variation from the project schedule
(“Schedule Variatior) undersection
9.4(b)(iii), ARTC will seek the endorsemer
of the RCG for those variations.

(v) If the RCG endorses the Cost Variatiorn
and/or Schedule Variation, ARTC will
proceed with project implementation.

(vi) If the RCG endorses less than the Cog
Variation, or does not endorse the Schedu
Variation, ARTC may refer the matter to a
agreed independent expert for a
determination as to whether the Cost

9.6 Project implementation

(a) Procurement

(iif) Where a cost outside of the rang
or contingency endorsed in the projé
assessment stage is confirme@dst

Variation”) and/or there is a material

variation from the project schedule
(including a material variation to any
itinnovation Incentive Amount)
(“Schedule
Variation”) undersection 9.4(b)(iii)
1 ARTC will seek the endorsement of
the RCG for those variations.

(v) If the RCG endorses the Cost
stVariation and/or Schedule Variation
IARTC will proceed with project
nimplementation.

(vi) If the RCG endorses less than tl

Variation is Prudent or whether the Sched

€,
2Ct

ne

ul@ost Variation, or does not endorse
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Variation is reasonable (having regard to
whether it arose from a matter outside of
ARTC'’s reasonable control or which could
not have been reasonably anticipated by
ARTC), in accordance witkection9.6(d).

(vii) Upon the independent expert
determining on the cost to be taken as
Prudent in accordance wislub section (vi)
(which, to avoid doubt, must take into
account any change in project schedule
which the independent expert considers
reasonable), then subjectdob-section
(viii) , ARTC will proceed with project
implementation regardless of whether the
independent expert determines the full
amount of the Cost Variation as Prudent.

the Schedule Variation, ARTC may
refer the matter to an agreed
independent expert for a
determination as to whether the Cog
Variation is Prudent or whether the
Schedule Variation is reasonable
(having regard to whether it arose
from a matter outside of ARTC’s
reasonable control or which could n
have been reasonably anticipated b
ARTC or in relation to any Innovatio
Incentive Amount if the variation is
Reasonable), in accordance with
section9.6(d).

(vii) Upon the independent expert
determining on the cost to be taken
Prudent or any Innovation Incentive
Amount to be taken as Reasonable
respectively in accordance wishib
section (vi)(which, to avoid doubt,
must take into account any change
project schedule which the
independent expert considers
reasonable), then subjectgob-
section (viii), ARTC will proceed
with project implementation
regardless of whether the independs
expert determines the full amount of
the Cost Variation as Prudent or the
full amount of the Schedule Variatio
in relation to any Innovation Incentiv
Amount as Reasonable.

~t

D

o<

as

2Nt

=)

e

9.6 Project implementation
(b) Project management plan
(i) ARTC will:

(A) finalise the project management plan
developed during project assessment,

including a contract management
plan and operational readiness pla
and provide the finalised project
management plan and project
schedule including time tolerances
and project budgeb the RCG for
endorsement; and

h

(i) Endorsement of the finalised project
management plan would include
endorsement of the project budget and

9.6 Project implementation
(b) Project management plan
(i) ARTC will:

(A) finalise the project
management plan developed
during project assessment,
including a contract
management plan and
operational readiness plan ar
provide the finalised project
management plan and projed
schedule including time
tolerances and project budge
(including any Innovation
Incentive Amount) to the
RCG for endorsement; and

nd

—

s
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schedule for project delivery to be included

in the RAB or expensed in the year incurrg

2iil) Endorsement of the finalised

project management plan would
include endorsement of the project
budget (including any Innovation
Incentive Amount) and schedule for
project delivery to be included in the
RAB or expensed in the year
incurred.

9.6 Project implementation

(c) Project delivery

(iif) Where a variation to the endorsed
project budget or project schedule identifig
atsection 9.5(b)(ii))including contingency
or an endorsed variation sgction 9.6(a)(iii)
or approved by an independent expert at
section9.6(a)(viii), arises the following will

apply:

(A) ARTC will submit a revised project
schedule and/or costing to the RCC
for endorsement having regard to t
prudency of the revised costing ang
the reasonableness of the revised
project schedule but will continue
with project delivery while a
decision in respect of the
endorsement is pending;

5
N
)

(B) the RCG may endorse all or part of
the variation and where the RCG
endorses all of the variation, ARTC
will continue with project delivery;

(C)where the RCG endorses less than
the full variation and/or endorses a
different project schedule, ARTC
may refer the matter to an agreed
independent expert for review in
accordance witlsection 9.6(d)
ARTC will continue with project
delivery while that expert
determination is pending;

(D) the review of the independent expe
will have regard to whether the
variation is Prudent and/or whether
the variation to the project schedule
is reasonable and arose from a ma|
outside of ARTC's reasonable

)

L

2gbroject budget or project schedule

rt

tter

9.6 Project implementation
(c) Project delivery
(iif) Where a variation to the endorse

identified atsection 9.5(b)(iii)

including contingency or any

endorsed Innovation Incentive

Amount, or an endorsed variation at

section 9.6(a)(iii)or approved by an

independent expert aection

9.6(a)(viii), arises the following will

apply:

e

(A) ARTC will submit a revised

project schedule and/or
costing (including any revise
Innovation Incentive Amount
to the RCG for endorsement
having regard to the prudenc
of the revised costing, the
reasonableness of the revise
project schedule and the
Reasonableness of any revig
Innovation Incentive Amount
but will continue with project
delivery while a decision in
respect of the endorsement i
pending;

