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Glossary

Capitalised terms used in this paper and not listédis glossary are terms as defined
in section 14.1 of the accepted Hunter Valley Asddsdertaking (29 June 2011),
available on the ACCC'’s website.

ACCC
ARTC
Asciano

consist

Coal & Allied

December 2011 Proposed
Variation

draft revision(s)

Final Indicative Service

gtkm

Hunter Valley Rail Network

HVCCC
HVAU

Idemitsu

Initial Indicative Access
Charges
Initial Indicative Services

Interim Indicative Access
Charges

Initial Period

Interim Services

IPART
June 2011 HVAU

kgtkm

Australian Competition and Consumer Commission
Australian Rail Track Corporation
Asciano Ltd

A train ‘consist’ is the group of cars (iming wagons and
locomotives) which make up the train

Coal & Allied Industries Ltd

ARTC'’s previous proposed variation to the June 2011
HVAU in relation to the Initial Indicative Service,
submitted on 2 December 2011

Draft revised versions of the HY fsrovided by ARTC to
the ACCC on 8 March 2012 and 18 July 2012

The services to be deteettiby ARTC in accordance with
section 4.18 of the Revised Variation

Gross tonne kilometres

The rail network in thinter Valley owned and operated
by ARTC and covered by the HVAU

Hunter Valley Coal Chain Coordinator

Hunter Valley Access Undertaking prescribing
arrangements for access to ARTC’s Hunter Valley Rai
Network.

Idemitsu Australia Resources Pty Ltd

Charges proposed by ARTC to apply to the Initial
Indicative Services

Those services propasefibrm the Initial Indicative
Services under section 4.17 of the Revised Vanatio

Charges for the Interim Indicative Services to be
determined by ARTC in accordance with subsectid® 6f
the HVAU.

The period during which the Initladicative Services and
Initial Indicative Access Charges will apply, adided in
the Revised Variation.

Those services forming the Intdndicative Services
under the June 2011 HVAU

Independent Pricing and Regulatory Tribunal

The Hunter Valley Access UndertgKiHVAU) accepted
by the ACCC on 29 June 2011

Thousand gross tonne kilometres



NCIG

NPC

NSWMC
Peabody

PN

PWCS

QR National
Revised Variation

Xstrata
TOP
Track Capacity

Whitehaven
Yancoal

Newcastle Coal Infrastructure Group
Newcastle Port Corporation

New South Wales Minerals Council
Peabody Energy Australia Pty Ltd

Pacific National

Port Waratah Coal Services

QR National Ltd

ARTC's variation to the June 2HVAU in relation to the
Initial Indicative Service, submitted on 7 Septemp@12
and accepted by the ACCC on 17 October 2012

Xstrata Coal (NSW) Pty Ltd
Take or pay

The capacity of the Hunter Valleyl Ritwork (defined in
the HVAU as ‘Capacity’).

Whitehaven Coal Ltd
Yancoal Australia Pty Ltd



Summary

Decision

The Australian Competition and Consumer CommisédCC) decided, on

17 October 2012, to consent to Australian Rail Ki@orporation’'s ARTC’s)

7 September 2012 application to vary the June Pairiter Valley Access
Undertaking June 2011 HVAU) to implement the Initial Indicative Service and
associated Initial Indicative Access Charges Reeised Variation).

The ACCC has made the decision to consent to #riation under
subsection 44ZZA(7) of theompetition and Consumer A2010 (Cth) the Act)
having regard to the matters listed in subsectiatZA\(3) of the Act.

Purpose of the requirement for ARTC to submit thariation

The purpose of the requirement in section 4.1 heflune 2011 HVAU for ARTC to
submit the variation the subject of this decis®itoi contribute to achieving the most
efficient utilisation of Coal Chain Capacity in thieinter Valley based on existing
Hunter Valley Coal Chain Coordinatdid{YCCC) modelling. More detail about the
purpose of the requirement for ARTC to submit theation is set out at section 1.1
of this document.

This process forms the first stage of a two-stagegss towards developing what is
termed the Indicative Service. The second stagaeglire ARTC to determine and
submit the characteristics of the efficient traamfiguration (to be termed the Final
Indicative Service) on an optimised coal chain mekiby 31 December 2013. It is
intended that stage two will utilise more advaneR(CCC modelling.

Reasons for decision

The ACCC considers that the Revised Variation adtiy addresses concerns raised
by the ACCC in relation to the prior variation subied by ARTC on 2 December
2011 (theDecember 2011 Proposed Variation

A key concern that the ACCC had with the Decemi@dri2Proposed Variation was
that the proposed Initial Indicative Access Chardjesnot appropriately reflect the
relative consumption of Coal Chain Capacity. TheCACconsidered that this would
not provide appropriate signals for efficient ueamd investment in coal supply
chain infrastructure. The ACCC was also concerhatithere was a lack of
transparency in relation to the access chargesitous services, and that the
drafting of the December 2011 Proposed Variatios @ sufficiently clear,
particularly regarding the application of the disgpresolution provisions.

The December 2011 Proposed Variation was withdiaywyARTC on 15 August
2012.

In the Revised Variation ARTC has re-allocated dipo of the Coal Chain Capacity
component of charges to the Track Capacity compoiiéie ACCC considers that

this is likely to ensure that the impact of Trackp@city on Coal Chain Capacity is
better reflected in the differentiated charges @sd recognise that there may be other
factors which impact Coal Chain Capacity. The ACi€refore considers that
ARTC'’s revised approach to differentiating chargese accurately reflects Coal



Chain Capacity consumption by various services (@med with the December 2011
Proposed Variation). This issue is discussed inendetail in section 5.2.1 of this
decision.

The full reasons for the ACCC'’s decision are setiothe body of this document.

Consideration of submissions on the Revised Vapati

The ACCC conducted a two week public consultatimtess on the Revised
Variation. The reason for the short consultatiaocpss was that the lodgement of the
Revised Variation followed extensive consultationtiee December 2011 Proposed
Variation. This assessment included three publisatiation processes and a formal
request for further information to be provided bRPC.

The ACCC notes that submissions made in resporibe tBevised Variation raised
concerns about the impact of the Revised Variatiofricing Zone 3 producers. A
key argument raised by Pricing Zone 3 producetisasany pricing differentials
applied to the 82 wagon train will not provide intees for Pricing Zone 3 producers
to move to a more efficient, longer and heaviantras they are unable to do so due
to infrastructure constraints. These infrastructmestraints include shorter crossing
loop lengths; the presence of old, lighter weigtit end the grades and highly curved
track which exists through the Liverpool Range.

The ACCC accepts that these infrastructure comégraixist at the current time, but
notes that the purpose of differentiating chargegpérticular services is not solely to
incentivise moving to the use of more efficieniriga it is also to ensure that charges
for particular services reflect the efficient costproviding those services, including
the consumption of capacity.

The ACCC has come to this position taking into actdhe matters in subsection
4477A(3) of the Act. The ACCC considers that takaggount of subsection
4477A(3)(aa) is particularly relevant to the cutrapplication. Subsection
4477A(3)(aa) provides for the ACCC to have regarthie objectives of Part A,
namely (relevantly) the promotion of the econonticafficient operation of, use of
and investment in infrastructure by which serviaesprovided, thereby promoting
effective competition in upstream and downstrearrkata.

The ACCC notes that the current application is prity concerned with promoting
efficiency in the use of capacity. It is concermath determining coal train
configurations that represent ‘the most efficietilisation of Coal Chain Capacity’
using existing HYCCC modelling (see section 4.1thefJune 2011 HVAU entitled
Initial Indicative Service). For this reason the @C considers it is appropriate to
place significant weight on subsection 44ZZA(3)(aad in particular, in relation to
the efficient use of infrastructure, when assestiegRevised Variation.

The reasons that charges that reflect the effidests of providing these services will
promote efficient operation of, use of and investime infrastructure by which
services are provided are:

= Each producer will be paying charges that more rately reflect that producer’s
consumption of capacity (i.e. the cost savingsltesufrom using the



infrastructure more efficiently will be passed thgb to the party responsible for
those cost savings).

®=  This means that each producer’s supply chain eafiteore accurately reflect
the consumption of capacity by that producer.

= For the majority of producers, this will send pmigisignals that efficient operation
and utilisation of the network will be promoted tne use of longer, more
efficient trains (although it is noted that Pricidgne 3 producers are unable, at
present, to upgrade to the 96 wagon train).

® |t also sends signals about the efficient investnrethe rail network (as well as
complementary investments). For example, subnrisdiave indicated that
investments to upgrade infrastructure in Pricing&8 could allow longer and/or
heavier trains to operate in Pricing ZonkGharges which accurately reflect the
efficient costs (including consumption of capactyparticular services will more
accurately inform commercial decisions regardingtlikbr to make particular
investments in infrastructure.

The ACCC considers that this will promote competitin markets (relevant to
subsections 44ZZA(3)(aa) and 44ZZA(3)(b)). While &CCC has not conducted a
market definition analysis (such as would occuraxri®art 1V of the Act), and
therefore not reached a conclusive view on whasttiotes a particular upstream or
downstream ‘market,” the ACCC notes that the Hukfatey coal supply chain is
predominantly used for the export of coal from Aalsh, allowing Australian-based
coal producers to sell coal to overseas customers.

The ACCC considers that if producers were payimpbuchain costs that did not
accurately reflect the consumption of capacityhmat producer competition in the
export of coal may be distorted. For example, viateing Zone 1 producers to pay
more than the efficient costs of their consumptbnapacity, they would be less able
to compete effectively in export coal markets. F&CC considers that producers
utilising the more efficient, longer trains ouglutt pay substantially more than the
efficient costs of providing those services.

While the ACCC appreciates that the effect of @sision may be to contribute to
higher supply chain costs for Pricing Zone 3 praatsén the short term, it notes that
this is because these producers consume a greapenaof capacity (on a per tonne
basis) than Pricing Zone 1 producers. It would headéstortionary effect on
competition in related markets for Pricing Zoner@ducers to contribute
substantially more to the costs of the network ttieh which reflects their
consumption of capacity.

! Asciano,Submission to ACCC Consultation on the ARTC Revipgtication to vary the Hunter
Valley Access Undertaking6 September 2012, p. 3; Whitehaven C8ahmission to the ACCC
in relation to ARTC's Revised Initial Indicativer@iee Variation for the HVAU26 September
2012, p. 3.



Given this, the ACCC considers that it is appraprfar ARTC'’s charges for
particular services to reflect the efficient castproviding those services, including
the consumption of capacity.

The ACCC considers that accepting charges thaatete efficient costs of
providing those services is consistent with theepthatters set out in subsection
4477A(3).

In terms of the pricing principles in section 442&%Ghe ACCC notes that regulated
access prices should be set so as to generateeaxpecenue for a regulated service
or services that is at least sufficient to meetatfieient costs of providing access to
the regulated service or services. In this respeetACCC notes that ARTC'’s
Revised Variation provides for prices to reflea #fficient costs of providing the
relevant services. This is consistent with seclidAaZCA. To the extent that parties
are able to utilise more efficient services, theGXCalso notes that, in accordance
with subsection 44ZZCA(c), access pricing regintesutd provide incentives to
reduce costs or otherwise improve productivity.

In terms of the interests of persons that mighttveacess to the service (subsection
4477A(3)(c)), the ACCC notes that submissions fraeness seekers have set out
divergent views on the Revised Variation. Conttargubmissions from Pricing Zone
3 producers, submissions made by Coal & Allied dstitata in response to the
Revised Variation have expressed concern that #gnitude of the pricing
differentials in the Revised Variation is still ttew and is unlikely to incentivise
investment and movement towards the efficient tfain

The ACCC must take into consideration the interettdl persons that might want
access to the service (rather than just the Pri¢orge 1 and 2 or Pricing Zone 3
producers). While these views are divergent, th€E&&onsiders that on balance the
Proposed Variation promotes the interests of pargdrm might want access to the
service by applying charges that are more cosegt¥le. The ACCC has had regard
to the interests of Pricing Zone 1 and 2 produgepaying access charges that reflect
their consumption of Coal Chain Capacity. Howewaning regard to the interests of
Pricing Zone 3 producers, the ACCC considersaipigropriate that ARTC has taken
a relatively conservative approach to differentigicharges (compared to the
proposal by Coal & Allied), particularly given tlcarrent modelling constraints and
the transitional nature of the Initial IndicativerS8ice.

Another factor in subsection 44ZZA(3)(a), whicmi impacted significantly one
way or another by the Proposed Variation, is tigéileate business interests of the
provider (subsection 44ZZA(3)(a)). It is notedttARTC, being under a revenue cap
model, will recover its efficient costs from accesekers regardless of the specifics
of the Proposed Variation.

The ACCC considers it is appropriate that ARTC'viRed Variation has recognised
the importance of consumption of Coal Chain Cagdeihich takes into account the

2 Coal & Allied, Submission in response to the ACCC'’s ConsultatipePin reaction to ARTC's

revised HVAU variation26 September 2012, p. 1; XstraBabmission re ARTC revised Initial
Indicative Service Variatigr26 September 2012.



whole of the supply chain, rather than just themaiwork). As explained in section
3.2.2 of this document the ACCC considers that cbaln alignment considerations
are a relevant factor in assessing the Revisedtfamiin accordance with subsection
4477ZA(3)(e) of the Act.

On balance, the ACCC considers that it is appropt@accept the Revised Variation
because it promotes the objects of Part IlIA (satige 44ZZA(3)(aa)), it is
consistent with the pricing principles in sectiagtZZCA (subsection 44ZZA(3)(ab)),
it promotes the public interest, including the peiioiterest in having competition in
markets (whether or not in Australia) (subsectidd4A(3)(b)), and it promotes the
alignment of the Hunter Valley coal chain (a rel@vather matter’ in subsection
4477A(3)(e)). As noted above the ACCC consideesRlevised Variation will have a
neutral impact on the legitimate business interaflstise provider (subsection
4477A(3)(a)) and, on balance, promotes the interespersons who might want
access to the service (subsection 44ZZA(3)(c)).

The ACCC'’s detailed analysis of the issues raige/@is at sections 5.2.1 and 5.2.2
of this document.

The next step — the Final Indicative Service

The ACCC recognises industry concern about theydelad uncertainty around the
determination of the efficient train configuratiothe ACCC considers that this initial
stage has provided both the ACCC and industry furttiner insight into the longer-
term process for determination of the efficienirtreonfiguration in the Hunter
Valley. The ACCC considers that this experiencauhmform the development of
the Final Indicative Service by ARTC in consultatwith industry and the HVCCC.

Section 4.18 of the June 2011 HVAU provides that:

= the process for determination of the Final Indigatservice is intended to be
more collaborative and a more robust modelling @gerthan the process for
determining the Initial Indicative Service; and

=  ARTC is required to consider the basis for pricimgJuding whether gtkm is the
appropriate pricing unit to encourage efficientsmption of Track Capacity,
when it determines charges for the Final Indica8eevices.

In the ACCC'’s view, successful implementation of Einal Indicative Service is
more likely with industry participation in the pegs, particularly in establishing the
assumptions to be used in the HYCCC modelling Badest approach to pricing.



1 Introduction

On 29 June 2011 the ACCC accepted, pursuant tgiDivi6 of Part IlIA of the Act,
the June 2011 HVAU submitted by ARTC for its ragtwork in the Hunter Valley.

Under subsection 44ZZA(7) of the Act, the ACCC nocapsent to a variation of an
accepted access undertaking if it thinks it appad@ito do so having regard to the
matters listed in subsection 44ZZAGARTC submitted the Revised Variation in
accordance with subsection 44ZZA(7) on 7 SepterBb&R. The Revised Variation
relates to the determination of the Initial IndigatService in accordance with section
4.17 of the June 2011 HVAU.

1.1 The purpose of the requirement for ARTC to submit
the variation

The ACCC considers that the purpose of the reqrgrior ARTC to submit the
variation the subject of this decision is to cdmite to achieving the most efficient
utilisation of Coal Chain Capacity in the Hunterlg based on existing HVCCC
modelling. The reasons for the ACCC'’s view areosgtbelow.

ARTC submitted the Revised Variation in order tonpdy with section 4.17 of the
June 2011 HVAU (explained in further detail at g@t3.2.1 of this document). In
brief, section 4.17 requires ARTC to seek the aypgirof the ACCC to vary the June
2011 HVAU to adopt what is termed the Initial Inalive Service and associated
Initial Indicative Access Charges. The Initial lodiive Service is intended to
represent ‘the most efficient utilisation of Codlah Capacity’ as compared to other
configurations tested by ARTC using existing HVC®@dulling (see subsection
4.17(a)(iii)).

Section 4.17 of the June 2011 HVAU forms the fitsige of a two-stage process
towards developing what is termed the Indicativevige.

The second stage requires ARTC to determine analistitte characteristics of the
efficient train configuration on an optimised cohhin network by 31 December
2013, and will utilise more advanced HVCCC modelling.

Stage two (set out in section 4.18 of the June 2MAU) provides for the
determination of the Indicative Service, whichage the service that ‘ARTC
considers will deliver the optimum utilisation ob&@ Chain Capacity, given certain
System Assumptions.’ The June 2011 HVAU provides this must be submitted to
the ACCC by 31 December 2013.

The ACCC, in assessing ARTC’s June 2011 HVAU, recsayl that determining
optimal service characteristics that promote effitiutilisation of an optimised coal
chain may be a complex exercise. The ACCC notdghbkawo-stage process
(outlined above) was endorsed by industry durimgARCC’s assessment of the June
2011 HVAU.

¥ See chapter 3 of this document.

*  Refer to subsection 4.18(b) of the June 2011 HVAU



The ACCC’s December 2010 position paper on ART@&ppsed HVAU set out the
ACCC'’s views on the purpose of the processes adlabove. The ACCC said that:

...the ACCC considers that the determination arlementation of the efficient train
configuration is a key component of the ProposetD28VAU. One of the objects of Part llIA is
to promote the economically efficient operationusfe of and investment in infrastructure by
which services are provided, thereby promotingatiife competition in upstream and
downstream markets. The ACCC is required to hagand to this object when assessing
undertakings under Part IlIA.