(B) the RCG may endorse all or
part of the variation and whe
the RCG endorses all of the
variation, ARTC will continue
with project delivery;

the full variation and/or
endorses a different project
schedule (including where th
RCG endorses less than the

(C)if the RCG endorses less than

2d

o

ed
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e

D

full amount of any revised
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control or which could not have beg
reasonably anticipated by ARTC;

Innovation Incentive
Amount), ARTC may refer
the matter to an agreed
independent expert for reviey
in accordance witkection
9.6(d). ARTC will continue
with project delivery while
that expert determination is
pending;

N

expert will have regard to
whether the cost variation is
Prudent and/or whether the
variation to the project
schedule is reasonable (havi
regard to whether it arose
from a matter outside of
ARTC'’s reasonable control o
which could not have been
reasonably anticipated by
ARTC or in relation to any
Innovation Incentive Amount
if the variation is Reasonable

(D) the review of the independent

<

=

9.7 Project close-out

(a) Upon completion of project
implementation, ARTC will provide a
project close-out report for the RCG. Unle
ARTC and the RCG agree otherwise, a
project close-out report will include:

(i) formal acceptance of works;

(ii) outstanding works and if necessary a
completion plan;

(ii) cost report; and
(iv) verification of benefits delivered.

(b) Any Capital Expenditure incurred by
ARTC in providing Additional Capacity tha
is within the cost range, including any
contingency endorsed at the project
assessment stage, or endorsed by the RC
determined by the independent expert at {
project implementation stage, will be taker
as Prudent.

9.7 Project close-out

(a) Upon completion of project
implementation, ARTC will provide &
Unless ARTC and the RCG agree
otherwise, a project close-out report
will include:

(i) formal acceptance of works;

(if) outstanding works and if
necessary a completion plan;

(iii) cost report;

report; and

—t

(v) verification of benefits delivered.

@)rAny Capital Expenditure incurreg
hiey ARTC in providing Additional

1 Capacity that is within the cost rang
including any contingency endorsed
at the project assessment stage, or

sproject close-out report for the RCG|

(iv) any Innovation Incentive Amount

=

D

endorsed by the RCG or determined
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by the independent expert at the
taken as Prudent.

(c) Any Innovation Incentive Amoun
associated with a project in providin
Additional Capacity that is within the
range endorsed at the project
assessment stage, or endorsed by t
RCG or determined by the
independent expert at the project
implementation stage, will be taken
Reasonable.

10.1 User funding option

(c) Subject to ARTC’s agreement, a
Contributor may fund ARTC'’s costs of
providing Additional Capacity:

(ii) by the Contributor reimbursing the
relevant costs as and when they are incur
by ARTC; or

(d) In negotiating a user funding agreemel
a Contributor may elect:

(i) to seek to have some or all of the Proje
costs deemed as Prudent through the Pro
proceeding through the RCG or seeking
ACCC endorsement of the Project costs a
Prudent(in which case ARTC will provide
reasonable cooperation to the Contributor
the Contributor’s cost); and/or

(i) fund the Project without seeking to hav
some or all of the Project costeluded into
the RAB.

(e) The Contributor will recover the capital
cost associated with its funding, in
accordance with the Capital Contribution
Principles as set out section 10.2and the
mechanism for recovery will depend on th
extent to which the Project costs are

endorsed as Prudent either by the RCG or

ACCC.

10.1 User funding option

(c) Subject to ARTC’s agreement, a
Contributor may fund ARTC's costs
and any Innovation Incentive Amoul
of providing Additional Capacity:

réd) by the Contributor reimbursing
the relevant costs as and when they
are incurred by ARTC and any
ninhnovation Incentive Amount upon
commissioning of the Project; or

ctd) In negotiating a user funding
egreement, a Contributor may elect

S(i) to seek to have some or all of the
Project costs deemed as Prudent af
any Innovation Incentive Amount
deemed Reasonable through the

eor seeking ACCC endorsement of t
Project costs as Prudent and any
Innovation Incentive Amount as
Reasonable (in which case ARTC w
provide reasonable cooperation to t

and/or

e(ii) fund the Project without seeking
to have some or all of the Project
costs and any Innovation Incentive
Amount included into the RAB.

(e) The Contributor will recover the
capital cost associated with its
funding, in accordance with the

project implementation stage, will be

Project proceeding through the RCG

Contributor at the Contributor’s cost);

14

as

nd

Capital Contribution Principles as se

—
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out insection 10.; and the
mechanism for recovery will depend
on the extent to which the Project
costs are endorsed as Prudent and
Innovation Incentive Amount
endorsed as Reasonable either by t
RCG or ACCC.

any

10.2 Capital Contribution Principles

(a) The following principles will apply in
relation to the negotiation of a user fundin
agreement between ARTC and a Contribu
to achieve an equitable form of
reconciliation undesection 10.1(f)

(ii) In determining Charges for the relevan
Pricing Zone, ARTC will have regard to:

(C) the Contributor will not achieve
recovery of capital cost associated
with assets funded by a Capital
Contribution {Contributed
Assets”) that exceeds the Rate of
Return.