The ACCC considers that the determination of afchit/e Service is important to promote the
efficient use of the Hunter Valley rail network, the Indicative Service should be based on the
most efficient consumption of rail capacity. WHitee determination of an efficient train
configuration in part moves towards this outcorhe, ACCC considers that the fundamental aim
is to ensure that the undertaking provides appatgprice signals to ensure that network
capacity is consumed efficiently.

1.2 The ACCC's decision

ARTC had previously submitted the December 201p&3ed Variation to the

ACCC. The ACCC formed the preliminary view thatstprevious variation
application was not appropriate to accept, andigemvVARTC with guidance on how
the application could be revised such that it wdaddikely to be accepted. The
ACCC's views on the December 2011 Proposed Vanaire set out in the 9 May
2012 Position Paper. The ACCC also conducted thmbéc consultation processes as
part of its assessment of the December 2011 Prdpéeseation.

The Revised Variation incorporates revisions taaunodate the ACCC'’s views
from its previous assessment. The ACCC also corduxtwo week public
consultation process on the Revised Variation.

Having regard to the matters listed in subsecté&nZA\(3) of the Act, the ACCC is
of the view that it is appropriate under subseciddZA(7) of the Act to accept
ARTC'’s application, made on 7 September 2012, tg tree June 2011 HVAU.

The ACCC's reasons for this decision are set othisndocument.

1.3 Effect of the decision to accept the Revised Variat  ion
The acceptance of ARTC’s Revised Variation by ti@&CAL allows ARTC to:

= vary the June 2011 HVAU in accordance with the gearcontained in the
Revised Variation;

= implement the Initial Indicative Services, being:
- for trains originating in Pricing Zones 1 and B6wagon service (with

additional characteristics as specified in subeacti17(d) of the Revised
Variation)

ACCC,Position Paper in relation to the Australian Raiiatk Corporation’s proposed Hunter
Valley Rail Network Access Undertakjif. December 2010, pp. 133-4.



- for trains originating in Pricing Zone 3 (and afsmning through Pricing Zone
1), an 82 wagon service (with additional charast&s as specified in
subsection 4.17(d) of the Revised Variation);

= apply the Initial Indicative Access Charges tolthiéal Indicative Services; and

= determine charges for non-indicative services uidiclg the Interim Services.

1.4 Structure of this Decision
This Decision is structured as follows:

Chapter 2 - Backgroundsets out the process that led to the ACCC’s dati
accept the June 2011 HVAU, the background to ARUI@stting the Revised
Variation, and the process for the ACCC'’s assestofdhe Revised Variation.

Chapter 3 — Decision-making frameworkprovides an overview of the matters that
the ACCC must have regard to when assessing agefueary an access
undertaking under Part IllA of the Act. The chaptso discusses other relevant
matters that the ACCC has had regard to in asgesnRevised Variation.

Chapter 4 — The efficient train configuration discusses the characteristics of the
proposed Initial Indicative Service, including wihet ARTC has complied with the
requirements in the June 2011 HVAU.

Chapter 5 — Proposed chargeassesses the proposed Initial Indicative Access
Charges and the methodology which ARTC has useddferentiate the charges for
particular services.

Chapter 6 — Drafting changesconsiders the drafting changes in the Revised
Variation, including the application of the dispuésolution provisions.

Chapter 7 — Appendix A — Legal frameworkprovides additional information on the
timeframes for ACCC decisions on access undertakpmiications and formal
information requests under Part IlIA of the Act.

Chapter 8 — Appendix B — Summaries of submissionmovides an overview of
submissions received by the ACCC during the assassofi the December 2011
Proposed Variation and the consultation on the $&lVariation.



2 Background

This chapter describes the Hunter Valley rail as@sangements, the context for
developing the efficient train configuration foethitial Indicative Services, and
industry consultation on these issues to date.

2.1 Regulatory arrangements

ARTC is a Commonwealth Government owned corporagstablished in 1998 for
the purpose of managing and providing access tomtbestate rail network. The
interstate rail network is subject to an accessualing accepted by the ACCC on
30 July 2008,

The June 2011 HVAU regulates access to the Hurd#ey/Rail Network operated

by ARTC in New South Wales. ARTC has leased thetetuvialley Rail Network

from the New South Wales government under a 60 lgaae granted on 5 September
2004.

Capacity management arrangements at the exportaazhihg terminals at the Port of
Newcastle were authorised by the ACCC in Decembé#g 2with the aim of

improving overall supply chain performance and ooy ship queues forming off the
coast of Newcastle. The interaction between tHeneawork access undertaking and
the authorised capacity arrangements at the patavkey issue during assessment of
the June 2011 HVAU, and previous versions of theAd\/

The network was previously subject to an accessegdministered by the NSW
Independent Pricing and Regulatory TribunBIXRT ). As a consequence of the
decision to accept the June 2011 HVAU, access aégulis now governed by the
ACCC and the June 2011 HVAU.

2.2 Industry context

ARTC is vertically separated, providing ‘below-tdarack access services and not
‘above-rail’ services such as haulage. Above ewises are provided by QR
National, Pacific National, XRail, Southern ShorthRailRoad and FLA Coal
Haulage.

The Hunter Valley Rail Network is predominantly d€e transport coal from mines
in the Hunter Valley region to the Port of Newcadtr export. Approximately 16
coal producers have either existing or plannedaipmrs in the region. Current
forecasts indicate that more than 140 million taweél be exported in 2012, worth
in excess of $10 billion in export earnings to Aaka®

See the ACCC website latttp://www.accc.gov.au/content/index.phtml/itemi&@7 38for further
details.

ARTC formally submitted two versions of the HVAdior to the 23 June 2011 version that was
accepted by the ACCC. These previous versions suggmitted on 23 April 2009 and

7 September 2010 respectively.

See the HVCCC website lattp://www.hvecee.com.au




The rail network is also used to transport coatfithe region’s mines to domestic
customers such as power stations, and is usedrbgaead traffic including general
and bulk freight services (such as grain) and pagseservices.

2.3 Development of the efficient train configuration

Sections 4.17 and 4.18 of the June 2011 HVAU regdRTC to submit two
variations during the term of the HVAU in relatitmthe Indicative Service and the
Indicative Access Charges.

As set out above in section 1.1, the ACCC consittatsthe purpose of the
requirement for ARTC to submit the variation théjeat of this decision is to
contribute to achieving the most efficient utilisatof Coal Chain Capacity in the
Hunter Valley based on existing HVCCC modelling.

This approach provides for the evolution of refeeenoal services as follows:

= Stage oneilnterim Indicative Services to apply from commeneat of the
HVAU in accordance with section 4.19.

= Stage two Initial Indicative Services to be developed withi months of
commencement in accordance with section 4.17.

= Stage three:Final Indicative Services to be developed withinn3onths of
commencement in accordance with section 4.18.

The Revised Variation forms part of the transitiowards service characteristics that
are intended to ultimately promote the efficienéi@tion of, use of and investment in
infrastructure.

The Revised Variation has been submitted by ARTGrdter to implement the Initial
Indicative Services and proceed to ‘stage two'dooadance with section 4.17 of the
June 2011 HVAU.

It should be noted that the ACCC’s assessmenteoR#vised Variation has not
considered whether gtkm pricing is the appropnmieing unit. The review of gtkm
pricing will be undertaken as part of the Finalitadive Service assessment in
accordance with subsection 4.18(b)(i) of the JUWELZHVAU.

2.3.1 ARTC consultation with industry

In accordance with subsection 4.17(b), which rexputhat ARTC consult with

industry, ARTC issued a consultation document dio8ember 2011. This
consultation document outlined the process by wAiRi C had determined the
proposed efficient train configurations, includithg efficiency measures used and the
number of combinations considered. This processumdsrtaken in consultation with
the HVCCC.

As a result of this process ARTC determined thatGbal Train configuration which
would represent the most efficient utilisation afaCChain Capacity is the
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combination of 96 wagon trains in Pricing Zonesidl 2 and 82 wagon trains in
Pricing Zones 1 and 3.

ARTC provided interested parties with two weekgitovide comments in relation to
its proposal. ARTC stated that it received subroissifrom the following parties:

= Xstrata

Rio Tinto Coal Australia
" QR National

= Asciano

= Anglo Coal

= Peabody

= Hunter Valley Energy Coal (BHP).

Subsection 4.17(c) of the HVAU requires ARTC to @éaggard to submissions
received prior to submitting to the ACCC the ché&astics of the Initial Indicative
Service and Indicative Access Charges and requestenACCC'’s approval to vary
the HVAU.

2.4 ACCC assessment of the December 2011 Proposed
Variation

2.4.1 ACCC public consultation process

The Act provides that the ACCC may invite publibsussions on an access
undertaking applicatiof?’

The ACCC published both a Consultation Paper arsitiBo Paper inviting
submissions on ARTC’s December 2011 Proposed \Wamiathe ACCC received
public submissions from the following parties:

Peabody — to the Consultation Paper

Asciano — to both the Consultation Paper and tlstiBo Paper
= Coal & Allied — to both the Consultation Paper déinel Position Paper
®= QR National — to both the Consultation Paper aed?bsition Paper

= PWCS - to the Consultation Paper

ARTC, Industry Consultation Documer@ November 2011, pp. 5-6. Trains originating fitiAg
Zones 2 and 3 will pass through Pricing Zone letotg port.
10 Competition and Consumer Act 2QBDibsection 44ZZBD(1).
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= Vale — to the Position Paper

On 26 July 2012 the ACCC sent a letter to industryrder to conduct targeted
consultation on ARTC'’s proposal to defer the Initricative Access Charges from
coming into effect until 2013. The ACCC receivethsussions from:

= Xstrata
= Yancoal
= Asciano
A summary of all public submissions received iratiein to the December 2011

Proposed Variation is at Appendix B. All public suissions are available on the
ACCC'’s website at:

http://www.accc.gov.au/content/index.phtml|?item|6822416

2.4.2 ACCC request for information and ARTC draft revisio n

On 15 February 2012 the ACCC sent a request fornmdtion to ARTC under
s. 44ZZBCA of the Act. ARTC provided an initial draf its response on

29 February 2012 and requested feedback from tte@QA@RTC provided a
finalised version of its response on 8 March 2012.

As part of its response to the ACCC'’s requestritwrimation, ARTC provided a draft
revision to the December 2011 Proposed Variatioth the aim of addressing certain
guestions posed by the ACCC. The draft revision nedsubmitted as a formal
replacement of the December 2011 Proposed Variatider consideration by the
ACCC. However, the ACCC provided preliminary viesrs aspects of the draft
revision in its 9 May 2012 Position Paper. The RediVariation largely incorporates
the amendments contained in the 8 March 2012 graigion (along with other
amendments to address the ACCC'’s concerns).

The ACCC'’s request for information, a public versaf ARTC’s response, and
ARTC’s 8 May 2012 draft revision are available be ACCC’s website at:

http://www.accc.gov.au/content/index.phtml/item@38248.

A summary of ARTC's response to the request fasrimfation is at Appendix B.

2.4.3 ACCC request for information from the HVCCC

On 29 March 2012, the ACCC sent an informal reqt@shformation to the
HVCCC ™M The purpose of the request was to assist the Ai@@@ly understanding
the current factors affecting the efficiency of thenter Valley coal supply chain, the
framework for modelling the Final Indicative Semiand better understanding the
broader industry context for the December 2011 &eg Variation. In making its
request to the HVCCC, the ACCC had regard to sésatamissions to the ACCC'’s
Consultation Paper calling for the final modellitogbe expedited.

1 This informal request for information was notlied under section 44ZZBCA of the Act and

therefore did not ‘stop the clock’ under sectioZ4BC of the Act.
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On 2 April 2012 the HVCCC provided a confidenti@asponse to the request for
information. The HVCCC advised that it intendedrtake its response available to
the members of the HVCCC Capacity Management Cotaejiet sub-committee of
the HVCCC'’s Board upon which all HYCCC membersra@esented.

2.4.4 ARTC'’s 18 July 2012 draft revision
On 18 July 2012 ARTC provided a consolidated marlelidraft amendments to the
December 2011 Proposed Variation, which included:

=  the draft amendments from the 8 March 2012 drafsien

= draft amendments proposed in ARTC’s 28 May 201@arse to the ACCC'’s
Position Paper

= further amendments intended to provide for the rafef Initial Indicative
Access Charges

This draft revision was not submitted as a forneglacement of the December 2011
Proposed Variation, and is available on the ACG@&bsite.

The Revised Variation largely incorporates the asn@ents proposed in the 18 July
2012 draft revision, except those relating to teiedal of Initial Indicative Access
Charges.

2.5 Consultation on the Revised Variation

On 12 September 2012 the ACCC sent a letter tosinglagommencing public
consultation on the proposed variation. Intereptaties were invited to provide
submissions by Wednesday 26 September 2012. TheCA€€eived public
submissions from the following parties:

= Whitehaven

Idemitsu

Coal & Allied

Xstrata
= Asciano

A summary of the public submissions received iatreh to the Revised Variation is
at Appendix B. All public submissions are availabiethe ACCC’s website at:

http://www.accc.gov.au/content/index.phtml|?item|68292416
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3 Decision-making framework

This chapter provides an overview of the framewarkler which the ACCC has
made its decision on ARTC’s Revised Variation.

3.1 Legislative framework under Part IlIA

Under subsection 44ZZA(7)(b) of the Act, an acqasyider 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 providerequired to offer third party
access in accordance with the varied access uktgyta®\n access undertaking is
binding on the access provider and can be enfarce Federal Court upon
application by the ACCE?

Subsection 44ZZA(7) allows the ACCC to consent w@ation 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¢E which are to:
— promote the economically efficient operation o a$ and investment in the
infrastructure by which services are provided, ¢bgrpromoting effective
competition in upstream and downstream markets; and

— provide a framework and guiding principles to enage a consistent
approach to access regulation in each industry;

= the pricing principles specified in section 44ZZ06#the Act (see further below);
= the legitimate business interests of the provideh® service;

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

= the interests of persons who might want accedsetsérvice;

= whether the undertaking is in accordance with aes& 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:

12 Section 4472J of the Act
13 Section 44AA of the Act
There is currently no access code that applisstaces provided under the HVAU.
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— be set so as to generate expected revenue foukated) service that is at least
sufficient to meet the efficient costs of providiagcess to the regulated
service or services; and

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

® access price structures should:
— allow multi-part pricing and price discriminatiorhen it aids efficiency; and

— not allow a vertically integrated access provigesét terms and conditions
that discriminate in favour of its downstream opierss, except to the extent
that the cost of providing access to other opesathigher; and

® access pricing regimes should provide incentivasdoce costs or otherwise
improve productivity.

3.2 Other relevant matters

Under subsection 44ZZA(3)(e) of the Act, in decglimhether to accept the variation
the ACCC may consider any other matters that tkihiare relevant. In its assessment
of the Revised Variation, the ACCC considers thatiune 2011 HVAU and the long
term solution and supply chain alignment are reléwaatters. These matters are
discussed below.

3.2.1 The June 2011 HVAU

The ACCC considers that the June 2011 HVAU, inipaldr the requirements in
subsection 4.17 and whether ARTC has complied thidBe requirements, are
matters relevant to the current decision for thgppse of subsection 44ZZA(3)(e) of
the Act. The ACCC notes that the Revised Variatieeks to implement the
requirements contained in section 4.17 of the 20id HVAU.

Subsection 4.17(a) requires that ARTC, in consohawith the HVCCC:

(i) select a reasonable number of alternative Coal frai
configurations in addition to the Coal Train configtions
forming the Interim Indicative Services;

(i) test the consumption of Coal Chain Capacity bydhoeal Train
configurations using the HVCCC modelling existisgaathe
Commencement Date (including, to avoid doubt, tda chain
infrastructure constraints as used by existing H\@@odelling)
unless otherwise agreed by ARTC and the HVCCC; and

(iii) select the Coal Train configuration whichdbnsiders will
represent the most efficient utilisation of Coab@hCapacity
when compared to the other Coal Train configurasivested.

Subsection 4.17(b) requires that ARTC consult whitnHVCCC, Access Holders and
Operators on the Initial Indicative Service seldatader subsection (a).
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Subsection 4.17(c) requires that ARTC request pipecval of the ACCC to vary the
HVAU to implement the Indicative Service, as folkw

(c) Within 5 months of the Commencement Date, and ladténg
regard to submissions from the consultation at satisn (b), ARTC
will:

(i) submit to the ACCC:

(A) the characteristics of the initial indicative sesgiselected
as a result of the process described in subse¢#prand

(B) the indicative access charges for the initial iradice
service; and

(i) seek the approval of the ACCC to vary this Undéntako
provide for the adoption of the initial indicatigervice and
indicative access charges applicable until ART Cetlgys and
the ACCC accepts the indicative service and indieatharges
under section 4.18.

These arrangements for determination of the Iniitidicative Service were the result
of consultation between ARTC and coal industry staitders during the development
of the June 2011 HVAU.

The ACCC considers that ARTC’s compliance with taguirements in section 4.17
of the June 2011 HVAU is in the interests of coalustry stakeholders as it will
promote more efficient use of the Hunter ValleylR&twork in the interim, and is a
step toward providing efficient investment sigralsndustry.