(c) Where a Capital Contribution is made |
the Contributor, to the extent that the relat

Capital Expenditure is Prudeintaccordance

with section 9of this Undertaking, or
determined as Prudent by the ACCC:

(d) Where a Capital Contribution is made
the Contributor, to the extent that the relat
Capital Expenditure is not Prudent
accordance witkection 9of this
Undertaking, or is not endorsed to be
Prudent by the ACCC:

10.2 Capital Contribution

Principles

j(a) The following principles will
tapply in relation to the negotiation o
a user funding agreement between
ARTC and a Contributor to achieve
an equitable form of reconciliation

I undersection 10.1(f)

(ii) In determining Charges for the
relevant Pricing Zone, ARTC will
have regard to:

(C) the Contributor will not
achieve recovery of capital
cost associated with assets @
any Innovation Incentive
Amount funded by a Capital
Contribution {Contributed
Assets’) that exceeds the Ra
of Return.

DYy
ed

D

(c) Where a Capital Contribution is
pynade by the Contributor, to the exte
ethat the related Capital Expenditure

Prudent and any Innovation Amount

is Reasonable in accordance with

section 9of this Undertaking, or
determined as Prudent or Reasonak
by the ACCC respectively:

(d) Where a Capital Contribution is
made by the Contributor, to the exte
that the related Capital Expenditure
not Prudent or any Innovation
Amount is not Reasonable in
accordance witlsection 9of this

respectively:

Undertaking, or is not endorsed to be
Prudent or Reasonable by the ACCC

=

(e

nt
S
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13.1 Network Key Performance
Indicators

13.1 Network Key Performance
Indicators

(b) ARTC's obligation to report performang

c€b) ARTC's obligation to report
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under thissection 1 will not arise until the
completion of the first full period in respec
of which performance is measured, this
means that:

performance under thgection 13.1

t will not arise until the completion of
the first full period in respect of
which performance is measured, thi
means that:

13.3 Development of non-TUT related
ARTC performance incentives

a) Within six months of the Commenceme
Date, ARTC will:

(i) prepare and publish on its website optic
for a proposed performance incentive
scheme which has the objectives of
encouraging ARTC, through financial
reward, to improve operating, maintenanc
and capital expenditure efficiency, and
achieve desirable safety performance, to |
included in the Undertaking; and

(i) invite submissions from Access Holder
and other stakeholders on the proposed
performance incentive scheme, within a
specified time (which must be not less tha]
weeks from the publication of the options)

(b) ARTC will in good faith consider the
submissions provided within the specified
time and by no later than 12 months from
Commencement Date will:

() prepare a report addressing options for
proposed performance incentive scheme
having regard to the submissions and
containing ARTC’s proposed variation to t
Undertaking to include its proposed
performance incentive scheme;

(ii) provide the report to the ACCC; and

(i) lodge a variation application with the
ACCC undersection 44ZZA(7)of the CCA
consistent with the report.

(c) To avoid doubt, the performance
incentive scheme under thgection 13.3
may be developed separately from the TU
related performance incentigeheme to be
developed undesection 13.5and is not
required to includ@erformance incentives

13.3 ARTC positive performance
incentive scheme
nta) ARTC will report on its website:

(i) each the PPIS Metrics under the
riositive Performance Incentive
Scheme set out in section 2 of
Schedule D within 40 Business Day
of the end of each quarter in
eaccordance with Schedule 5 of the
Indicative Access Holder Agreemen
De

(i) within the 40 Business Days at tt
end of each calendar year the Total
sAnnual Incentive Amount for that
year,

n(6) ARTC's obligation to report
performance under thgection 13.3
will not arise until the later of the firs
full quarter in respect of which
performance is measured and the e

tloé the first quarter in 2013, this mea

that:

di) ARTC will not report quarterly
performance until 40 Business Days
after the later of completion of the
hérst full quarter in respect of which
performance is measured and the e
of the first quarter in 2013; and

(i) ARTC will not report annual
performance until 40 Business Days
after the end of the 2013 calendar
year.

T-

to the extent they would overlap with thosg

1%

\"2J

It.
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to bedeveloped undesection 13..

13.5 Development of TUT-related ARTC
performance incentives

(a) ARTC will either in parallel with, or
following completion of, the TUT Review:

(i) prepare and publish on its website optic
for a proposed performance incentive
scheme which has the objectives of
encouraging ARTC, through financial
reward, to improve its performance in
relation to making Capacity available for u
either on a contracted or ad hoc basis ang
balancing the negative consequences of
failing the system wide TUT, to be include
in the Undertaking; and

(i) invite submissions from Access Holder
and other stakeholders on the proposed

TUT-related performance incentive schem
within a specified time (which must be not
less than 6 weeks from the publication of {
options).

(b) ARTC will in good faith consider the
submissions provided within the specified
time and prepare a report addressing opti
for a proposed TUT-related performance
incentive scheme having regard to the
submissions and containing ARTC’s
proposed variation to the Undertaking to
include its TUT-related proposed
performance incentive scheme and:

(c) If ARTC decides to conduct the
development of a TUT-related ARTC
performance scheme after completion of t
TUT Review, ARTC will complete
developmentof a TUT-related ARTC
performance scheme within 6 months of tk
completion of the TUT Review or such
longer period as required to consider or
address any variations that may be propos
or required by the ACCC.