As noted above in section 1.1 the ACCC consideasttte purpose of the requirement
for ARTC to submit the variation the subject ofsthiecision is to contribute to
achieving the most efficient utilisation of Coald& Capacity in the Hunter Valley
based on existing HYCCC modelling. This is because:

e the HVAU states that the Initial Indicative Servisantended to represent
‘the most efficient utilisation of Coal Chain Capigcas compared to other
configurations tested by ARTC (see subsection 4){ifi}); and

« the ACCC, in its December 2010 position paper o &R proposed
HVAU noted that the fundamental aim of the dete@ation of the efficient
train configuration is to ‘ensure that the underigkprovides appropriate
price signals to ensure that network capacity isamed efficiently™>

3.2.2 The long term solution and supply chain alignment

In its decision to accept the June 2011 HVAU theC&Owas of the view that the
‘long term solution’ for the Hunter Valley expomba supply chain, and the

15 ACCC,Position Paper in relation to the Australian RailaEk Corporation’s proposed Hunter

Valley Rail Network Access Undertakjif. December 2010, pp. 133-4.
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significance of the Hunter Valley Rail Network teat supply chain, were relevant
matters to which to have regard under subsecti@@Ad3)(e). The ACCC also
recognised the desirability of facilitating ‘aligemt’ across the different elements of
the supply chain to seek to achieve the objecteesht by the long term solutiof.
Alignment across the different elements of the supbain was recognised as being
of critical importance throughout the whole of & CC’s assessment of the

HVAU. "

A detailed overview of the long term solution i$ get in the ACCC’s March 2010
Draft Decision in relation to an earlier versiontioé HVAU® In summary, the long
term solution refers to steps taken by participantbe Hunter Valley export coal
industry to address capacity constraints that iapacted the supply chain for
several years.

Key stages in the process for developing the leng tsolution, which has been
driven by industry participants in conjunction wrtgulatory bodies, have included:

= areview of the coal chain operations in 2008 leyHon. Nick Greiner AC, and
the subsequent development of a framework to gowerexpansion and
management of the chain (the Greiner Review);

= the agreement of an Implementation Memorandum inl 2009 between export
terminal operators PWCS and Newcastle Coal Infuagire Group (NCIG), and
Newcastle Port Corporation (NPC), to address isaiiasscapacity management
at the port; and

= the authorisation by the ACCC in December 200®n§lterm ‘Capacity
Framework Arrangements’ agreed between and putaiahby the port terminal
operators and NPE.

The ACCC'’s decision to accept ARTC’s June 2011 H\WA&k another key step in
the implementation of the long term solution.

The ACCC continues to view the promotion of aligmiigetween the Hunter Valley
Rail Network and other elements of the Hunter \Jatleal chain as a key
consideration in its assessment of the Revisedatfan. The ACCC is of the view

that the alignment will promote the interests afess seekers and the public interest,
and is likely to promote the efficient operation a$e of and investment in the Hunter
Valley Rail Network.

The ACCC also continues to recognise that thegamknt considerations are to be
viewed alongside the legitimate business inter&sfRTC as the access provider and

16 ACCC,Final Decision 29 June 2011, pp. 31-3.

7 ACCC,Draft Decision 5 March 2010, p. 9; ACC®osition Paper in relation to the Australian
Rail Track Corporation’s proposed Hunter Valley Rdetwork Access Undertakingl
December 2010, p. 12; ACCEinal Decision 29 June 2011, p. 5.

18 ACCC,Draft Decision 5 March 2010, pp. 41-7.

¥ See authorisations A91147, A91148, A91149, A9146BA91169 on the ACCC'’s website at
http://www.accc.gov.au/content/index.phtml/itemd9882
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the interests of parties using the network othantlo transport coal (that is, non-coal
users).

Accordingly the ACCC is of the view that alignmeainsiderations are a relevant
factor in assessing the Revised Variation for tiigpses of subsection 44ZZA(3)(e)
of the Act.
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4  The efficient train configuration

This chapter sets out the ACCC'’s decision on paercaspects of ARTC’s Revised
Variation, including the determination of the eiiict train configuration and the
proposed Initial Indicative Services.

4.1 The proposed Initial Indicative Services

ARTC is required, under section 4.17 of the JunEL28VAU, to follow a process for
determining the Initial Indicative Service, whiaittiudes the following steps:

= select a reasonable number of coal train configuratin addition to those
forming the Interim Indicative Services (subsectoh?(a)(i))

® in consultation with the HVCCC, select the coaintreonfiguration which will
represent the most efficient utilisation of Coab@hCapacity, given the HVCCC
modelling existing at the commencement of the A0 HVAU (including
infrastructure constraints as used by HVCCC maugll{subsections 4.17(a)(ii)
and (iii))

= consult with industry on the proposed Initial Irative Service (subsection
4.17(b)).

In the Revised Variation, ARTC has proposed thio¥ahg Initial Indicative Services
as those which provide for the most efficient séition of Coal Chain Capacity:

= for services commencing in Pricing Zones 1 andtgaia with the following
characteristics:

- 96 wagon train length

- 30 tonne maximum axle load

- 60 kph maximum speed (loaded)

- 80 kph maximum speed (empty)

- 1543 metres maximum train length

- Section run times as per applicable Hunter Valtapdard working timetable

= for services commencing in Pricing Zone 3, a twith the following
characteristics:

- 82 wagon train length
- 25 tonne maximum axle load
- 80 kph maximum speed (loaded)

- 80 kph maximum speed (empty)
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- 1350 metres maximum train length
- Section run times as per applicable Hunter Valtapdard working timetable.

These Initial Indicative Services are the samédiasd proposed by ARTC in the
December 2011 Proposed Variation, except for tligtiad of the maximum train
length characteristic.

4.2 ACCC decision

In the Position Paper, the ACCC took the prelimynaew that the Initial Indicative
Services proposed by ARTC in the December 2011d2exp Variation were likely to
be appropriate having regard to the matters idZZA(3) of the Act and the
constraints of the initial modellifd.In particular, the ACCC considered that ARTC
had complied with the requirements in section 4flthe June 2011 HVAU in
relation to the process for determining the Inibtricative Services and the Initial
Indicative Charges.

The ACCC notes the submission by QR National thedtnitial Indicative Services is
of little value, and that a better outcome wouldddefer any changes until the
development of the Final Indicative ServiceThe ACCC also recognises Peabody’s
concerns regarding the limitations of the modelfihg

The arrangements for determining the Initial Intdie@Service and Final Indicative
Service were the result of consultation between 8Rihd coal industry stakeholders
during the development of the June 2011 HVAU. TI@&CA considers that the
requirements for the determination of the Initradlicative Service (in section 4.17)
form part of the overall ‘package’ of terms whiclene negotiated by ARTC and coal
industry stakeholders and subsequently incorpoiatedhe June 2011 HVAU which
was accepted by the ACCC. The ACCC does not ini@melopen its decision to
accept the balance of terms and conditions cordam#he June 2011 HVAU in its
assessment of this variation.

The ACCC remains of the view that ARTC has compligith the requirements in
section 4.17 of the June 2011 HVAU in relationite process for determining the
Initial Indicative Service(s), including consultimgth both the HYCCC and industry.
The ACCC also considers that the proposed Initididative Services are likely to
promote efficiency in the utilisation of the exmgjirail network and coal supply chain.

The ACCC notes the submission by Asciano that #imition of efficient train in the
June 2011 HVAU should utilise train length or sootieer clear measure of Coal

20 ACCC,Position Paper9 May 2012, p. 29.

L QR National Submission: Position Paper — ARTC'’s Hunter Vallajl Retwork Access
Undertaking Variation28 May 2012, p. 2.

PeabodySubmission in response to Australian Rail Trackp@oation’s Proposed Variation to
the June 2011 Hunter Valley Coal Network Accessedalling 25 January 2012, p. 3.
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Chain Capacity® The June 2011 HVAU describes the Interim Indie@®ervices as
follows:

=  maximum axle load in tonnes
=  maximum speed (both loaded and empty) in kilomgisgshour

= train length in number of wagons.

However, the ACCC is aware that the proposed Ifitdicative Services assumes
the use of newer, shorter wagons in order for tiieeeconfiguration not to exceed
the length of passing loops in the Hunter Valleyl Ratwork. The ACCC
understands that if a configuration used 96 oltide svagons it may not fit on the
network given existing constraints, even thoughatild meet the listed Initial
Indicative Service characteristics in terms of maxin axle load, maximum speed,
and number of wagons.

In the Revised Variation, ARTC has included ‘maxmmtrain length’ in metres as a
characteristic of the Initial Indicative Services,follows:

= for the 96 wagon service, a maximum train length®t3 metres

= for the 82 wagon service, a maximum train length 380 metre$?

In response to the Revised Variation Asciano suieohihat train length, rather than
wagon count, should be the determining factor irtiver a train is an efficient train,
given the potential for there to be variabilitytire length of wagons. Asciano
considered that including both train length (in res} and wagon count may lead to
confusion?

The ACCC considers that the number of wagons esyackaracteristic of the Initial
Indicative Services, as it is a key determinartheftotal amount of coal that a service
can carry. Net tonnage is important in determirtlregimpact of a particular service
on Coal Chain Capacity and calculating applicabieiny differentials (discussed
below in chapter 5). The ACCC therefore considevgould not be appropriate to
remove wagon count as a characteristic of thealriidicative Services.

However, the ACCC considers it is appropriate mude a maximum train length (in
metres) in conjunction with the wagon count, beeatss clarifies that in order to
qualify as an Initial Indicative Service a configtion must have the specified number
of wagons and also not exceed the maximum tragthefas well as meeting the other
applicable characteristics).

The ACCC therefore considers that the need to edain wagons to ensure that the
train length does not exceed the network consgasngufficiently clear in the

% Asciano,Submission to the ACCC in relation to the ACCC ®osiPaper on the ARTC'’s HVAU
variation, May 2012, p. 6.

2 ARTC, Response to ACCC information requé&March 2012, p. 7.

% Asciano,Submission26 September 2012, p. 2.
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Revised Variation, and that Access Holders are @biake this into consideration
when deciding what service to run.

Given the considerations outlined above, the ACGGsers that the proposed Initial
Indicative Services are appropriate having regaithé matters in subsection
4477A(3) of the Act and recognising the constraivftthe initial modelling®

% The ACCC has had regard to all of the mattetedisn subsection 44ZZA(3), in particular the
interests of access seekers (subsection 44ZZAJ3kc) promoting the economically efficient
operation of, use of and investment infrastruc{atdsection 44AA(a)).
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5 Proposed charges

This chapter sets out the ACCC'’s decision on ti@my aspects of ARTC’s Revised
Variation, including the proposed Initial Indicagiviccess Charges and the level of
transparency provided by ARTC.

5.1 The proposed Initial Indicative Access Charges

Subsection 4.17(c)(i)(B) of the June 2011 HVAU rieggithat ARTC submit to the
ACCC the Indicative Access Charges for the Initiaicative Service.

The Revised Variation provides that the chargé&ainle 1 below will form the Initial
Indicative Access Charges applying to the Initralitative Services during 2012.

Table 1: Initial Indicative Access Charges

Initial Indicative Service Pricing Zone Non-TOP TOP
Assumptions $/kgtkm $/kgtkm
(ex GST) (ex GST)
96 wagon train Pricing Zone 1: 0.844 8.314
Initial Indicative
30 tonne maximum axle load Service 1

60 kph maximum speed (loaded)
80 kph maximum speed (empty)
96 wagon train length

1543 metres maximum train length | Pricing Zone 2: 2.393 6.920

section run times as per applicable | Initial Indicative

Hunter Valley standard working Service 1

timetable

82 wagon train Pricing Zone 1: 0.812 9.636
Initial Indicative

25 tonne maximum axle load Service 2

80 kph maximum speed (loaded)
80 kph maximum speed (empty)
82 wagon train length

1350 metres maximum train length | Pricing Zone 3: 0.837 5.564
section run times as per applicable | Initial Indicative

Hunter Valley standard working Service 1

timetable

Table sources: See ARTC's Revised Variation, sutimme4.17(d).

Subsection 4.17(c) of the Revised Variation progitteat ARTC will, using
reasonable endeavours and having regard to awaildiormation, determine Initial
Indicative Access Charges each calendar year dhttial Period (being the period
during which the Initial Indicative Services appigder subsection 4.17(b)). The
Initial Indicative Access Charges in Table 1 abwoséapply during the first calendar
year of the Initial Period.

As the Initial Indicative Services are Indicativer@ces, in accordance with
subsection 4.15 of the Revised Variation the pgdifferentials for non-Indicative
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Services (including Interim Services) will be cdated in relation to the charges for
the Initial Indicative Services.

5.1.1 The process for determining Initial Indicative Acce ss Charges

The June 2011 HVAU does not prescribe a partiquiacess by which ARTC must
determine the Initial Indicative Access Chargesweer, section 4 of the June 2011
HVAU contains general principles and objectivesdetting prices, including the
structure of charges for coal access rights (seetidl) and pricing objectives
(section 4.13). Section 4.14 sets out the procgsghich ARTC will determine
Indicative Access Charges each year for the Inde&ervices, including by having
regard to the system assumptions. The June 2011LHM#%0 contains grandfathering
provisions for charges for particular Interim Inative Services in subsection
4.15(a)(iii)?’

5.1.1.1 Factors used in estimating charges

ARTC'’s supporting document provides further detagarding the Initial Indicative
Access Charges, including the factors it has takiEnaccount in determining those
charges® ARTC elected to have regard to the relative impateach service on:

=  Track Capacity
= Coal Chain Capacity

= consumption of ARTC's resources, focussed on maartee impacts (driven by
speed and axle load).

In its response to the ACCC's request for informatiARTC outlined the process by
which it has determined the relative impacts oheaicthe differentiation factors in
each pricing zon& ARTC also provided guidance as to how it has ifiéiated the
Initial Indicative Access Charges from the Intefimdicative Access Charges, and
submitted that it based this differentiation uploa tactors prescribed in section 4.15
of the June 2011 HVAU.

ARTC'’s approach to determining the weightings @& kiey differentiation factors has
been revised since the December 2011 Proposedtigari€oal Chain Capacity and
Track Capacity impacts are weighted equally, comgbéo two thirds and one third
respectively in the December 2011 Proposed Vanailibe differences between
ARTC'’s approach in the December 2011 Proposed Wamiand the Revised
Variation are discussed further in section 5.2lbwe

5.1.1.2 ARTC's pricing methodology
The ACCC'’s understanding of ARTC’s pricing methamp} is summarised below.

2 Subsection 4.15(a)(iii) of the June 2011 HVAUuRgs that ARTC charge the same price for the
two primary existing Interim Indicative Servicesngthe network as at the Commencement Date
(being the 91 and 74 wagon trains) until 31 Decerdbé4.

% ARTC, Revised application to vary the 2011 Hunter Val®al Network Access Undertaking to
provide for the adoption of the Initial Indicati®ervices and Initial Indicative Access Charges in
accordance with section 4.17(c)(ii) — SupportingcDment 7 September 2012, pp. 27-9.

2 ARTC,Response to ACCC information requé&@March 2012, pp. 13-17.
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Pricing Zone 1 — Initial Indicative Access Chardesthe 96 wagon train

The 2012 Interim Indicative Access Charge for thev@gon train in Pricing Zone
1 is used as a base for differentiation (thatasgdietermining price relativities).

Maintenance expenditure is divided into fixed aadable components. The
variable component of maintenance expenditurecisided as the non-TOP
component of charges and the fixed component oft@aance forms part of the
TOP component of charges. ARTC concluded that tisene basis for
differentiating maintenance costs between the @6%nwagon train. The average
and maximum speeds and axle loads (which influemmi@tenance costs) are the
same for both trains.

The remainder of the TOP component of chargedfsrdntiated according to
relative consumption of Track Capacity and Coali€l@&apacity respectively.

ARTC has concluded that the 96 and 91 wagon tnsume the same amount
of Track Capacity per train path. As charges apply per gross tonne kilometre
(gtkm) basis, ARTC has applied a negative diffaedmin the TOP component in
respect of the 91 wagon train to reflect its logmerss tonnage compared to the 96
wagon train.

In relation to Coal Chain Capacity, ARTC has apphe0.5 per cent differential
on the TOP component in respect of the 91 wagam toereflect its lower
throughput in terms of tonnage carried compargtie®6 wagon traifl

Pricing Zone 1 — Initial Indicative Access Chardesthe 82 wagon train

The Initial Indicative Access Charge for the 96 wadrain in Pricing Zone 1 is
used as a base for setting the relative priceeo8thwagon train.

ARTC has decreased the non-TOP charge of the 8@miagin relative to the 96
wagon train to reflect the reduced variable maiatee costs resulting from the
lighter axle load of the 82 wagon trahARTC has also applied an 8 per cent
differential in fixed maintenance costs (which fopart of the TOP charges) to
reflect the higher maximum speed of the 82 wagaim ¢

In relation to Track Capacity, ARTC has determitteat the 82 and 96 wagon
trains consume the same amount of Track Capacityrgga path. ARTC has
therefore applied a 34 per cent differential onT@# component in respect of the
82 W%gon train to reflect its lower gross tonnagepared to the 96 wagon

train.

In relation to Coal Chain Capacity, ARTC has ndtedentiated the TOP
component of the charges between the 96 and 82n\agjas.

30
31
32
33

ARTC, Supporting documentatip December 2011, p. 43.

ARTC, Supporting document? September 2012, p. 27.

ARTC, Supporting documentatip December 2011, p. 39.

ARTC, Response to ACCC information requé&March 2012, p. 17.
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Pricing Zone 2 — Initial Indicative Access Chardesthe 96 wagon train

The 2012 Interim Indicative Access Charge for thev@gon train in Pricing Zone 2

is used as a base for differentiation. ARTC hadiegpphe same methodology as used
to determine the Initial Indicative Access Charfggghe 96 wagon train in Pricing
Zone 1.

Pricing Zone 3 — Initial Indicative Access Chardesthe 82 wagon train

= The 2012 Interim Indicative Access Charge for tRevAgon train in Pricing
Zone 3 is used as a base for differentiation.

=  ARTC has concluded that there is no basis to diffeate the non-TOP and TOP
components that relate to variable and fixed maartee costs respectively
between the 82 and 72 wagon train, because thagezand maximum speeds and
axle loads are the same for both trains.

®= |n relation to Track Capacity, ARTC has concludeat the 82 and 72 wagon
trains consume the same amount of Track Capacitirgaa path. Consequently,
as charges apply on a per gtkm basis, ARTC hasegpplnegative differential to
the TOP component in respect of the 82 wagon toareflect its higher gross
tonnage compared to the 72 wagon train.

= |n relation to Coal Chain Capacity, ARTC has apgphenegative 0.5 per cent
differential on the TOP component in respect of8Ravagon train to reflect its
higher throughput in terms of tonnage carried camgbéo the 72 wagon traff.

ARTC’s methodology is largely the same as thahenDecember 2011 Proposed
Variation, with the exception of reflecting differees in axle load in the variable
maintenance component and weighting the Track Ggpdiferentiation factor
equally with Coal Chain Capacify.

ARTC also has not applied a downwards adjustmetitedotal TOP component of
the access charge in Pricing Zone 3, as it dilenlecember 2011 Proposed
Variation. ARTC stated that this adjustment was enadhe December 2011
Proposed Variation to ‘offset’ the financial impact Access Holders of the increase
in charges for the 82 wagon train in Pricing Zone 1

5.2 ACCC decision

In the Position Paper, the ACCC identified seveaacerns with ARTC’s proposed
Initial Indicative Access Charges, including th@egach to applying pricing
differentials and pricing transparency. A key cander the ACCC was that the
proposed Initial Indicative Access Charges didapgiropriately reflect the relative
consumption of Coal Chain Capacity, in particulatvieen the 96 and 82 wagon
trains in Pricing Zone 1. The ACCC considered that would not provide
appropriate signals for efficient use of and inwestt in coal supply chain

3 ARTC, Supporting documentatip® December 2011, p. 43.

% ARTC, Supporting documen? September 2012, p. 27.
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infrastructure. The ACCC had several other concetmnish are discussed below in
section 5.2.2.

However, the ACCC considers that ARTC’s Revisedatemn has adequately
addressed the ACCC'’s concerns that were set dheiRosition Paper. The reasons
for the ACCC'’s view are set out below.

5.2.1 Charge differentiation on the basis of Coal Chain C  apacity

The ACCC'’s Position Paper noted that in the Decerib&1 Proposed Variation
ARTC did not differentiate based on Coal Chain Cagdetween the 96 and the 82
wagon trains in Pricing Zone 1. The ACCC'’s Positiaper set out the ACCC’s
preliminary position that this was not approprias the Initial Indicative Access
Charges did not reflect the consumption of Coali€Rapacity. The ACCC also
expressed concerns that the current HYCCC moddilrsgseveral limitations which
are likely to further mute the impact on Coal Ch@apacity of running particular
services'®

ARTC provided a number of reasons for its propaosalto differentiate the Coal
Chain Capacity component of pricing between th&8gon configuration and the
82 wagon configuration in Pricing Zone 1.

First, ARTC noted that producers operating in RgcZone 3 are not able to run
longer trains than 82 wagons due to existing imfuasure constraints in that zone.
ARTC submitted that:

Providing a pricing incentive for them to do so Wboot seem to add any
value..¥

Second, ARTC recognised that running only 96 wdagains in Pricing Zone 1
(instead of both 96 and 82 wagon trains) wouldaase Coal Chain Capacity
utilisation. However, ARTC noted that existing astructure constraints currently
rule out this option in practice and the HYCCC hatimodelled the impact of
running only 96 wagon trains. In this respect ARTated that™®

ARTC accepts that throughput would be higher ifyd@® wagon trains were
operated... However the most efficient utilisatiorHafnter Valley coal chain
must be contemplated in terms of the market be#ngsed by that coal chain
which includes the Gunnedah basin mines... As su&tl,@cannot see any
basis for differentiation in terms of Coal Chainp@eity consumption
between the 96 and 82 wagon configurations whestieg infrastructure
constraints are to be appli&d.

% These limitations included that system throughpas assumed to be fixed at 160 mtpa for 2012,

and that the modelling did not allow for cargo dusize (i.e. larger vessels) to adjust to mateh th
greater tonnage carried by a longer train. Foh&rrtletails see pp. 49-51 of the ACCC’s 9 May
2012 Position Paper on the December 2011 Propoagdtin.

ARTC, Supporting documentatip December 2011, p. 18.

% ARTC,Response to ACCC information requéMarch 2012, p. 19.

3 ARTC, Supporting documentatip® December 2011, p. 43.
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Third, ARTC considered that existing infrastructaomstraints mean that an
82 wagon train is the most efficient train that t&run in Pricing Zone 1 when it
originates in Pricing Zone 3. ARTC concluded that:

penalising Pricing Zone 3 producers by differeimin the basis of coal
chain capacity in Pricing Zone 3 when they [aredraping the most efficient
configuration that they are able to given the éxisinfrastructure constraints
in Pricing Zone 3 would not be reasonafile.

Several submissions by interested parties have @nted on the infrastructure
constraints faced by producers operating in Prigioge 3. These infrastructure
constraints include shorter crossing loop lengdtis;presence of old, lighter weight
rail; and the grades and highly curved track whaglsts through the Liverpool
Range. The ACCC is aware of planned infrastruatypgrades to allow a heavier axle
load in Pricing Zone 3 (from 25 to 30 tonné$)The ACCC notes the view of
Whitehaven and Idemitsu that the cost of trackastiucture upgrades necessary to
allow longer trains (such as the 96 wagon trairiicing Zone 3 would be
‘prohibitive’.*?

A contrary view is provided by Asciano, who noteattthe infrastructure constraints
in Pricing Zone 3 could ‘largely be addressed byl&Rand that:

a better solution to the issue of the 82 wagom toaiginating in Pricing Zone
3 is for ARTC to invest in infrastructure in PrigiZone 3 to allow longer
trains to operate in Pricing Zoné"3.

The ACCC notes submissions by Whitehaven, IdenaitglAsciano in response to
the Revised Variation expressing concern that soclearges under the Revised
Variation will ‘penalise’ producers in Pricing ZoBdor factors beyond their control
(being the infrastructure constraints in Pricingi&®).** [demitsu submitted that
higher unit costs in Pricing Zone 3 already prowstteng incentives to seek efficient
utilisation of rail assets, and that pricing signaith significant differentials are ‘non-
beneficial’*®

The ACCC accepts that (at least in the short temmy)pricing differentials applied to
the 82 wagon train will not provide incentives Rnicing Zone 3 producers to move
to a more efficient, longer train, as they are Umad do so. However, the ACCC
considers that the purpose of differentiating char@r particular services is not
solely to incentivise efficient behaviour; it isalto ensure that charges for particular
services reflect the efficient costs of providihgge services, including the
consumption of capacity.

0 ARTC, Supporting documentatip® December 2011, p. 18.

*L WhitehavenSubmission26 September 2012, p. 3.

2 WhitehavenSubmission26 September 2012, p. 3; IdemitSwbmission on ARTC’s Hunter
Valley Rail Network Access Undertaking variationitinl Indicative Service and Access Charges
26 September 2012, p. 2.

Asciano,Submission26 September 2012, p. 3.

Whitehaven CoalSubmission26 September 2012, p. 5; IdemitSubmission26 September
2012, p. 4; Asciandsubmission26 September 2012, p. 3.

Idemitsu,Submission26 September 2012, p. 3.
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The ACCC has come to this position taking into actdhe matters in section
4477A(3) of the Act. The ACCC considers that takaggount of subsection
4477A(3)(aa) is particularly relevant to the cuttrapplication. Section 44ZZA(3)(aa)
provides for the Commission to have regard to thjeatives of Part llIA, namely
(relevantly) the promotion of the economically eféint operation of, use of and
investment in infrastructure by which services @@vided, thereby promoting
effective competition in upstream and downstrearrketa.

The ACCC notes that the current application is prity concerned with efficiency in
the use of capacity. It is concerned with detemngjrcoal train configurations that
represent “the most efficient utilisation of Codlaih Capacity” using existing
HVCCC modelling (see section 4.17 of the HVAU dattinitial Indicative Service).
For this reason the ACCC considers it is appropti@fplace significant weight on
subsection 44ZZA(3)(aa), and in particular, intielato the efficient use of
infrastructure, when assessing the Revised Vanatio

The reasons that charges that reflect the effidests of providing these services will
promote efficient operation of, use of and investime infrastructure by which
services are provided are:

= Each producer will be paying charges that more rately reflect that producer’s
consumption of capacity (i.e. the cost savingsltegufrom using the
infrastructure more efficiently will be passed thgb to the party responsible for
those cost savings).

®=  This means that each producer’s supply chain eafiteore accurately reflect
the consumption of capacity by that producer.

= For the majority of producers, this will send pmgisignals that efficient operation
and utilisation of the network will be promoted twe use of longer, more
efficient trains (although it is noted that Pricidgne 3 producers are unable, at
present, to upgrade to the 96 wagon train).

® |t also sends signals about efficient investmenhérail track (as well as
complementary investments). For example, submisdiave indicated that
investments to upgrade infrastructure in Pricing&8 could allow longer and/or
heavier trains to operate in Pricing Zon® &harges which accurately reflect the
efficient costs (including consumption of capaciy)particular services will more
accurately inform commercial decisions regardingtlibr to make particular
investments in infrastructure. This also appliegt@stments to increase capacity
in Pricing Zones 1 and 2.

The ACCC considers that this will promote competitin markets (relevant to
subsections 44ZZA(3)(aa) and 44ZZA(3)(b)). While &CCC has not conducted a
market definition analysis (such as would occurarrieart IV of the TPA), and
therefore not reached a conclusive view on whasttiotes a particular upstream or
downstream ‘market,” the ACCC notes that the Hukfatey coal supply chain is

4 Asciano,Submission26 September 2012, p.3; WhitehavBobmission26 September 2012, p. 3;
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predominantly used for the export of coal from Aalsh, allowing Australian-based
coal producers to sell coal to overseas customers.

The ACCC considers that if producers were payimgpbuchain costs that did not
accurately reflect the consumption of capacityhmat producer competition in the
export of coal may be distorted. For example, vilgteing Zone 1 producers to pay
more than the efficient costs of their consumptibnapacity, they would be less able
to compete effectively in export coal markets.

While the ACCC appreciates that the effect of @sision may be to contribute to
higher supply chain costs for Pricing Zone 3 pradscen the short term, it notes that
this is because these producers consume a greadenaof capacity (on a per gtkm
basis) than Pricing Zone 1 producers. It would hedéstortionary effect on
competition in related markets for Pricing Zoner@ducers to contribute more to the
costs of the network than that which reflects tkemsumption of capacity.

Given this, the ACCC considers that it is apprapriar ARTC’s charges for
particular services to reflect the efficient castproviding those services, including
the consumption of capacity.

The ACCC considers that accepting charges thaatetthe efficient costs of
providing those services is consistent with theepthatters set out in section
4477A(3), including the pricing principles set ontsection 44ZZCA.

In terms of the pricing principles in section 442&%Ghe ACCC notes that regulated
access prices should be set so as to generataedpecenue for a regulated service
or services that is at least sufficient to meetdffieient costs of providing access to
the regulated service or services. In this respleetACCC notes that ARTC'’s
Revised Variation provides for prices to reflea #fficient costs of providing the
relevant services. This is consistent with seclidBZCA. To the extent that parties
are able to utilise more efficient services, the AC&I€o notes that, in accordance
with subsection 44ZZCA(c), access pricing regintesutd provide incentives to
reduce costs or otherwise improve productivity.

In terms of the interests of persons that mighttvaacess to the service (subsection
4477A(3)(c), the ACCC notes that submissions fraroess seekers have set out
divergent views on the Revised Variation. Conttargubmissions from Pricing Zone
3 producers, submissions made by Coal & Allied ¥stifata in response to the
Revised Variation have expressed concern that #gnitude of the pricing
differentials in the Revised Variation are stilbttow and are unlikely to incentivise
investment and movement towards the efficient tfain

The ACCC must take into consideration the interettdl persons that might want
access to the service (rather than just the Pri¢orge 1 and 2 or Pricing Zone 3
producers). While these views are divergent, th€B8Considers that on balance the
Proposed Variation promotes the interests of psrgdr might want access to the
service by applying charges that are more cosegtfle. The ACCC has had regard
to the interests of Pricing Zone 1 and 2 produgeying access charges that reflect

47 Coal & Allied, Submission26 September 2012, p. 1; XstraBapmission26 September 2012.
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their consumption of Coal Chain Capacity. Howewaning regard to the interests of
Pricing Zone 3 producers, the ACCC considersaipigropriate that ARTC has taken
a relatively conservative approach to differentigicharges (compared to the
proposal by Coal & Allied), particularly given tlcarrent modelling constraints and
the transitional nature of the Initial IndicativerS8ice.

Another factor in subsection 44ZZA(3)(a) which @ rmpacted significantly one

way or another by the Proposed Variation is théitegte business interests of the
provider (subsection 44ZZA(3)(a)). It is notedttARTC, being under a revenue cap
model, will recover its efficient costs from accesekers regardless of the specifics
of the Proposed Variation.

The ACCC considers it is appropriate that ARTC'viRed Variation has recognised
the importance of consumption of Coal Chain Cagdeihich takes into account the
whole of the supply chain, rather than just themaiwork). As explained in section
3.2.2 of this document the ACCC considers that cbaln alignment considerations
are a relevant factor in assessing the Revisedtfamiin accordance with subsection
4477ZA(3)(e) of the Act.

The application of pricing differentials is thersgaot about ‘penalising’ the 82
wagon service, but about ensuring that chargeldtir the 96 and the 82 wagon
service accurately reflect their efficient costgluding the consumption of Track
Capacity and Coal Chain Capacity.

The ACCC notes Whitehaven’s submission that thafRewariation does not
adequately take into account the importance of ldpusy new coal production
capacity in the Gunnedah Basin, and does not legaed to:

the public interest in having economic developnienbe Gunnedah region
and the rail infrastructure servicing the regiomad as the public interest in
having the increase competition in export and doimesal markets that
results from the development of the Gunnedah Basgires?®

The ACCC notes, as set out above, that the cuagguiication is primarily concerned
with efficiency in the use of capacity. The focusedficiency is expressly recognised
in section 4.17 of the June 2011 HVAU. Howevee, ACCC is also required to have
regard to the other matters in subsection 44ZZA{3he Act, including the ‘public
interest, including the public interest in havirampetition in markets’ and ‘the
interests of persons who might want access toahace’.

In this respect, the ACCC must have regard tortbexests of producers across all
pricing zones in the Hunter Valley rail networkdahe public interest in efficient
economic development in all relevant regions (ideig, but not limited to, the
Gunnedah Basin). The ACCC does not consider tleattis a strong basis upon
which it should preference the concerns of Gunn&iein producers over producers
in other regions of the Hunter Valley. The ACCC ersfands that the Gunnedah
Basin is currently in the ‘start-up’ phase of protion. To the extent that reduced
prices are considered necessary during this ptiaseppropriate mechanism to

8 Whitehaven CoalSubmission26 September 2012, p. 6.
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address this is the loss capitalisation mechaniBimhnapplies in Pricing Zone 3. This
is discussed in section 5.2.2 of this decision.

The ACCC remains of the view that the infrastruetconstraints in Pricing Zone 3
are not a sufficient basis for ARTC to set accéssges that do not reflect
consumption of Coal Chain Capacity in Pricing Zdnearticularly given that Pricing
Zone 1 is constrained. The ACCC considers thaatitess charges applied in a
particular pricing zone should reflect the costd eapacity impacts in that pricing
zone, in order to promote efficient use of and streent in infrastructure and the
interests of access seekers in facing chargesticatately reflect their efficient costs.

As noted above the ACCC considers that the Rewsettion will send signals
about the efficient investment in the railway (aslvs complementary investments).
For example, the ACCC is aware of planned infrastme upgrades to allow a
heavier axle load in Pricing Zone 3 (from 25 tot80nes)*® The ACCC is also aware
that additional investments to alleviate infrastiwe constraints in Pricing Zone 3
have been subject to consideration by ARTC, su¢hesew alignment options
discussed in ARTC &iverpool Range New Route Selection Stidys stated above,
the ACCC considers that charges which accuratéigatehe efficient costs
(including consumption of capacity) of particulangces will more accurately inform
commercial decisions regarding whether to makaequaar investments in
infrastructure. Given that efficient use of andastment in the network is likely to
reduce congestion, the ACCC considers this with @isable more efficient operation
of the network by ARTC.

Vale also expressed concern that ARTC’s proposiethgrunder the December 2011
Proposed Variation did not consider the loss ofl@&in Capacity>* Asciano also
submitted that the low magnitude of pricing relgiggs implicit in ARTC’s December
2011 Proposed Variation did not provide strongipgsignals and incentives to
adopt the Initial Indicative Servic¥.

Coal & Allied raised similar concerns in both itgosnissions and supplementary
submissions to the ACCC's consultation processeal & Allied suggested that in
the absence of sufficiently accurate modellinghef ¢éffect of different train
configurations on Coal Chain Capacity, ARTC coute Urack Capacity as a proxy
for Coal Chain Capacity® or reduce the weighting of Coal Chain Capacityem or
close to zero until ARTC can model and assessfthete of Coal Chain Capacity
consumptiort? Coal & Allied submitted that ‘given the currentlimstry context of
severe Coal Chain Capacity constraints... sendiieghg signals regarding the
efficient use of Coal chain capacity is of criticmportance>°The weightings of the

49 WhitehavenSubmission26 September 2012, p. 3

" ARTC, Liverpool Range New Route Selection Study ProjeatiDsions 18 January 2007.

L vale,Submission re Position Paper in relation to ARTBimter Valley Rail Network Access
Undertaking variation24 May 2012, p. 2.

Asciano,SubmissionMay 2012, p. 6.

Coal & Allied, Submission in response to the Australian Compatiiod Consumer
Commission’s Consultation Paper in relation to Aak&n Rail Track Corporation’s Hunter
Valley Rail Network Access Undertaking variati@d January 2012, p. 10.

Coal & Allied, SupplementargubmissionJune 2012, p. 3.