13.5 Review of the PPIS and

development of TUT-related ARTC

performance incentives

(a) ARTC will either in parallel with,

or following completion of, the TUT
Drieview:

(A) any proposed variation to
se

objective of balancing the

overall PPIS in light of any

and/or improving the overall
effectiveness of the PPIS;

(B) options for any additional
proposed performance
incentives which have the
objectives of encouraging
ARTC, through financial
reward, to improve its
performance in relation to

€,

he

use either on a contracted or
ad hoc basis and balancing t
negative consequences of
failing the system wide TUT,
to be included in the
Undertaking; and

DNS

(i) invite submissions from Access
Holders and other stakeholders on &
proposed variation to the PPIS and
hany options for additional proposed
performance incentives, within a
specified time (which must be not le
n¢han 6 weeks from the publication o
the options).

séd) ARTC will in good faith consider
the submissions provided within the
specified time and prepare a report
setting out any proposed variation tg
the PPIS and addressing any option
for additional proposed performance
incentives having regard to the

(i) prepare and publish on its websitg:

the PPIS that would have the

additional proposed incentive

making Capacity available for

S

ANy

i

)]
S

submissions and:
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(c) If ARTC decides to conduct a
review under thisection 13.5after
completion of the TUT Review,

ARTC will complete the review unde
this section 13.5within 6 months of

such longer period as required to

consider or address any variations t
may be proposed or required by the
ACCC.

14.1 Definitions
“Capital Contribution ” means a direct

payment other than by way of a Charge by

an Applicant or Access Holder in connecti
with Capital Expenditure undertaken by
ARTC, paid up-front or over a period of

time. Where a Capital Contribution is to be

paid over a period of more than one year,
value of the Capital Contribution may be

represented as a single amount determing
on a net present value basis by applicatiof

the relevant form of the Rate of Return;

14.1 Definitions

“Capital Contribution ” means a
y direct payment other than by way of
o@harge by an Applicant or Access
Holder in connection with Capital
Expenditure undertaken by ARTC o
> any Innovation Incentive Amount,

Where a Capital Contributionisto b
2¢paid over a period of more than one
nyear, the value of the Capital

Contribution may be represented as
single amount determined on a net

the relevant form of the Rate of
Return;

tipaid up-front or over a period of time

present value basis by application of

No previous definitions.

Ifinovation Incentive Amount” has
the meaning given isection 2.2of
Schedule D

“Innovation Project” has the
meaning given irsection 2.2of
Schedule D

“Positive Performance Incentive
Scheme or PPIS means the positive
performance incentive scheme
described irsection 2.1of Schedule
D;

“PPIS Metric” means each of PPIS
Metric 1, PPIS Metric 2 and PPIS
Metric 3 as defined in clause 2 of
Schedule 5 of the Indicative Access
Holder Agreement and included in
section 2of Schedule D

“Prudent” meansin relation to Capital

Expenditure, capital and renewals projects

identified, and expenditure incurred, that is

“Prudent” means

D

5:(a) in relation to Capital Expenditure

46
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(a) taken as prudent in accordance with
section 9.7(b) and

(b) otherwise, prudent having regard to:

(i) need to meet market demand fot
Capacity and performance of the
Network, or the need to extend the
economic life of the Network;

(i) whether the scope of works is
consistent with that identified in the
Hunter Valley corridor capacity
strategy, where applicable, current
at the Commencement Date or as
varied from time to time;

(iif) what is considered to represent
an efficient means to achieve that
demand or extend that economic i

(iv) what is consistent with existing
standard and configuration of
adjacent and/or existing
infrastructure with similar utilisation
and market requirements, or its
modern engineering equivalent;

(v) expenditure incurred efficiently
in implementing the project, where
efficient costs will reflect the costs
incurred by a prudent service
provider on an Efficient basis;

(vi) adjustments in relation to the
timing of commencement and/or
commissioning of projects;

(vii) the importance to the industry ¢
anticipated timing for completion of
projects having regard to the impag
on Coal Chain Capacity and

commercial arrangements; and

(viii) where applicable, support by
the relevant industry participants;

as economic life of the Network;

e; where applicable, current as

Df efficiently in implementing

~—+

capital and renewals projects
identified, and expenditure incurred,
that is:

() taken as prudent in accordance
with section 9.7(b) and

(i) otherwise, prudent having regarg
to:

(A) need to meet market
demand for Capacity and
performance of the Network,
or the need to extend the

(B) whether the scope of
works is consistent with that
identified in the Hunter Valley
corridor capacity strategy,

the Commencement Date or
varied from time to time;

(C) what is considered to
represent an efficient means
achieve that demand or extel
that economic life;

(D) what is consistent with
existing standard and
configuration of adjacent
and/or existing infrastructure
with similar utilisation and
market requirements, or its
modern engineering
equivalent;

(E) expenditure incurred
the project, where efficient

costs will reflect the costs
incurred by a prudent service

provider on an Efficient basis|

(F) adjustments in relation to
the timing of commencement
and/or commissioning of
projects;

as

to
nd
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(G) the importance to the
industry of anticipated timing
for completion of projects
having regard to the impact @
Coal Chain Capacity and
commercial arrangements; a