% Coal & Allied, Submission26 September 2012, p. 1.
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key differentiation factors proposed by ARTC in thecember 2011 Proposed
Variation are set out in Table 2.

Table 2: Differentiation factors in the December 2@01 Proposed Variation

Pricing Zone Maintenance Coal Chain Capacity
Capacity
1 19% 54% 27%
2 35% 43% 22%
3 13% 58% 29%

Table sources: See ARTC Supporting Submissiore&bber 2011.

ARTC submitted that the weightings in the Decen#lirl Proposed Variation were
derived as follows:

= Differentiation based on maintenance impacts valMeighted by
reference to the proportion of maintenance exparelforecast in
Economic Cost for each Pricing Zone in 2012. Défgral will be
applied across the non-TOP and TOP componentseoimitial
Indicative Access Charges. These proportions a¥& (F¥icing Zone
1), 35% (Pricing Zone 2) and 13% (Pricing Zone Sjaecasted in
2012.

= The remaining weightings in each Pricing Zone (@spnting other
operating costs and capital costs) would be allogdab Capacity
and Coal Chain Capacity considerations.

In the December 2011 Proposed Variation ARTC weidi@oal Chain Capacity
considerations two thirds and Track Capacity carsitions one third, in recognition
of the importance placed by the coal industry ditient utilisation of Coal Chain
Capacity>®

The ACCC considers that applying a relatively higdighting to Coal Chain
Capacity would be appropriate in circumstances wihtas sufficiently accurately
captured by the modelling. However, the ACCC comsdt is difficult to justify a
high weighting given the limitations of the currenbdelling of Coal Chain Capacity,
particularly given that the relative impact of 82 wagon train and the 96 wagon
train in Pricing Zone 1 has not been modelledlat al

While the ACCC accepts that the allocation of @&dbnomic cost to particular
services may be difficult, failing to account foetimpact of the 82 wagon train on
Coal Chain Capacity results in the allocation &hvaer proportion of full economic
cost to users of the 82 wagon train, and a religtivigher allocation to those running
other trains, including the more efficient 96 wadin.

In the Revised Variation ARTC has proposed to agkltke ACCC’s concerns by
reducing the weighting of Coal Chain Capacity s this weighted equally with

% ARTC, Supporting Documentatio®, December 2011, pp. 44-5.
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Track Capacity. ARTC stated in its supporting doeuntthat this is likely to ‘result in
pricing that more closely reflect an appropriatection of ARTC’s costs’ and will
still maintain ‘a relatively conservative approdotsetting price differentials in the

short term™’

Re-allocating a portion of the Coal Chain Capacadynponent of charges to the Track
Capacity component reflects the impact of Trackacép on Coal Chain Capacity in
the context of the limitations of the current CG&lain Capacity modelling.
Submissions by Xstrata and Coal & Allied expresbedview that Track Capacity
represents the major constraint on Coal Chain Ggpand is likely to do so for
several year® Asciano also submitted that ‘rail congestion is ldrgest issue
currently facing the Hunter Valley coal chafi'Whitehaven submitted that the
weightings applied to the revised differentials argitrary and ‘unlikely to be correct
considering the importance of factors other thaacKiCapacity in optimising Coal
Chain Capacity®® Idemitsu also stated that the revised weightimgsagbitrary, but
that tsklley are appropriate rather than reducing Cbalin Capacity weighting to

zero.

While a portion of the charges remains allocate@aal Chain Capacity and reflects
the limitations of the current modelling and theklaf differentiation between the 96
and 82 wagon services in Pricing Zone 1, the AC&gognises that ARTC’s revised
approach goes some way to addressing its condgawig regard to the divergent
views in submissions, ACCC considers that the eefzad weightings are likely to
ensure the impact of Track Capacity on Coal ChapaCity is better reflected in the
differentiated charges, and also recognise thaé thmay be other factors which
impact Coal Chain Capacity.

It is noted that submissions by Coal & Allied, X&& and Asciano in response to the
Revised Variation expressed concern that the logmitade of the pricing
differentials in the Revised Variation is still tkdly to incentivise investment and
movement towards the efficient trafA.

The ACCC notes that the determination of the Ihltidicative Service is an interim
measure which will be superseded by the Final ltdie Service, and considers that,
given this, it is not unreasonable that ARTC wistwetake a conservative approach in
differentiating charges.

The ACCC considers that ARTC's revised approachenagcurately reflects Coal
Chain Capacity consumption by various services (m@med with the December 2011
Proposed Variation) and also recognises the inteatare of the Initial Indicative
Services.

> ARTC, Supporting documen? September 2012, p. 22.

8 Coal & Allied, Submission26 September 2012, p. 2; Xstré@abmission26 September 2012.

%9 Asciano,Submission26 September 2012, p. 2

€ WhitehavenSubmission26 September 2012, pp. 5-6.

1 |demitsu,Submission26 September 2012, p. 5.

2 Coal & Allied, Submission26 September 2012, p. 1; XstraBapmission26 September 2012;
Asciano,Submission26 September 2012, p. 3.
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On balance, the ACCC considers that it would be@ppate to accept the Revised
Variation because it promotes the objects of REkt(kubsection 44ZZA(3)(aa)), it is
consistent with the pricing principles in sectiagtZZCA (subsection 44ZZA(3)(ab)),
it promotes the public interest, including the peiipiterest in having competition in
markets (whether or not in Australia) (subsectidd4A(3)(b)), and it promotes the
alignment of the Hunter Valley coal chain (a rel@vather matter’ in section
4477A(3)(e)). As noted above the ACCC consideesRlevised Variation will have a
neutral impact on the legitimate business interaktise provider (subsection
4477A(3)(a)) and, on balance, promotes the interespersons who might want
access to the service (subsection 44ZZA(3)(c)).

The ACCC considers that ARTC should have regarthpyovements in the accuracy
of the HVCCC modelling in setting the methodology ¢alculating charges for the
Final Indicative Services.

5.2.2 Pricing Zone 3 ‘offset’

In the Position Paper the ACCC expressed concbatARTC’s proposed Initial
Indicative Access Charges for the 82 wagon traiRriging Zone 3 included a
downward adjustment to ‘offset’ the financial impa€the increase in charges for the
82 wagon train in Pricing Zone 1.

In its supplementary submission to the PositionePapRTC noted that it is
constrained in setting access charges that re¢o@conomic cost due to the
volumes currently being transported from Pricingn@@. ARTC argued that it is
constrained by the market rather than regulatioddition, ARTC also submitted
that the operation of loss capitalisation willydlumes grow as planned, enable
ARTC to recover long term economic cost in Prictume 3 in the longer term.

ARTC has removed the offset in the Revised Vanmtio its supporting
documentation, ARTC stated that:

ARTC has elected, under this application, not tmiporate any adjustments
in pricing in Pricing Zone 3 in order to take irdocount additional
commercial considerations as described in thealr¥fariation Proposal.

Whilst ARTC no longer considers an adjustment gaiied in relation to this
application, ARTC retains its discretion under AU to take into account
competing factors outside of cost and efficiencgsiderations when
differentiat[ing] pricing for Coal Access Rightsiine future>

Coal & Allied submitted that it is strongly suppge of ARTC’s decision in the
revised variation not to incorporate the ‘distanoy’ price adjustments to Pricing
Zone 3 producers included in the original propogathation. Coal & Allied
expressed concern, however, that ARTC has only rtieeommitment to remove
the ‘distortionary’ price adjustments in the inifeicing to be implemented in the
variation. Coal & Allied contended that this commént should extend to the
formulation of all future Charges, and be transpate the ACCC*

8 ARTC, Supporting documen? September 2012, p. 28.
% Coal & Allied, Submission26 September 2012, p. 2.
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However, the ACCC also notes the following subnoissiby producers in Pricing
Zone 3:

= Whitehaven submitted that the ACCC should confinat ARTC has the
discretion to make adjustments for 82 wagon train®Z3 under the HVAU?

= |demitsu submitted that it supports the requirenfiena pricing offset in Pricing
Zone 3 and ARTC retaining discretion to apply afisetf given that it's view that
the development and exploration of new opportusitiePricing Zones 3 and 4
and beyond are the future of the NSW coal induStry.

The ACCC notes that it is an objective under secfid 3 of the June 2011 HVAU for
ARTC to set access charges to achieve maximum eega¥ full economic costs.
However, if ARTC charges less than full economistéo Pricing Zone 3, the loss
capitalisation mechanism will enable ARTC to reaqosapitalised losses from Access
Holders in Pricing Zone 3 once Pricing Zone 3’swoés increase. During the
assessment of the June 2011 HVAU the ACCC statdd th

The intent of loss capitalisation is to allow undecovery of economic cost
for a period and then recovery of the relevant tfalbat a later date. In
appropriate circumstances, loss capitalisation thasefore operate to
facilitate investment in new assets where thelienised initial demand by
allow initial under-recovery of relevant costs e texpectation of ‘making
up’ the shortfall when demand reaches an apprepiéatl®’

As discussed in section 5.2.1 above, the ACCC densithat in Pricing Zone 1 the
charges for various services should reflect thatired consumption of Coal Chain
Capacity and Track Capacity in that zone. Given ¢lvar the long term access
charges in Pricing Zone 3 are likely to reflect Rdonomic cost (including any short
term capitalised losses), the ACCC accepts that@Ras the ability to set access
charges in Pricing Zone 3 that are less than tidhemic cost in the short term. To
the extent that in future years ARTC consideredassary to reduce charges faced by
Pricing Zone 3 producers in order to reduce itenexe risk, the ACCC considers this
may be appropriate. Accordingly, the ACCC considbat ARTC'’s ability under the
HVAU to set charges in Pricing Zone 3 which ares ldgan full economic cost is
appropriate having regard to the matters in sulmsedddZZA(3) of the Act, in
particuégr the interests of access seekers anl@égitenate business interests of
ARTC.

5.2.3 Other concerns outlined in the Position Paper

The ACCC had several other concerns with ARTC's@g@gh to pricing in the
December 2011 Proposed Variation, including:

5 WhitehavenSubmission26 September 2012, p. 6.

€ |demitsu,Submission26 September 2012, pp. 7-8

7 ACCC,Position Paper in relation to the Australian RailaEk Corporation’s proposed Hunter
Valley Rail Network Access Undertakjrigl December 2010, p. 81.

The ACCC considers its decision is not inconsistéth the other matters listed in subsection
4477 A(3).
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=  ARTC not reflecting the impact of differences irl@load on the maintenance
component of the differentials.

= the proposed TOP charge for the 82 wagon servi€giaing Zone 1 being higher
than the current TOP charge for the 72 wagon serwbich does not provide the
correct incentive for Pricing Zone 3 producers e the more efficient 82 wagon
service.

=  ARTC not providing sufficient information to Acceblolders regarding the basis
on which it differentiates charges for particulangces, in order to inform their
own investment and contractual decisions, as vediligher information about
how it intends to determine charges for other sess/(including the Interim
Indicative Access Charges).

ARTC has addressed these concerns in the Reviséatign, as discussed in the
sections below.

5.2.3.1 No axle load impact in maintenance differentials

In the Position Paper the ACCC highlighted thafT&Rhad not reflected the impact
of differences in axle load in setting the accdsmges in Pricing Zone 1 between the
82 and 96 wagon trains even though the 82 waganhies a lighter axle load than
the 96 wagon train.

ARTC acknowledged that this was an ‘unintendedrarr¢he methodology for some
services’, and has amended the non-TOP chargeamdPZone 1 for the 82 wagon
train in order to reflect the correct axle load aop” In addition ARTC has also used
actual average speeds rather than modelled avspagels to determine the
maintenance impacts in differentiating the non-Té@mponent of the Initial
Indicative Access Chargé®.

Whitehaven submitted that it supports these chabgealso noted that the basis for
differentiating maintenance costs will need to bestdered more rigorously for the
determination of Indicative Access Charges andgehdifferentials (i.e. the Final
Indicative Service§’

The ACCC considers that these amendments are apisopaving regard to the
matters in subsection 44ZZA(3) of the Act, in pautar the interests of access seekers
and the objective of promoting the economicallyceght operation of, use of and
investment in infrastructure, as users will be pgya charge that more accurately
reflects the maintenance costs imposed by eackceéfv

On a related issue, Idemitsu considered that ARTilyang an 8 per cent premium
on fixed maintenance costs for the 82 wagon trasel on higher maximum speeds
IS not appropriate as it is not clear that a highaximum speed would lead to

8 ARTC, Supporting documen? September 2012, pp. 12, 27.

70 ;
Ibid., p. 27.

T WhitehavenSubmission26 September 2012, p. 11.

2 The ACCC considers its decision is consistenh Wie other matters listed in subsection
4477A(3).

37



significantly higher maintenance costs if trains aot actually running at that
3
speed’

In its response to the ACCC'’s information requesthee December 2011 Proposed
Variation, ARTC submitted that it had determined ftrelative fixed [maintenance]
cost impacts by applying maximum speed and axlé foaeach coal train

configuration in the loaded and empty directfioaparately’*

It is the ACCC'’s understanding that fixed maintesenosts are intended to reflect
the cost of maintaining a certain track standarac@mmodate higher maximum
speeds of loaded trains. As the Initial Indica8exvice characteristics for the 82
wagon train specify a higher maximum speed tha®éeagon train Initial
Indicative Service characteristics, ARTC has apgplieépremium’ to reflect this. The
ACCC considers that it is appropriate for ARTC taintain the track to
accommodate the higher maximum speed regardleskaiher the 82 wagon train is
able to run at this higher speed on its entirerjeyr This ensures that where the 82
wagon train is running at the higher maximum spbedrack standard can cope with
the extra ‘wear and tear’. Therefore the ACCC abars that the fixed maintenance
costs are appropriate having regard to the matiesgbsection 44ZZA(3) of the Act,
in particular the objective of promoting the econcatly efficient operation of, use of
and investment in infrastructure.

5.2.3.2 Differential between the 72 and 82 wagon train

In the Position Paper the ACCC expressed conchatglie directional relativity of

the TOP charges between the 72 and 82 wagon semiggnating in Pricing Zone 3
are not appropriate when they pass through Pri¢orge 1. The proposed TOP charge
for the (more efficient) 82 wagon service in Pricitone 1 is higher than the current
TOP charge for the (less efficient) 72 wagon sevihe ACCC considered that this
does not provide the correct incentive for Priciomne 3 producers to use the more
efficient 82 wagon service.

In response to the ACCC'’s Position Paper, ARTC stibchthat it was aware that the
72 wagon TOP charge in Pricing Zone 1 was lesstt@equivalent 82 wagon TOP

charge, however, ARTC noted that it intended tasethe Interim Indicative Access

Charges following the approval of the proposedatan by the ACCC:

ARTC confirms that it intends to revisit the 20ih2erim Indicative Access
Charges and charges for other services following@pml of the variation. It
is intended that any revised Interim Indicative &€ Charges and other
Charges will be developed on a basis and methogdiogjlar to that used to
develop the Initial Indicative Access Chargés...

ARTC noted that it was not required to submit tased Interim Indicative Access
Charges and other Charges to the ACCC for appes/phrt of the Proposed
Variation.

3 |demitsu,Submission26 September 2012, p. 6

" ARTC, Response to ACCC information requé&March 2012, p. 13.
> ARTC, Supplementary Submissjatune 2012, p. 3.
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The ACCC is of the view that the relativities beénehe Initial Indicative Access
Charges and other charges are likely to impact loether Access Holders and
Operators have incentives to adopt a more effidram configuration.

While the ACCC accepts that ARTC is not requiredubmit its revised Charges for
non-Indicative Services for consideration as pathe Revised Variation, the ACCC
considers that these charges should be determmadair and transparent basis in
accordance with the principles in the June 2011 H\&hd the pricing principles in
section 44ZZCA of the Act.

In this respect, the ACCC considers that the inedrom provided at pages 8 and 9 of
ARTC'’s application (discussed below in relatiorptcing transparency) provides the
ACCC with sufficient certainty about the methodotdgat ARTC will use to
determine its access chardéés a result, the ACCC is satisfied that ARTC will
amend the perverse pricing differential between/thend 82 wagon train TOP
charge in Pricing Zone 1.

The ACCC notes ARTC'’s 13 July 2012 letter, whicitestl that prices for the first
contract year are fixed under existing Access Holtgeements, and therefore
ARTC is unable to unilaterally vary existing Accessiders’ prices for the 2012
calendar year in order to impose revised charges.

The ACCC accepts that ARTC may be unable to umdiyevary contracts, and that
therefore the charge for the 72 wagon serviceieirRy Zone 1 may remain
unchanged in particular parties’ contracts forrgmaainder of 2012. This is discussed
further in section 5.2.3 below. However, the ACQ@giders that this perverse
incentive is unlikely to have any significant effgeven that it will apply for only a
short time and that ARTC intends to rectify it et2013 suite of charges.

5.2.3.3 Pricing transparency

In the Position Paper the ACCC considered thatsacseekers should have sufficient
information to be able to calculate, with a reasdmaegree of certainty, the likely
direction and estimated magnitude of pricing relaés between various services.
The ACCC considered that such transparency is sapeto inform investment and
contractual decisions by coal industry participamtsee ACCC notes the statement by
Coal & Allied that:

Greater transparency at each time Charges areils&aiitate industry’s
understanding of the factors which contribute fedential pricing and
improve their ability to determine how best to &sai efficient use of
Network Capacity.

In the supporting documentation to the Revisedatem, ARTC outlined how it
intends to determine its access charges for alles running on the Hunter Valley
Rail Network. ARTC stated that:

®  ARTC, Application by ARTC to vary the Hunter Valley Ascesdertaking to provide for the

initial indicative services and initial indicativeccess charge§ September 2012, pp. 8-9.
" Coal & Allied, Submission27 January 2012, p. 13.
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The following outcomes could be expected to aribere the above basis for
determining Initial Indicative Access Charges, fimteAccess Charges and
Charges for non-Indicative Services is applied.

Where:
= all other material aspects of the terms and camitof access are equal,

= there are no pricing impacts based on factors pbestat Sections
4.15(a)(ii), 4.15(a)(iii); and

= there is no reasonable basis to adjust impactslaseractical
considerations,

the following could be expected in a Pricing Zone:

= anegative (positive) price differential will aristhere a Service operates
with a higher (lower) average or maximum axle |tizeh the Initial
Indicative Service due to variable and fixed maiatece impact;

*= anegative (positive) price differential will aristhere a Service operates
with a higher (lower) average or maximum speed thannitial
Indicative Service due to variable and fixed maiatece impact;

= anegative (positive) price differential will aristhere a Service operates
with a lower (higher) gross mass than the Initnglitative Service due to
Capacity impact;

= anegative (positive) price differential will arigdere a Service is shown
by available HYCCC modelling in the circumstancesds contemplated
under the 2011 HVAU) consumes more (less) Coal iCGaipacity; and

= an overall price differential will result from tlveeighted combination of
the above differentials, but a Service consumimghalance, more of
ARTC’s maintenance and Capacity resources, andl Clegin Capacity
will result in a negative price differenti&.

ARTC noted that a ‘negative’ price differentiatéken as leading to a higher price,
and a ‘positive’ price differential is taken asde® to a lower price. ARTC also
confirmed that ‘it intends to review 2012 Interincess Charges’

Similarly, in its latest submission Coal & Allietbsed that ARTC's pricing
methodology lacks sufficient transparency and ithat

...still has concerns regarding the transparendiepricing methodology
ARTC will use in revising Access Charges for theetim Indicative
Services. ARTC has provided only an indicationcathé methodology it will
use with no clear statement that the methodolodjybeithe same as that for
Initial Indicative Service&’

8 ARTC, Application by ARTC to vary the HVA® September 2012, pp. 8-9.
®  ARTC, Supporting document, September 2012, p. 11.
8 Coal & Allied, Submission26 September 2012, p. 3.
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Coal & Allied also considered that additional infaation, such as GTK’s for each
service by Pricing Zone would be useful; aggregé#tadcessary to address any
confidentiality concerng!

Asciano submitted that ARTC should provide sufiitidata to allow access holders
and operators to estimate a likely price from tkistang series of determined price
points®? In this regard, the ACCC also notes that pricesiém-Indicative Services
are required to be published by ARTC under subse&i6(b)(iv) of the June 2011
HVAU.

The ACCC notes Asciano’s submission that the weigltproposed by ARTC to
determine the Access Charges should be ‘confirraed’transparent in order to
ensure efficient investment and operating decisfSiihe ACCC agrees that the
weightings used to determine Access Charges slo@uchnsparent, however, given
that the maintenance component is based on theafsirenaintenance expenditure, the
ACCC notes that the weighting applied to this congd may vary in subsequent
years. As discussed in section 5.2.1, the ACCCiderssthat ARTC should have
regard to improvements in the accuracy of the HvG@lelling in setting the
methodology for calculating Access Charges forRimal Indicative Services.

The ACCC considers that the information providedARTC in its supporting
documentation, combined with the suite of pricebagublished under section
2.6(b)(iv) of the June 2011 HVAU, should providdfwient pricing transparency to
industry. In addition, the ACCC considers that ARSI @ethodology accords with
section 4 of the June 2011 HVAU which, as discussesction 3.2 of this decision,
is a relevant consideration under subsection 442J(aJ of the Act*

5.2.4 Grandfathering

During the ACCC'’s assessment of the December 2@dioBed Variation and
Revised Variation several submissions have catiedianges to the grandfathering
provisions under the June 2011 HVAU. The curreontision, subsection 4.15(a)(iii),
provides that TOP and Non-TOP prices may be theedanboth Interim Indicative
Services in Pricing Zones 1 and 2 (that is, tha®d the 74 wagon services) until 31
December 2014.

Submissions by QR National and Peabody in respionge December 2011
Proposed Variation called for the grandfatherindqueto be extende®. Asciano
called for the grandfathering of ‘evidently ineféat trains’ to be removed, so that
those trains would pay their true costs. Howeveidno considered that
grandfathering protections should apply to serviopsrating at the maximum length

8 Ibid.

8 Asciang SubmissionMay 2012, p. 10.

8 Asciano,Submission26 September 2012, p. 4.

8 The ACCC has had regard to all of the mattetediin subsection 44ZZA(3), in particular the
interests of access seekers and the legitimatedassinterests of ARTC. The ACCC considers its
decision is not inconsistent with the other mattlisted in subsection 44ZZA(3).

8 QR NationalSubmission28 May 2012, p. 3; Peabodjubmission25 January 2012, p. 2
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allowed by infrastructure constraints at the tirheeyvice commencement’ as these
services are ‘in essence efficient traiffs’.

In response to the Revised Variation, Xstrata stteohithat it is concerned about the
timeliness of the process for introducing the &litndicative Service and that the
period of time allowed for grandfathering of exagfitrains and adopting the Final
Indicative Service is ‘too long’ and should be reed®’ Whitehaven submitted that
the 72 wagon service should also be covered bygrdredfathering provision and
stated that it is ‘inequitable to penalise effi¢cigone 3 trains during any period when
the grandfathering protection for 74 and 91 wagams in Zone 1 continues to
operate®®

The ACCC considers that subsection 4.15(a)(iiijf®part of the overall ‘package’
of terms which were negotiated by ARTC and coaligidy stakeholders and
subsequently incorporated into the June 2011 HVIAlts decision to accept the
June 2011 HVAU the ACCC noted statements made bY@R its letter of 6 May
2009, including that it was committing to maintg@imcing parity between the two key
existing train types operating in the Hunter Valfeynot less than five years. The
ACCC took the view that while the 6 May 2009 lesaould not limit its
consideration of the appropriate pricing approautien the HVAU, it was appropriate
for the HVAU to incorporate grandfathering arrangens to ensure that those parties
that had invested in good faith on the basis of BRTstatement have sufficient time
to adjust to the new arrangements, once deternihed.

The ACCC does not intend to reopen its decisicactept the balance of terms and
conditions contained in the June 2011 HVAU in gsessment of this variation by
removing or extending the scope of the grandfatiggprovisions in subsection
4.15(a)(iii).

5.2.5 Conclusion

For the reasons set out above the ACCC considar®\RTC’s proposed Initial
Indicative Access Charges (in the Revised Variatirmw appropriately reflect the
relative consumption of Coal Chain Capacity byipatar services and should
promote the efficient use of and investment in cogiply chain infrastructure. The
ACCC considers that these charges are appropaaiadiregard to the matters listed
in subsection 44ZZA(3) of the Act.

It should also be noted that the ACCC'’s assessoféhe Revised Variation has not
considered whether gtkm pricing is the appropnmieing unit. The review of gtkm
pricing will be undertaken as part of the Finalitadive Service assessment in
accordance with subsection 4.18(b)(i) of the JWELZHVAU. During the
assessment of the June 2011 HVAU and the DecentlddrRRroposed Variation,
submissions proposed alternative charging strustsuieh as:

8 Asciang SubmissionMay 2012, pp. 6-7.

87 Xstrata,Submission26 September 2012.

8 WhitehavenSubmission26 September 2012, p. 5.

8 ACCC,Decision in relation to Australian Rail Track Comation’s Hunter Valley Rail Network
Undertaking 29 June 2011, p. 54.
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= charges based on a per train or per train kilonisists

= atwo-part tariff where variable maintenance chargmuld be priced on a gtkm
basis and the TOP charge would be based on agiebasis’

= atrain path price based on the characteristitseoFinal Indicative Service (i.e. if
a shorter train configuration was used, the peméarost would be higher, giving
an incentive to make better use of Track Capacity).

The ACCC encourages ARTC to consult with the HVC&@ industry on the best
approach to pricing for the Final Indicative Seevin accordance with section 4.18 of
the June 2011 HVAU.

% Coal & Allied, Submission in response to the ACCC'’s consultatigpepin relation to ARTC'’s
proposed Hunter Valley rail network access undengk25 October 2010, pp. 79-86.
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6 Drafting changes

This chapter sets out the ACCC's decision on ARTZtgosed drafting of the
Revised Variation, in particular the continuatidrtlee Interim Indicative Services
and the application of the dispute resolution pimris.

6.1 The proposed drafting changes

ARTC made a number of drafting changes in the ReMriation, in addition to the
changes required to implement the proposed Iri@itative Services and access
charges (discussed in chapters 4 and 5). Thesgetaan be viewed in the marked
up version of the June 2011 HVAU at Attachment AnAxure 1 to ARTC'’s
application to vary the June 2011 HVAU, which isiable on the ACCC’s website.

The Revised Variation continues the Interim Perthdjng which the Interim
Services and the Interim Access Charges applyi, tinetiFinal Indicative Service is
implemented. This means the Interim Period andrtitiel Period will run
concurrently, and has implications for the appl@abf the dispute resolution
provisions in subsections 4.15(d) and 4.20(f) efibne 2011 HVAU. This proposed
change is discussed further in sections 6.2.1 ah@& 6elow.

The drafting of the Revised Variation generallyeets the drafting of the December
2011 Proposed Variation with the addition of seiVRraher amendments to address
the ACCC's concerns outlined in the Position Papbese further amendments were
included in draft revisions provided by ARTC duritng ACCC'’s assessment of the
December 2011 Proposed Variation, which are aVailab the ACCC’s website and
were subject to consultation with interested partie

6.2 ACCC decision

6.2.1 Continuation of the Interim Period

The Revised Variation provides that the Interimiéewill apply until the Final
Indicative Services and the Indicative Access Casuapproved by the ACCC come
into effect under section 4.18. Taken with the pima definition of the Initial Period,
this provides that the Interim Services (and ajblie charges) and the Initial
Indicative Services (and applicable charges) vaplg concurrently. ARTC has also
amended the defined terms to clarify that the imteServices are not “indicative”
services as follows:

= ‘Interim Indicative Services' have become ‘InterBervices’

= ‘Interim Indicative Access Charges’ have becoméeiim Access Charges’.

Under the June 2011 HVAU it was not envisaged tetinterim Period would
continue once the ‘initial’ Indicative Services (mtnitial Indicative Services) under
section 4.17 were approved. The Interim Period dedimed as the period between the
commencement of the June 2011 HVAU and the timérithieative Services

9 Further detail on the draft revisions is contdiiesections 2.4.2 and 2.4.4 of this Decision.
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approved by the ACCC came into effect under sectiaii of the June 2011 HVAU
(or, if not approved, the ‘final’ Indicative Sereis approved by the ACCC under
section 4.18).

While the Interim Indicative Services will not caiste Indicative Services under the
Revised Variation ARTC will be required to continioe

= publish the Interim Access Charges applicable ¢oltiterim Services each
calendar year (in accordance with subsection 4)2ff(the Revised Variation);
and

= offer the Interim Access Charges to Applicants seglCoal Access Rights with
applicable Interim Indicative Services characterss{in accordance with
subsection 4.19(d) of the Revised Variation).

In the Position Paper, the ACCC was of the view toatinuing the Interim Period
would provide additional transparency and certaiatjnose access seekers
continuing to utilise the Interim Services followiacceptance of the December 2011
Proposed Variation. Further, the services to whhehgrandfathering provisions in
subsection 4.15(a)(iii) of the June 2011 HVAU apaig Interim Services, and
continuing to publish the charges applicable te¢hservices provides transparency
around ARTC’s compliance with subsection 4.15(g)(ii

Asciano has expressed concern that the extensithre dfiterim Period until the
implementation of the Final Indicative Service vatld to Hunter valley rail
congestion by continuing the Interim Access Chartieseby removing efficient
price signalling which would otherwise have encgexhthe operation of efficient
trains>? The ACCC notes that while the extension of therint Period requires
ARTC to continue to publish the Interim Access ey, it does not continue the
application of those charges which currently agplthe Interim Indicative Services.
On the contrary, ARTC has stated that it intend®wise the Interim Access Charges
following the approval of the Revised Variationthe ACCC, as discussed above in
sections 5.2.3.2 and 5.2.3.3.

The ACCC remains of the view that continuing thietim Period concurrently with
the Initial Period is appropriate, having regardhi® matters in subsection 44ZZA(3)
of the Act, in particular the interests of accesskers.

However, the ACCC expressed concern in the Poditegrer that continuing the
Interim Period has implications for other provisan the June 2011 HVAU,
including the dispute resolution provisions in ®di®ons 4.15(d) and 4.20(f). The
dispute resolution provisions are discussed below.

6.2.2 Dispute resolution

The June 2011 HVAU includes two processes by whaatess seekers can dispute
charges determined by ARTC:

92 Asciano,Submission26 September 2012, p. 4.
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® under subsection 4.15(d), an access seeker cdn aalispute regarding a Charge
for coal access rights other than an IndicativeessaCharge. This dispute can be
resolved by arbitration.

® under subsection 4.20(f), ‘Access Holders holdimg thirds or more of the
contracted gtkm for Indicative Services in the val& pricing zone for the next
calendar year’ may notify a dispute regarding lathiee Access Charges. This
dispute can be resolved by arbitration.

In the Position Paper the ACCC was of the view thatapplication of the dispute
resolution provisions to the Initial Indicative Siees under the drafting of the
December 2011 Proposed Variation was unclear. T0€@ expressed concern that
Initial Indicative Services and Initial Indicativiccess Charges may not be subject to
any dispute resolution provisions, as they woulgiteeluded from both the
provisions in subsection 4.15(d) and 4.20(f) of Brezember 2011 Proposed
Variation. The ACCC considered this was not appeater and that ARTC should
clarify which services are intended to be covengthle provisions in section 4.20
during the concurrent Initial and Interim Periods.

In the Position Paper the ACCC was of the view thatprovisions in subsection 4.20
should apply to the Initial Indicative Servicesgdahat it may be appropriate if the
provisions also applied to the Interim IndicativerBces. In response to the ACCC'’s
request for information, ARTC stated that:

The “two thirds” rule is necessary to avoid delaysl costs to industry
arising from an individual dispute which will hairaplications for all ARTC
customers with access rights for Interim IndicaBe¥vices and Indicative
Services...

Accordingly, the dispute resolution process inisect.20 will apply when
two thirds or more of those Access Holders with IQaaxess Rights submit a
dispute notice to ARTC within the requisite timefrain relation to Interim
Indicative Services or Indicative Servic8s.

In its Revised Variation ARTC has included sevarakndments intended to clarify
that the dispute resolution provisions in subseci@0 will apply to both the Initial
Indicative Services and the Interim Services (presly ‘Interim Indicative

Services’). The ACCC considers that this is appadertaking into account the

matters in subsection 44ZZA(3) of the Act, in pautar the interests of access seekers
in having clarity regarding the dispute resolutaptions available to them.

6.2.2.1 Application of the ‘two-thirds threshold’

A key feature of the dispute resolution provisiomi20(f) of the June 2011 HVAU is
that it requires a ‘threshold’ of Access Holder¢dimg at least two thirds of
contracted gtkm for Indicative Services in the val& pricing zone. In the Position
Paper, the ACCC was of the view that ARTC shoulket#p how the two-thirds
threshold is to be applied if both the Interim $e#8 and Initial Indicative Services
are to be covered by the provision in 4.20(f). $p=adly, whether the two-thirds
threshold would apply:

% ARTC,Response to ACCC Information Requ8dtlarch 2012, p. 27.
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= acrossall Access Holders holding Interim and Initial loative Services (i.e. the
threshold for a dispute relating to either Intedninitial Indicative Access
Charges will be two thirds of all those Access Hogdutilising either Interim
Indicative Services or Initial Indicative Services)

= separatelyto those Access Holders holding Interim IndicatBervices and those
holding Initial Indicative Services (i.e. the thine¢d for a dispute relating to Initial
Indicative Access Charges will be two thirds ofsad\ccess Holders utilising
Initial Indicative Services, similarly for disputeslating to Interim Indicative
Access Charges and those Access Holders utilisitegiin Indicative Services).

The ACCC called for submissions on which of thdssraatives would be
appropriate. Vale and Asciano both submitted thattvo thirds threshold should
apply separately to those Access Holders holditgrim Indicative Services and
those holding Initial Indicative ServicésCoal & Allied submitted that the two thirds
threshold should apply to users of a particulaviser rather than across users of all
Initial Indicative Services and all Interim Indida Services>

In the Revised Variation, ARTC has included sulisact.20(i) which provides that:

To avoid doubt, the requirement in section 4.2@(fjive ARTC a Dispute
Notice if Access Holders holding two thirds or mooatracted gtkm in the
relevant pricing zone dispute Interim Access Chamgelnitial Indicative
Access Charges applies separately to Access Hobgensating Interim Services
and Initial Indicative Services in the relevant &ng Zone (as applicable).

The ACCC considers that the drafting of subsecti@®(i) of the Revised Variation
provides sufficient clarification that the two-ttigr threshold will apply separately to
Initial Indicative Services and Interim ServiceRRRC has also amended subsection
4.15(e) of the June 2011 HVAU to reflect that sutisa 4.20(f) will apply to Interim
Services (previously Interim Indicative Services).

The ACCC recognises Coal & Allied’s concern thaplgmg the two-thirds
requirement across all users of Initial IndicatBexvices or Interim Services imposes
too high a hurdle for Access Holders wishing tgdige charges. The ACCC also
recognises ARTC'’s position that the two-thirds in@d is necessary to avoid delays
and costs to industry arising from an individuapdite.

The ACCC considers that applying the two-thirdesold separately to those
Access Holders holding Interim Indicative Servieasl those holding Initial
Indicative Services, but not to each individualvgss, is consistent with the
application of the dispute resolution provisionsleinthe accepted June 2011 HVAU.
The ACCC considers that this approach providegpanogriate balance between the
objective of allowing access holders to disputbarge applied to them and avoiding
delays and costs to the whole of industry. The AGO@s that these dispute

% Vale,Submission24 May 2012, p. 2; AscianSubmissionMay 2012, p. 13.
% Coal & Allied, Submission in response to the ACCC'’s Position Pap&f May 2012 regarding
ARTC'’s Hunter Valley Rail Network Access Undertgkiariation 24 May 2012, pp. 7-8.
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resolution provisions have not yet been tested,candiders that this aspect of the
HVAU should be revisited as part of the five yeariew.