(H) where applicable, suppor
by the relevant industry
participants; and

(b) in relation to an Innovation
Incentive Amount under section 2 of
Schedule D

an amount that is:

(i) taken as reasonable in accordancg

with section 9.7(c); and

(ii) otherwise, Reasonable.

n

No previous definitions

Reasonabl” means in relation to ar
Innovation Incentive Amount, an
amount that is reasonable, having
regard to (amongst other things):

(a) the extent of any innovation that
attributed to ARTC, as opposed to
other parties;

(b) ICHA and ICIA contemplated in
section 2 ofSchedule Din the
context of the extent of the role
innovation played in delivering the
benefits of the Additional Capacity
created through an Innovation Proje
and

(c) the extent, considered at the timg
to which the Additional Capacity
created through the Innovation Projé
ICIA in accordance with section 2 of
Schedule Dmay not be available for
utilisation by the industry over the
economic life of the Additional
Capacity; and

(d) the incentive to pursue innovatio
in light of reasonable development
and implementation costs.

is

Ct;

1%

2Ct
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“Total Annual Incentive Amount

has the meaning given in Schedule b

of the

Indicative Access Holder Agreement;

SCHEDULE A:1 - Elements of Coal

Access Agreements

Tier 1 (mandatory) provisions for all
Access Holder Agreements for Coal
Access Rights*:

8 IAHA Clause 5.4: Calculation of TOP
Rebate anéd-Hoc Charge Rebate

SCHEDULE A:1 - Elements of

Coal Access Agreements
Tier 1 (mandatory) provisions for
all Access Holder Agreements for
Coal Access Rights*:

8 IAHA Clause 5.4: Calculation of

TOP Rebate, Ad-Hoc Charge Rebate

and Performance Incentive Amount

Not previously included

24 IAHA Schedule 5: Positiv
Performance Incentive Scheme

SCHEDULE D - Performance Measurement and

Incentives

Not previously included

2. Positive Performance Incentive Scheme (“PPIS”)

2.1 Overview

The PPIS consists of the following metrics and mtise® measures:

Positive Description
Performance
Incentive Scheme

Positive Performance
Incentive Metric

PPIS Metric 1 The percentage of cancelled senfarea quarter determined in accordance wit
clause 2.1 of Schedule 5 of the Indicative Acceskler Agreement.

PPIS Metric 2 The minutes of transit time lost ba Network resulting from the imposition of
temporary speed restrictions for a quarter detexchin accordance with clause
2.2 of Schedule 5 of the Indicative Access Holdgre®ment.

PPIS Metric 3 The track quality index for a quadetermined in accordance with clause 2.3
of Schedule 5 of the Indicative Access Holder Agreat.

Incentive Measures

Incentive

Additional Capacity The Additional Capacity Investment Innovation Incemtdescribed isection 2.:
Investment Innovation | of this Schedule Dand endorsed by the RCG in accordance geétttion 9

2.2 Additional Capacity Investment Innovation Incertive

Overview

49



(a) The objective of the Additional Capacity Invasnt Innovation Incentive is to
provide an incentive for ARTC to identify, develapd implement projects intended
to provide Additional Capacity on the Network whigsult wholly or partly from an
innovation that has been identified and/or develdpe ARTC.

(b) Characteristics of innovation may include (agstrother things) the creation or
development of better or more effective productscesses, services, technologies,
or ideas which assists or results in the creatiokddlitional Capacity on the

Network that has not resulted from the installabomeplacement of infrastructure
assets arising through Capital Expenditure beingried by ARTC or a third party.

Determining the Innovation Incentive Amount

(c) If ARTC demonstrates to the RCG that it has enavhilable, or will make
available, Additional Capacity which has:

(i) partially or fully arisen through the innovati@f ARTC; and

(i) without Capital Expenditure being incurred,areduced Capital
Expenditure amount being incurred (including whareh Capital
Expenditure is wholly or partially offset by incszal operating expenditure)
(“Innovation Project”),

the RCG may undesection 9endorse for inclusion in the RAB an amount
(“Innovation Incentive Amount”) that will result in ARTC receiving an incentive
payment over the economic life of the Additionap@aity.

(d) The Innovation Incentive Amount for an InnoweatiProject will be calculated in
accordance with the following formula (or as othisewagreed by ARTC):

L L
NPV ( Y (IRIA}) =0.5* NPV (3 (ICHA; - ICIA) )
[ [
Where:
L is the economic life in years of the InnovationjEct.

IRIA i is the annual payment to ARTC arising from inabumsof Innovation
Incentive Amount for the Innovation Project in grenual roll forward of the
RAB Floor Limit as contemplated at Section 4.4{®ing applicable
Depreciation and a return determined by applyingah pre-tax Rate of
Return in year i.

ICHA  is the capital cost of the Capital Expenditurd thauld have been
incurred on a Prudent basis to initiate, develapierplement Additional

Capacity on the Network that is equivalent to #raing from the Innovation
Project without innovation in year i, and incluges/ incremental operating
expenditure associated with that Additional CagacWhere this is not able
to be readily determined for the Innovation Prqjéus amount may be based
on the average unit cost of Additional Capacitylgipg to the next creation
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of Additional Capacity where the existing level@dpacity is that level to
which ARTC is proposing to increase through theolration Project. This
may be determined having regard to the most rddenter Valley corridor
capacity strategy and, where applicable, the nexsint relevant and availab
cost of Additional Capacity endorsed by the RC@adnordance witlection
9. The calculation may be undertaken by dividing ¢bst of the next
creation of Additional Capacity by the amount afrieased throughput (mT)
arising from that Additional Capacity.