Accordingly, the ACCC considers that the Revisedateon provides sufficient
clarity regarding the application of the disputealation provisions, and is
appropriate having regard to the matters in sulmsedddZZA(3) of the Act, in
particusl)zélr the interests of access seekers ani@gitenate business interests of
ARTC.

6.2.2.2 Dispute resolution for the Initial Indicative Access Charges during the first
calendar year

Subsection 4.17(a) of the Revised Variation provitiat the process in subsection
4.20(f) for dispute resolution in relation to Inditve Access Charges will napply to
the 2012 Initial Indicative Access Charges setiodtable 1 of this decision. Given
that these charges are also excluded from subsettl®(d) (as they are Indicative
Access Charges), access seekers will not be abletify a dispute under either
process regarding the 2012 Initial Indicative Acc€darges in the Revised Variation.

The 2012 Initial Indicative Access Charges (inRevised Variation) have been
assessed by the ACCC having regard to the intevésiscess seekers in accordance
with subsection 44ZZA(3)(c), as part of the assesdrof the December 2011
Proposed Variation and subsequent Revised Variation

The ACCC remains of the view it expressed in theitikm Paper, that because the
first set of Initial Indicative Access Charges héeen assessed by the ACCC as part
of the Revised Variation (i.e. the 2012 Initial icative Access Charges) and have
been subject to industry consultation, it is appedp that they are not also subject to
dispute resolution provisions.

The ACCC formed this view having regard to thetiegate business interests of
ARTC and the interests of access seekers in hadartginty regarding the terms of
access. The ACCC's assessment of the proposeal Inidiicative Access Charges is
detailed in Chapter 5.

As outlined in section 6.2.2 above, in the Revigadation the Initial Indicative
Access Charges for subsequent calendar years tfitia¢ Period may be disputed by
access seekers through the process in subsecidff)4f the June 2011 HVAU.

6.2.3 Drafting amendments proposed by the ACCC in the Pos  ition
Paper

In the Position Paper, the ACCC noted that the 8Ra012 draft revision submitted
by ARTC included several additional amendments tvlaiddress some concerns
raised by Coal and Allied. These amendments hase tetained in the Revised
Variation, and the ACCC remains of the view thaisthamendments are appropriate.

% The ACCC considers its decision is consisteni wit other matters listed in subsection

447ZA(3).
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The Position Paper stated that several additioradlidg amendments may be
required in order for the Revised Variation to perapriate. The ACCC'’s view on
these drafting amendments is set out below.

6.2.3.1 Annual determination of Initial Indicative Access Charges

The table in section 4.17(d) of the Revised Vaviasets out the Initial Indicative
Service Assumptions and the TOP and Non-TOP chavheh will apply following
acceptance of the Revised Variation.

As drafted in the December 2011 Proposed Variatohsections 4.17(c) and (d)
could have been interpreted to mean that the changée table would apply for the
entire duration of the Initial Period. As statedhe Position Paper, the ACCC
considers that this would not be appropriate.

In the Revised Variation ARTC has amended subsedtib7(c) to provide that:

Indicative Access Charges applicable to the Initmalicative Services (“Initial
Indicative Access Charges”) will until the expiriytbe Initial Period be subject
to annual review in accordance with section 4.14.

The ACCC considers that this change is appropasié reflects that the Initial
Indicative Access Charges will be determined arlgual

6.2.3.2 Determination of non-indicative access charges

The next amendment relates to the publication afgds for services other than the
Indicative Services. The ACCC notes the submiskio@oal & Allied that the
timeframes for publication of charges for non-Iradice Services should be made
clear?’

In the Position Paper the ACCC was of the view faaties running services other
than the Initial and Interim Indicative Servicesshl have sufficient certainty as to
the charges they face. Accordingly, the PositiopePatated that a revised variation
application should specify that charges for Coateéss Rights other than the
Indicative Services (or Interim Indicative Serviresll be determined by

1 November each year, at the same time as thealindtcAccess Charges.

The ACCC notes ARTC'’s submission that it is reqiiit@ consider Indicative Access
Charges for Indicative Services when determinirgygés for non-indicative services,
and it is therefore not appropriate to require ¢hesarges to be specified at the same
time2®

The ACCC considers it would be in the interestaaifess seekers for the HVAU to
specify the timeframe for determination of non-bative Access Charges. However,
the ACCC also recognises the legitimate busindssdsts of ARTC in having
flexibility to determine non-indicative access aes following the determination of
Indicative Access Charges. ARTC must have regaedremge of factors in
determining non-indicative access charges undeioset.15. The ACCC

9 Coal & Allied, Submission27 January 2012, p. 18.
% ARTC, Supporting documentatip® December 2011, p. 39.
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understands that in practice ARTC has been detergiimon-indicative access
charges shortly following the determination of kative Access Charges.

Accordingly, the ACCC considers that on balanas &ppropriate that ARTC has not
amended the Revised Variation to require that matehtive Access Charges be
determined by 1 November each year.

6.2.3.3 Varying existing agreements
Subsection 4.17(e) of the Revised Variation stetat

ARTC will offer the applicable Initial Indicativecdess Charges to Applicants
seeking Coal Access Rights with applicable Initalicative Service
characteristics during the Initial Period.

The ACCC notes the submission by Coal & Allied thettion 4.17 of the HVAU
should provide for the possibility of Access Hoklseeking to vary their executed
Access Holder Agreements so as to operate thallhitlicative Service®’ In the
Position Paper, the ACCC agreed with Coal & Allibdt a revised variation
application should specify that Access Holders dlgiven the opportunity to vary
their access holder agreements during the Inigalod to operate the Initial
Indicative Services.

In response to the Position Paper, ARTC submittatiAccess Holders have the
ability to vary their Access Holder Agreements rder to allow them to run an Initial
Indicative service, and that an amendment to th&H¥6 not required®

Given that Access Holders are able to vary there&s Holder Agreements to adopt
the Initial Indicative Service, the ACCC considésm a practical perspective it is
appropriate that the Revised Variation does notesgby provide for this in the
HVAU.

6.2.4 Minor drafting changes

The Revised Variation includes a number of minaftirg changes in addition to
those outlined in the sections above. The majofityhese changes have been retained
from the December 2011 Proposed Variation, ancetasx a small number of
additional changes in the Revised Variation.

6.2.4.1 Minor drafting changes retained from the December 211 Proposed Variation
ARTC has retained the minor drafting changes froenRecember 2011 Proposed
Variation in the Revised Variation.

The ACCC remains of the view expressed in the PosRaper that these changes are
appropriate, subject to ARTC addressing the substaooncerns with the December
2011 Proposed Variation regarding dispute resaidiitiscussed in this chapter) and
charges (discussed in Chapter 5). These changessaussed below.

Removal of the process for determination of thialnindicative Service

% |bid., p. 18.
10 ARTC, Submission to ACCC Position Pap28 May 2012, p. 40.
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In the Revised Variation ARTC has deleted subsestib17 (a), (b) and (c) contained
in the June 2011 HVAU. These subsections outlihedotocess by which the Initial
Indicative Services and charges (previously thigainindicative Service and initial
Indicative Access Charge) would be determined andrporated in the undertaking.

Given that the ACCC has consented to the Revisedttn, ARTC has fulfilled
these requirements. Retaining the sections in ¥W&UHwould be of limited value as
they would no longer be in operation, and wouldehte potential to create
confusion regarding ARTC’s ongoing obligations unitte HVAU. The ACCC
remains of the view in the Position Paper that éhiendment is appropriate.

Pluralised ‘Indicative Services’

ARTC has pluralised the term ‘Indicative Servicgseviously ‘Indicative Service’).
Subsection 14.2(a) of the HVAU states that unlkescbntext otherwise requires,
‘singular words will also have their plural meanisugd vice versa’. The ACCC also
notes that subsection 4.14(b) of the HVAU states tifhere may be more than one
Indicative Service and Indicative Access Chargé&iwia Pricing Zone.’

The ACCC remains of the view that this change ltasaterial effect on the
operation of the HVAU and provides clarity, givdrat there is more than one
Indicative Service proposed to be in effect for kthenter Valley Rail Network. The
ACCC considers that this amendment is appropriate.

Defined Terms

ARTC has included the following additional definedms in section 14.1 of the
Revised Variation, consistent with the Decemberl2Rdoposed Variation:

= ‘Final Indicative Services- renamed, previously ‘Indicative Services’. ARTC
states that this change was made:

to provide clarification that the transitional pess will end when the
indicative services and associated charges arentietdl in accordance with
section 4.18™

= ‘Initial Indicative Services> defined as having the characteristics set out in
subsection 4.17(d). This is consistent with thenteology used in section 4.17 of
the June 2011 HVAU.

= ‘Initial Indicative Access Charges’ defined as having the meaning given in
subsection 4.17(c) of the Revised Variation.

= ‘Initial Period’ — defined as the period from the time the Revigadation takes
effect to the time the ACCC approves the charagtiesi of the Final Indicative
Service under section 4.18 of the HVAU.

The ACCC remains of the view expressed in the RPosRaper that these additional
defined terms are appropriate as they provide ithdik clarity and transparency to

101 ARTC, Application by ARTC to vary the Hunter Valley Ascesdertaking to provide for the
initial indicative services and initial indicativeccess charge® December 2011, section 3.
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access seekers regarding the operation of the H\\Particular, the ACCC notes
that the terms ‘Initial Indicative Services’, ‘Irdt Indicative Access Charges’, and
‘Initial Period’ are appropriate as they clearhyithe Initial Indicative Services with
the applicable charges and the period during wthielg apply.

6.2.4.2 Additional minor drafting changes in the Revised Vaiation

ARTC has made the following minor drafting changethe Revised Variation which
are additional to those in the December 2011 Pexp¥sriation:

=  ARTC has changed references to service ‘assumpbbiise Initial Indicative
Services and Interim Services to ‘characteristiégsRTC states that this change
has been made to avoid confusion in relation tal#éfaed term ‘System

Assumptions™®

=  ARTC has removed ‘indicative’ from Interim Servicasd Interim Access
Charges (i.e. previously Interim Indicative Sergie@ad Interim Indicative Access
Charges). ARTC states that this change has beea tnadmove any doubt that
Interim Services are not “Indicative Servicé®®.

The ACCC considers that these changes are appi®psahey have no material
effect on the operation of the June 2011 HVAU araViole additional clarity and
transparency to access seekers.

102 ARTC, Supporting documentatioii September 2012, p. 34.
103 pid.
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7 Appendix A — Legal framework

7.1 Timeframes for ACCC decisions and clock-stoppers

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 on the day the
application is received (referred to as ‘the expeégteriod’). A request made to the
ACCC for the withdrawal or variation of an accesslertaking is an access
undertaking application.

If the ACCC does not publish a decision on an axaeslertaking application under
section 44ZZBE of the Act within the expected pdyib is taken, immediately after
the end of the expected period, to have:

®= made a decision to not accept the application; and

= published its decision under s. 44ZZBE and itsaeador that decision: see
subsection 44ZZBC(6).

The Act contains ‘clock-stoppers’ that mean certaire periods are not taken into
account when determining the expected period (slegestion 44ZZBC(2)). In
particular, the clock may be stopped:

= by written agreement between the ACCC and the aqmewider (in this case,
ARTC), and such agreement must be published: stibss@4z2ZBC(4) and (5);

= if the ACCC gives a notice under subsection 44ZZB0OAequesting information
in relation to the application;

= jf a notice is published under subsection 44ZZBDxi¥jting public submissions
in relation to the application;

= jf a decision is published under subsection 44ZZ)Beferring consideration of
whether to accept the access undertaking, in wirale part, while the ACCC
arbitrates an access dispute.

7.2 Information requests

Subsection 44ZZBCA(1) provides that the ACCC maae@ person a written notice
requesting the person give to the ACCC, withinecsfed period, information of a
kind specified in the notice that the ACCC conssdmay be relevant to making a
decision on an access undertaking application.

Subsection 44ZZBCA(3) states that the ACCC musehagard to any information
given in compliance with a notice under subseci¢fZBCA(1) in making its
decision.

As noted above, the period within which the ACCQuests information constitutes a
clock-stopper.

53



8 Appendix B — Summaries of submissions

8.1 Submissions in response to the ACCC'’s
Consultation Paper

The ACCC received a number of submissions in resptmthe ACCC'’s
Consultation Paper on the December 2011 Proposeadtida. Below is a summary
of the submissions.

8.1.1 |Initial Indicative Services

Peabody:Peabody submitted that ARTC has not consideredfigisnt number of
configurations and that the modelling is not adeahenough. Peabody suggested that
the modelling should have included:

= entry and exit points to the network;
= geographic spread; and
* encouraging alignment in capital investment betwaggmve/below rait®*

QR National: QR submitted that the process undertaken by AR&E ‘wompletely
inadequate’ as ARTC should have considered thedtrgdaabove rail efficiency in its
modelling, which QR suggested affects overall tpansation costs to coal
producers®

QR also submitted that ARTC should have considsystem velocity as an
efficiency indicator, driven by cycle times. In atiloh, QR stated that the time and
resource constraints placed on the modelling psohkase limited the value of the
modelling output$®®

QR considered that its trains are more efficieotrfran above rail perspective, as it
uses more efficient locomotives and could haulaup20 wagons if another
locomotive was added’

Consequently QR stated that the Initial IndicaBezvice is of limited value in
guiding investment decisiort&®

Asciano: Asciano supported the conclusion that longer tramoside more coal chain
capacity than shorter trains. Asciano submittesyeher, that some of the modelling

194 peabodySubmission in response to Australian Rail Trackp@oation’s Proposed Variation to

the June 2011 Hunter Valley Coal Network Accessedaling 25 January 2012, p. 3.
QR NationalQR National's submission in response to the AC@®'ssultation Paper on ARTC's
application to vary the HVAU to implement the &litindicative Service27 January 2012, p. 2.
106 H

Ibid., pp.7-8.
197 \bid., pp.4-5.
198 pid., p. 5.

105

54



assumptions used by ARTC could have been varied example, the assumptions
that fix the capacity at 160mtpa and ignore thediotpf congestioh’®

Asciano noted that there may be one loop (the Saladlpw loop) in Pricing Zone 2
in which the 96 wagon train does not fit. Asciambed however, that email
correspondence with ARTC clarified that the 96 wagain length is actually 1540m
long and not 1570m as contained in ARTC’s docum®fits

Coal And Allied: Coal & Allied supported the conclusion that longrains represent
more efficient use of capacity'

Coal & Allied submitted that of the metrics usedARRTC to determine the efficient
train configuration (path utilisation, average \esgieue and number of consists to
compare each train configuration), path utilisai®the best measure of efficiency
given a fixed throughput as it reflects the extenwhich spare Track Capacity
remains available to industry to support growth/andope with unforeseen
variability in the coal chaif'?

Coal & Allied considered that the other metricsdubg ARTC are inappropriate, but
noted that their inclusion does not appear to fadteged the outcome?

8.1.2 Initial Indicative Access Charges
Efficiency implications

QR National: QR noted that gtkm-based pricing has been retamgue Initial
Indicative Access Charges, which QR submitted vpgsapriate because it
incentivises a lower gross-to-net ratio and promeféciency**

Asciana Asciano submitted that the level of the propodearges is not appropriate.
Asciano considered that the pricing relativities aot sufficient to encourage
Operators to move from smaller to larger trains @wad ARTC should provide pricing

incentives for the operation of efficient, longezins™*

Asciano also submitted that the proposed Initididative Access charges are
unlikely to address network congestion. Asciancsaered that the differentials
between the 72, 74 and 82 wagon trains in PricimigeZL are not appropriate because
they do not provide sufficient incentives to faeile more effective use of the

199 Asciano,Submission to the ACCC in relation to the ACCC Qttaton Paper on Australian Rail

Track Corporation’s Hunter Valley Rail Network AssdJndertaking variatior 7 January 2012,
pp. 6, 7-8.

10 Ipid., pp. 9-10.

11 Coal & Allied, Submission in response to the Australian Compatiiod Consumer
Commission’s Consultation Paper In relation to Aakan Rail Track Corporation’s Hunter
Valley Rail Network Access Undertaking variati@d January 2012, p. 4.

12 pid., p. 5.

13 bid., p. 5.

14 QR National Submission27 January 2012, p. 8.

15 Asciano,Submission27 January 2012, pp. 9-10.
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network. Asciano also considered that trains otfnen the Initial Indicative Services
should be priced in relation to the efficient traenchmark®

Coal & Allied: Coal & Allied submitted that the differential chasyfor the 96 and

82 wagon trains will not promote efficiency. CoalA8lied noted that ARTC has
proposed a 0 per cent non-TOP differential (thatasdifferential) and an 11 per cent
TOP differential. Coal & Allied submitted that ART$hould apply a -7.5 per cent
non-TOP differential (that is, the 82 wagon sensheuld face a lower non-TOP
charge) and a 31 per cent TOP differential. Inmhet@ng these differentials, Coal &
Allied noted that ARTC had not reflected consumptad coal chain capacity in the
proposed Initial Indicative Access Charges:

Given the constraints of the existing modelling ethcap throughput at 160
Mtpa it is difficult to assess the relative effie@y of different train
configurations based on throughput estimates aftne.