ICIA i is the capital cost of the Capital Expenditured thidl be incurred on a
Prudent basis to initiate, develop and implemeatitimovation Project, and

includes incremental operating exp
Project in year i.

(e)The Innovation Incentive Amount must
accordance with the industry consultation
section 9

enditure assettiaith the Innovation

be endolsethe RCG or ACCC in
and eswloent process described in

SCHEDULE G - Annual
Compliance Assessment -
information provision and timing

2. Information to be provided by ARTC

ARTC will provide the following
information as a minimum to the ACCC in
order for the ACCC to carry out its
assessment undsection 4.100f this
Undertaking:

(b) documentation demonstrating ARTC'’s
compliance with the annual RAB and RAB
Floor

Limit roll forward as set out atection 4.4of
this Undertaking, including:

(iv) evidence of any endorsement by the
RCG of any proposed Capital Expenditure
where relevant;

(v) evidence of disposals value including
any endorsement by the RCG of any
proposed disposals, and where possible,
appropriate references to the Booz Allen
Hamilton DORC database which establish
the regulatory asset base value as at 1 Ju
1999, and any references to the depreciat
optimised replacement cost in relation to
assets in Segments not ascribed a regulat
asset value in accordance with the NSW R

SCHEDULE G - Annual
Compliance Assessment -
information provision and
timing

2. Information to be provided by
ARTC

ARTC will provide the following
information as a minimum to the
ACCC in order for the ACCC to carr]
out its assessment undsction 4.10
of this Undertaking:

(b) documentation demonstrating
ARTC’s compliance with the annual
RAB and RAB Floor

Limit roll forward as set out at
section 4.4of this Undertaking,
including:

(iv) evidence of any endorsement by
the RCG of any proposed Capital
Expenditure and any Innovation
Incentive Amount where relevant;

e@) evidence of any Innovation
IMncentive Amount in respect of any
Efhnovation Project determined in
accordance with section 2 of

OF¢hedule D
Rail

51
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Access Undertaking in force at the time
immediately preceding the Commenceme
Date of this Undertaking, and approved by
the ACCC from time to time, and
demonstrating adjustments to derive the
current value of disposals;

(vi) the spreadsheet or other models
underlying calculations (not for publication

(vii) the name, address, contact details
(including email address) of stakeholders
considered by ARTC to be relevant
Applicants and Access Holders and other
parties consulted regarding compliance
matters. This is to include a contact at
CEO/Executive level for the purpose of an
ACCC letter and a regular operational
contact for email notification. Where a
stakeholder identified by ARTC is not a
relevant Applicant or Access Holder, ART
will indicate their relationship with ARTC
and/or their interest in ARTC’s compliance
for instance: end user, industry advocate,
This information is not provided for
publication.

(vi) evidence of disposals value
nincluding any endorsement by the
RCG of any proposed disposals, an
where possible, appropriate referen
to the Booz Allen Hamilton DORC
database which established the
regulatory asset base value as at 1
July 1999, and any references to thg
)depreciated optimised replacement
cost in relation to assets in Segmen
not ascribed a regulatory asset valu
in accordance with the NSW Rail
Access Undertaking in force at the
time immediately preceding the
Commencement Date of this
Undertaking, and approved by the
ACCC from time to time, and

the current value of disposals;

C(vii) the spreadsheet or other model
underlying calculations (not for

2, publication);

etc.
(viii) the name, address, contact
details (including email address) of
stakeholders considered by ARTC t
be relevant Applicants and Access
Holders and other parties consulted
regarding compliance matters. This
to include a contact at CEO/Executi
level for the purpose of an ACCC
letter and a regular operational
contact for email notification. Where
a stakeholder identified by ARTC is
not a relevant Applicant or Access
Holder, ARTC will indicate their
relationship with ARTC and/or their
interest in ARTC’s compliance, for
instance: end user, industry advoca
etc. This information is not provided

demonstrating adjustments to derive

Ces

A} %4

4%
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is

€,

for publication.

IAHA
Original provision Proposed change
1 Definitions and Interpretation | 1 Definitions and Interpretation

1.1 Definitions 1.

No previous definition

1 Definitions

Positive Performance Incentive
Schememeans the positive performanc

D
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TOP Chargesmeans the take or pay
charges for the Train Paths as determir
underclause 1.1of Schedule 3

No previous definition

metrics included irschedule !,

TOP Chargesmeans the take or pay
@tharges for the Train Paths as determir
underclause 3.1of Schedule 3

Total Quarterly Incentive Amount has
the meaning given iBchedule %

ned

5 Charges and payment
NoO previous provision

5 Charges and payment

5.4A Calculation of Performance
Incentive Amount

(a) Within 45 Business Days of the end

each calendar year in which the Access

Holder has an entitlement to Path Usag
in a Train Path Schedule, ARTC will

determine if there is an amount payable

by the Access Holder under the Positiv
Performance Incentive Scheme set out
Schedule 50 ARTC determined in
accordance with the formulae ¢lause
5.4A(b) (“Performance Incentive
Amount”).

(b) If the Total Annual Incentive Amoun
> 0, then the Access Holder is liable to
pay ARTC the Performance Incentive

of

es

D

. (D

Amount calculated in accordance with the

following formula:
TAIA x (AHPU /NPU)
Where:

TAIA or Total Annual Incentive
Amount means for each Contract Year,
the sum of the total quarterly incentive
amounts calculated in accordance with
Schedule 5

AHPU means for each Contract Year, t
sum of the Access Holder’s total
contracted GTK in that year based on t
unconditional Annual Contracted Path

he

ne

Usages for all Train Paths specified in the

Train Path Schedules

NPU means for each Contract Year, the

Network’s total contracted GTK in that

year based on the aggregate number o

unconditional path usages contracted b

f
y

5

3



all holders of coal access rights on the
Network.

(c) Except as required unddause 5.7

the Access Holder is not required to pay

any interest in relation to the Performar
Incentive Amount.

(d) Within 20 Business Days of
calculating the Performance Incentive
Amount undeclause 5.4A(b) ARTC

will issue to the Access Holder an invoi
for the Performance Incentive Amount
for the previous Contract Year.

(e) The Access Holder must pay the
invoice by the later of:

() the 21st day of that Month; or

(f) If the Access Holder disputes the
amount of the Performance Incentive
Amount, it must notify ARTC of that
dispute undeclause 14within two weeks
of the date of the issue of the invoice a
the dispute will be determined by exper
determination in accordance witltause
14.4 If the Access Holder does not noti
ARTC of a dispute within this time, it is
deemed to have accepted the Performa
Incentive Amount as accurate and waiy
any right to make a Claim in respect of
the Performance Incentive Amount
payable in the previous Contract Year.

(g9) Any Performance Incentive Amount
payable to ARTC under thidause 5.4A
will not be deemed to be revenue
received by ARTC and will not be
included for the purpose of annual
compliance with the pricing principlés
the Access Undertaking.

ce

ce

(if) seven days from the date that

the invoice was received.

—

fy

Ance
es

No Previous Provision

Schedule 5 - Positive Performance Incentive Scher(i®PIS”)
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1 PPIS
1.1 Definitions
For the purpose of this Schedule:

PPIS Metric means each of PPIS Metric 1, PPIS Metric 2 and RRA®ic 3 set out

in clause 2of this Schedule 5and included in Schedule D of the Access Undertaki

PPIS Metric 1 means the percentage of cancelled services forat€)uetermined
by ARTC in accordance wittlause 2.1of this Schedule 5

PPIS Metric 2 means the minutes of transit time lost on the Netwesulting from
the imposition of temporary speed restrictionsd@uarter determined by ARTC in
accordance witkllause 2.20f this Schedule 5

PPIS Metric 3 means the track quality index for a Quarter deteeaiiby ARTC in
accordance witklause 2.3of this Schedule 5

QIAC means the applicable Quarterly Incentive Amount @etermined by ARTC
for each PPIS Metric.

Quarterly Incentive Amount means the incentive amount for each PPIS Metric
determined by ARTC each Quarter in accordance el@hse 1.3of this Schedule 5

Total Annual Incentive Amount means for each Contract Year, the sum of the T
Quarterly Incentive Amounts (if any) for the PPIS&tkics in that year.
Total Quarterly Incentive Amount means for each Quarter, the sum of the
Quarterly Incentive Amounts (if any) for the PPI&tkics in that Quarter.
TV means the applicable target value for each PPISidViet
UB means the applicable upper bound for each PPISdVetr
1.2 Performance assessment
(a) At the end of each Quarter, ARTC will determine
(i) the PPIS Metrics in that Quarter, as determibgd@RTC having regard to
the specific characteristics of each PPIS Metrioséinclause 2of this
Schedule5; and
(i) the Quarterly Incentive Amount for each of BRVletric 1, PPIS Metric 2
and PPIS Metric 3 calculated in accordance wiituse 1.3of this Schedule
S5

(b) At the end of each Contract Year, ARTC willehetine the Total Quarterly
Incentive Amount for that year.

In

otal

1.3 Determination of Quarterly Incentive Amount
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The Quarterly Incentive Amount for each PPIS Megidetermined as follows:

(a) if the PPIS Metric for the Quarter is equabtexceeds the TV for that PPIS
Metric, the Quarterly Incentive Amount for that BRVetric will be deemed to be
zero;

(b) if the PPIS Metric for the Quarter is less tloarequal to the UB for that PPIS
Metric, the Quarterly Incentive Amount for that BRVetric will be deemed to be th
QIAC for that PPIS Metric; or

(c) if the PPIS Metric is less than the TV for tRRIS Metric and exceeds the UB f
that PPIS Metric, the Quarterly Incentive Amountttwat PPIS Metric will be
calculated in accordance with the following formula

(TV — PPIS Metric)/(TV — UB) x QIAC

2 Determination of PPIS Metric
2.1 PPIS Metric 1 — Coal Chain Losses — ARTC cause

(a) PPIS Metric 1 will be determined by ARTC at #ral of each Quarter in
accordance with the following formula:

ACT/PT
Where:

ACT (ARTC Cancelled Tonnes) means for each Quarteradgigeegate of the
Assumed Tonnes for each ARTC Cancelled ServickahQuarter
Assumed Tonnesneans:

(a) if the ARTC Cancelled Service would have beeloaded if it had been
operated on the Network, zero; or

(b) otherwise, the difference in tonnes betweeridhded and unloaded
weight specified in [column 6] (“Assumed GT pensee”) the relevant Train
Path Schedule for the ARTC Cancelled Service

[Drafting Note: “Assumed GT per service” column refece to be
inserted in accordance with the Access HoldersimTRath Schedule]

ARTC Cancelled Servicemeans a cancelled service assigned to, and
accepted by, ARTC in the Quarter by the Live RupeSuntendent Group, as
collated and reported by the HVCCC, and which anmectly attributable to an
act or omission of ARTC and excludes any cancedgdice attributable in
whole or in part to:

(a) an Availability Exception;

DI
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(b) an act or omission of an Access Holder or Operar

(c) an act or omission of an owner of rail infrasture, other than ARTC, that
is not related to or connected with the Networkuding track structures, ove
or under track structures, supports, tunnels, ksdgignalling systems,
communication systems and associated plant, magtamel equipment.

=

PT (Planned Tonnes) means the aggregate of the HVC@Grghly
published total planned tonnage for that Quarter.

(b) The following TV and UB will apply for PPIS Mt 1.

PPIS Metric 1 TV uB

Network 0.97% 0.58%

(c) QIAC for PPIS Metric 1 will be determined by AR having regard to access
revenue (based on an average coal haul and av€regge for coal access rights for
the Network) that ARTC would have earned throughabhievement of the
difference in volume throughput between ARTC'’s perfance at TV and
performance at UB in respect of PPIS Metric 1.

2.2 PPIS Metric 2 — Transit Time — impact of tempoary speed restrictions

(a) PPIS Metric 2 will be determined by ARTC at #ral of each Quarter in
accordance with the following:

(i) the average for the minutes of transit time hse to Temporary Speed
Restrictions in place on the last day of each meatbulated by ARTC in that
Quarter (being the average of 3 values for the @raiand

(ii) a simulated operation of a reference Indicat8ervice over the whole of
the Network, (as if all parts of the Network wetaged end to end) in
accordance with the Network Key Performance Indicat ransit Time —
Infrastructure Practical Capability’, set out irh®dule D of the Access
Undertaking.

Where

Temporary Speed Restrictionmeans a speed restriction applied by ARTG to
the Network during the Quarter, which is directtiributable to the state of
repair of the Network, to minimise the risk of acident or accident until the
Network can be repaired. To avoid doubt the follogwvill not be considered
to be a Temporary Speed Restriction:

(i) a speed restriction that ARTC reasonably apgpitereduce the risk of
degradation or damage to the Network includingrtmitlimited to a
temporary speed restriction imposed as a resuatrairce Majeure event
which allows services to recommence on the Network;

57



(ii) a speed restriction that ARTC reasonably agspln order to carry out
major capital works on the Network;

(i) a speed restriction that ARTC reasonably a&phs a result of a structural
condition arising from prior operation above orgjidesign capacity
including but not limited to where a structure &ybnd its economic life; and

—

(iv) a speed restriction that ARTC reasonably retdiecause the carrying ou
of works necessary to remove that speed restrigtiant economic.

(b) The following TV and UB will apply for PPIS Mt 2.

PPIS Metric 2 TV uB

Network 14.41 minutes 9.31 minuteg

(c) The QIAC for PPIS Metric 2 will be determinegd ARTC having regard to:

(i) a reasonable assessment of the impact thatuetien in transit time on the
Network may have on the capability of the Netwarlatcommodate
increased train paths and volume throughput; and

(ii) access revenue (based on an average coabhdwdverage Charge for caal
access rights for the Network) that ARTC would haaened through the
achievement of the difference in volume throughpmtiveen ARTC'’s
performance at TV and performance at UB in respEBIPIS Metric 2.

2.3 PPIS Metric 3 — Track condition measured by indx

(a) PPIS Metric 3 will be the track quality indek{l ) determined by ARTC at the
end of each Quarter:

(i) in accordance with the applicable key perforoemdicator, ‘Track quality
measured by index’, set out in Schedule D of thee&s Undertaking; and

(if) will include TQI measurements on each parthef Network that have been
taken from the most recent run of ARTC’s AK car @tiner similar
equipment) during that Quarter.

(b) The following TV and UB will apply for PPIS Mt 2.

PPIS Metric 3 TV uB

Network 23.07 22.42

(c) The QIAC for PPIS Metric 3 will be determinegd ARTC as one third of one
percent of the aggregate access revenue in respaicontracted coal access rights
on the Network payable by access holders to ARTC.
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3 Provision of PPIS information

(a) Within 40 Business Days of the end of each @uaARTC will publish on
ARTC’s website a report setting out:

(i) each PPIS Metric in that Quarter, as determiong@RTC in accordance
with this Schedule % and

(ii) the Total Quarterly Incentive Amount for thQuarter.

(b) Within 40 Business Days of the end of each @attYyear ARTC will publish on
ARTC'’s website the Total Annual Incentive Amount tbat year.
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