The following table is from Coal & Allied’s submis#s, and sets out its
understanding of how ARTC has determined the InidiesAccess Chargées®

Table 6: Coal & Allied's proposed differential in Zone 1 Charges for the two Initial
Indicative Services*

Component of Access Charge  Proportion 96 wagon train B2 wagon train Differential
of total®* configuration configuration
% 5/ D00GTE 5/ 000GTK %
Non-TOP [variable 9% 0.2844 0.781 {7 5%) decrease
maintenance charge) due to axke load
TOP (fixed charge for 91% 8.342 10.926 31%
maintenance and capacity)
- Maintenance 10% 0a01 0.973 8% {1% of total]
- Ceal Chain Capacity S4% 4960 £.635 34% [20% of total)
- Capacity (Network) 27% 2480 3.318 34% {10% of total)

*  These values reflect the appropriate relatively rather than absolute values — by raising Charges for B2 wagon trains
ARTC might over-recover revenues in Zone 1
** Total Access Charge is sum of TOP and non-TOP Charges

Table source: See Table 3 in Coal & Allied’s Jagu12 submission.

Coal & Allied also submitted that ARTC had decrehaecess charges in Pricing

Zone 3 to offset the impact of Pricing Zone 1 pddéerentials on Pricing Zone 3

producers using the 82 wagon train. Coal & Alli¢ated that this approach would
distort the overall efficiency incentives for PrigiZone 3 producers?

Coal & Allied also stated that it is the pricingsals from the Initial Indicative
Service that will influence the efficient investmiemd use of the network:

116 Asciano,Submission27 January 2012, pp. 9-11.

17" Coal & Allied, Submission27 January 2012, p. 10.
18 bid., p. 13.
19 bid., p. 10.
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it is the approach to price differentiation that PF®Kwill use to determine
Charges for all train configurations that will sesxbnomic signals to
industry regarding the efficient investment in arsg of available capacity.
The Initial Indicative Services merely set a benathtragainst which other
train configurations will be measured. The proposetial Indicative
Services can serve this purpose as well as any ibtiey are priced
appropriately relative to each other and to otkevises'®

Coal & Allied also submitted that the 2012 Intedimdicative Access Charges
published by ARTC in November 2011 should be adpisvllowing the
determination of the Initial Indicative Access Cies™*

PWCS: PWCS submitted that the access charges for Pritnng 3 services are not
consistent with efficiency based pricing and domextessarily give producers
incentives to adopt the more efficient Pricing Z8eonfiguration (i.e. the 82 wagon
train).}?2

Pricing transparency

There was general agreement in submissions thégvbeof information provided by
ARTC regarding the proposed Indicative Access Gimend how they had been
determined was insufficient.

Peabody:Peabody submitted that access seekers need momaation around how
ARTC'’s proposed charges are calculated. For exgrRgliabody suggested that if the
charge differentiation factors under section 4.fithe June 2011 HVAU are intended
to apply then this should be clearly expressed BY &%

QR National: QR noted that it does not have access to ARTC’safling, costs and
forecasts and therefore is not able to commenhemtiantum of the proposed
Indicative Access Charge&’

Asciano: Asciano submitted that more clarity is needed atldunw the proposed
Initial Indicative Access Charges have been derasdl how non-efficient trains,
including Asciano’s 91 wagon train, will be pric&d.

Coal and Allied: Coal & Allied considered that greater transparesayeeded
around the calculation of charges for differenvges (both Indicative and non-
Indicative) and submitted that this will help inthysmake investment decisior.

PWCS: PWCS submitted that it is not clear how ARTC intetal price for smaller
configurations in the Hunter Valley’

120 Coal & Allied, Submission27 January 2012, p. 5.

2L pid., p. 10.

122 pWCS,Submission to the Australian Competition and CorsuBommission regarding the
Australian Rail Track Corporation Limited’s propabseariation to the Hunter Valley Rail
Network Access Undertaking7 January 2012, p. 3

PeabodySubmission25 January 2012, p. 2.

124 QR National Submission27 January 2012, p. 9.

125 Asciano,Submission27 January 2012, p. 7.

126 Coal & Allied, Submission27 January 2012.
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Grandfathering

Peabody:Peabody submitted that the pricing parity mecharssould apply after the
Regulatory Transition Period. Peabody considerspheing parity should remain
until the expiry of the above rail contracts endeirgo prior to the commencement of
the June 2011 HVAU?®

QR National: QR also submitted that the grandfathering provsionsection 4.15 of
the June 2011 HVAU should apply for the term of\abmail contracts entered into
under arrangements in place at the time. QR corssitlat 3.5 years is an
unreasonably short period for grandfathering tdyapp

Asciano: Asciano submitted that congestion is unlikely tcabddressed on the Hunter
Valley network due to the grandfathering provisicnstained in section 4.15 of the
June 2011 HVAUX

Coal and Allied: Coal & Allied submitted that ARTC is only requiréal maintain
pricing parity for the two main services in Pricidgnes 1 and 2 (that is the 91 and 74
wagon train), but not for services in Pricing Z&he 72 wagon trairf)* Coal &

Allied considered that ARTC should adjust the Imeindicative Access Charges for
the less efficient Pricing Zone 3 servicas.

8.1.3 Drafting changes

Submissions to the ACCC’s 13 December 2011 Cortguit®aper relate only to the
drafting of the December 2011 Proposed Variatiahraot to the additional changes
in ARTC'’s draft revisions, which were received attee consultation period had
ended.

Peabody:Peabody submitted that, given that the Interimlartchl Periods are
intended to operate concurrently, it is not cleawto determine whether an actual
service will be an Interim Indicative Service orlaitial Indicative Service and what
it means to ‘meet’ the service assumptitfis.

Coal and Allied: Coal & Allied expressed concerns about the clartg
interpretation of the drafting proposed by ARTC aC& Allied submitted that:

®  The Interim Indicative Access Charges which ARTSued in November 2011
should be revisited and adjusted, based on thallinticative Services, at the
time the Initial Indicative Services are adoptan &hat this should be made clear
in the drafting of the Proposed Variation (refebbsections 4.17(a) and 4.19(b) of
the HVAU) 3

127 pWCS,Submission27 January 2012, p. 3.

128 peabodySubmission25 January 2012, p. 2.

129 QR National Submission27 January 2012, p. 3.
130 Asciano,Submission27 January 2012, pp. 10-11.
131 Coal & Allied, Submission27 January 2012, p. 16
132 bid., p. 15.

133 peabodySubmission25 January 2012, s. 3.1(a).
134 Coal & Allied, Submission27 January 2012, p. 17.
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The wording in subsection 4.17(d) of the HVAU stbalarify that the Initial
Indicative Access Charges will be revised annu&lyal & Allied also considered
that the meaning of the ‘reasonable endeavoustlosection 4.17(c) of the
HVAU is uncertain-*

There appears to be a footnote missing from taibfel7(d) stating that “*Pricing
Zones contain Segments as specified at Scheddfé E'.

Section 4.17 of the HVAU should provide for the gibgity of Access Holders
seeking to vary their executed Access Holder Ageremso as to operate the
Initial Indicative Services$®’

The reference to ‘Indicative Access Charges’ irtisact.19(a)(i) of the Proposed
Variation is incorrect, as the Interim Indicatived®ss Charges are not actually
Indicative Access Charges as defined in sectios dfthe HVAU. Coal & Allied
submitted that section 4.19(b) of the HVAU shoudddxpanded to provide that
the Interim Indicative Access Charges will be detieed ‘in accordance with
section 4.15’ and will ‘take into account’ the Ialtindicative Access Chargé¥

The timeframes for publication of charges for naditative Services should be
made clear. Specifically, Coal & Allied considetédt these charges should be
determined by 1 November each year in accordaniteswbsection 4.20(d) of the
HVAU. ™%

Regarding the dispute resolution provisions inHIMAU, the ‘two-thirds test’ in
section 4.20(f) of the June 2011 HVAU should beaeed. Coal & Allied
consigléers that the Indicative Access Charges shmildisputed under section
4.15:.

There is inconsistency in the dispute resoluti@vigions for Interim Indicative
Services, in particular that it is unclear whettlisputes will be conducted under
section 4.15 or section 4.20. Coal & Allied substtthat dispute resolution for
Interim Indicative Access Charges should be in etance with section 4.1'5*

8.1.4 The Final Indicative Service

Acceleration of the process

QR National: QR submitted that the modelling and assessmengepsounderpinning
the Initial Indicative Services was under-develap@R submitted that the Initial

135
136
137
138
139
140
141

Ibid., pp. 17-18.

Ibid., p. 18.

Ibid.

Ibid.

Ibid.

Coal & Allied, Submission27 January 2012, p. 19
Ibid., pp. 18-19.
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Indicative services should be abandoned and a mbrest and comprehensive
assessment should be undertakén.

Asciano: Asciano submitted that the process for the Findiclative Service, and the
implementation of pricing based on the efficieairtr should be accelerat&H.

Asciano stated that the final modelling and implatagon of the efficient train can
and should be done in a much shorter timeframettigtroutlined the in the June
2011 HVAU. Asciano expressed concern that the aticengestion in the Hunter
Valley system should be relieved as soon as pessbb that this requires modelling
of the efficient train and attendant pricing sigraf

PWCS: PWCS submitted that ARTC should determine the RAimditative Service as
soon as possible, and well before the maximum taneés in the HVAU*®

Modelling the Final Indicative Service

Several submissions expressed dissatisfactionthgtimodelling undertaken for the
Initial Indicative Service, and made recommendatifum the modelling of the Final
Indicative Service.

Peabody:Peabody submitted that the modelling used to deuvéle Indicative
Service is not adequate and that the final modgBimould include characteristics
such as:

entry and exit points to the Network, the geogresipread of an above rail
provider’s trains throughout the Network, and emaging alignment in
capital investment between the above and belovopatations:*®

Peabody submitted that measuring utilisation of cbain capacity should include
measures of loading and unloading performancegdastdbution of trains’

QR National: QR submitted that:

An efficient outcome from a whole of coal chaingmective is one where
maximum possible tonnes are delivered, at the lbpessible total cost,
when all elements of coal transportation costsiwithe coal chain are
considered.

This would entail an assessment based on a ‘totdlaf ownership’
approach that allows for trade-offs between difiéedements of the coal
chain that result in optimal utilisation of Coal &@h Capacity:*®

QR submitted that efficiency measures should irelelements of cost and total
throughput delivered within a period and shoula d¢se account of distance.

142 QR National Submission27 January 2012, p. 2.
143 Asciano,Submission27 January 2012, p. 1.

144 |bid., pp. 6-7.

145 PWCS,Submission27 January 2012, pp. 2-3.
146 peabodySubmission25 January 2012, s. 3.3.
Y7 bid., s. 3.3.

148 QR National Submission27 January 2012, p. 2.
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QR submitted that ARTC should consider the impacaloove rail efficiency, which
affects the overall transportation costs to coatipcers:*® QR also submitted that
ARTC should consider system velocity, driven byleywames, as an efficiency

indicator**°

QR stated that it is willing to work with the HVCCahd ARTC to develop
appropriate modelling for the Final Indicative See/**

PWCS: PWCS submitted that ARTC should consider an exphnaiege of
configuration factors and efficiency measures li@r Einal Indicative Service. PWCS
suggested that ARTC should consider additionald@sp train performance, such as
wagon types, sizes, and trigger mechanisms, aradt othasures of coal chain
efficiency. PWCS also stated that the Final InadNeaServices should contemplate
likely future infrastructure configurations, suchtae new Terminal %2

PWCS considered that the relative pricing shouti/iole clear economic incentives
for efficient use of capacity®

8.2 ARTC response to the ACCC'’s request for
information

On 15 February 2012 the ACCC requested that ARTQige further information to
assist the ACCC in its assessment of the Decentlder Proposed Variation. On 29
February 2012 ARTC provided a response to the AGC€juest for information.

A summary of ARTC’s response is provided below.

8.2.1 Efficiency implications

ARTC's response addressed two issues raised bAGIBC in regard to the expected
efficiency implications of the Initial Indicative@sess Charges:

= pricing of trains in Pricing Zone 1 and differemioa for coal chain capacity

= |ower access charges in Pricing Zone 3 to offsetrqy differentials in Pricing
Zone 1.

ARTC provided a number of reasons for its proposalto differentiate the Coal
Chain Capacity component of pricing between the&v8§on configuration and the
82 wagon configuration in Pricing Zone 1.

First, ARTC noted that producers operating in RgcZone 3 are not able to run
longer trains than 82 wagons due to existing imfugsure constraints in that zone.
ARTC submitted that:

149 Ibid., pp. 4-5.

150 Ipid., p. 7

151 |bid., p. 2.

152 PWCS,Submission27 January 2012, p. 3.
153 bid., p. 1.
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Providing a pricing incentive for them to do so Wboot seem to add any

value..®

Second, ARTC recognised that running only 96 wéagans in Pricing Zone 1
(instead of both 96 and 82 wagon trains) wouldease coal chain capacity
utilisation. However, ARTC noted that existing astructure constraints currently
rule out this option in practice and the HVCCC hatl modelled the impact of
running only 96 wagon train§

ARTC accepts that throughput would be higher ifyd@d® wagon trains were
operated... However the most efficient utilisatiorHafnter Valley coal chain
must be contemplated in terms of the market be#ngsed by that coal chain
which includes the Gunnedah basin mines... As su&tl,@cannot see any
basis for differentiation in terms of Coal Chainp@eity consumption
between the 96 and 82 wagon configurations whestieg infrastructure
constraints are to be appli&d.

Third, ARTC considered that existing infrastructaomstraints mean that an
82 wagon train is the most efficient train that t@run in Pricing Zone 1 when it
originates in Pricing Zone 3. ARTC concluded that:

penalising Pricing Zone 3 producers by differemigion the basis of coal
chain capacity in Pricing Zone 3 when they [aredraping the most efficient
configuration that they are able to given the éxgsinfrastructure constraints
in Pricing Zone 3 would not be reasonabfe.

ARTC concluded that the only reliable basis upoictviprices could be
differentiated in Pricing Zone 1 was maintenand@TA submitted that this
differentiation would only impact upon fixed cos#RTC concluded that there was
no reliable basis upon which prices could be diféiated due to maintenance
considerations in relation to all other Coal Traimfigurations in all pricing zones®

In relation to ARTC'’s decision to reduce accesg@ésin Pricing Zone 3 to offset
the increased charges in Pricing Zone 1, ARTC g¢aveaeasons.

First, ARTC stated that it considered that Pricioges 1 and 2 are in a different
‘market’ to that of Pricing Zone 3:

...the Coal Train configurations utilised by Priciigne 1 and 2 mines, and
Pricing Zone 3 mines are in different markets. Ashsany access pricing
available in one market (Pricing Zone 1/2 minesyldaot be necessarily be
available in the other market (Pricing Zone 3 mjraesl vice vers&?®

ARTC considers that the 1IS and 1IS 2 are produeddistically offered to
customers in geographically distinct locatidffs.

154 Ibid., p. 18.

155 ARTC, Response to ACCC information requésMarch 2012, p. 19.
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1% ARTC, Supporting documentatio® December 2011, p. 41.

159 bid., p. 43.
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Second, ARTC stated that the price adjustment wenfiire that ARTC's total
revenue from Pricing Zone 3 producers would rentaénsame after the Initial
Indicative Services were implemented. ARTC noted this would reduce its
revenue risk®*

More generally, ARTC stated that the Hunter Valtegl network should be
considered as ‘a system serving mines in all threxng zones together rather than
serving 3 individual pricing zone$*? ARTC also submitted that:

[the idea that] achieving efficiency in certain tgaof the Hunter Valley will,
in aggregate result in efficiency of the Hunter lgglcoal network as a
whole... is by no means clear to ARFE.

8.2.2 Pricing transparency

In response to submissions that ARTC should be tnansparent regarding how it
has calculated the Indicative Access Charges, andthwill calculate other charges,
ARTC stated that:

...with only a few exceptions rail access undertagirggimes in Australia
generally provide for pricing that ensures thaerase collected by the track
manager does not cross subsidise other users nétherk or other parts of
the network. Within that constraint, the track mgerais able to exercise a
reasonable amount of discretit§fi.

ARTC submitted that it should have a reasonableusstnof discretion in setting
prices, subject to the broader constraint of thremae limits, noting that:

providing the track manager with this discretios kartain investment and
efficiency benefits by enabling the track managamaximise revenue where
it can and not be constrained in promoting newyemyrrestrictive pricing
mechanisms:®®

While ARTC provided some further detailed infornoation its pricing approach, it
did not provide the financial model as requestetheyACCC, submitting that:

...notification of a particular calculation or deténation of access pricing to
the regulator and industry may create a precedeheapectation that future
pricing will be calculated or determined in the saway, irrespective of
whether the method of calculation is explicitly gggbed in the
undertaking'®®

However, ARTC provided some additional explanatmthe ACCC about how it had
calculated its charges. ARTC stated that its im@nh doing so was that:

11 Ibid., p. 20.

%2 |pid., p. 18.
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Regulatory satisfaction in this regard then prosittee industry with
confidence that the regulatory requirements haes lemplied with®’

8.3 Submissions in response to the ACCC'’s Position
Paper

The ACCC received a number of submissions in resptmthe ACCC’s Position
Paper on the December 2011 Proposed VariationwBisla summary of the
submissions.

8.3.1 Initial Indicative Service

ARTC: ARTC submitted that the proposed Initial Indicatiservices have been
determined in accordance with section 4.17 of tiH. In this regard, ARTC
noted that the number of configurations that cdnddested was constrained by the
limited time frames and modelling constraifft¥.

Vale: Vale submitted that there is likely to be minirtelte up of the Initial Indicative
Service during the Initial Period as the grandfatigeof the existing services and the
potential for further change to the Final Indicat®ervice do not provide certainty to
either Access Holders or Operators to make invastuhecisions to change their
method of operation in the short tetf.

Vale submitted that it is not clear what operatlaieanges Vale would need to
complete to accommodate proposed efficient traihassumes changes would be
minimal as Vale can already accommodate the egji§tinwagon trairi’°

QR National: QR questioned the validity of determining an eédiint train
configuration as a means to promote optimal utibsaof coal chain capacity, given
that above rail is only one component of a compled interrelated coal chatfi*

QR submitted that there is no certainty that thialnndicative Service represents
the efficient train configuration in the long terr@R therefore considered that the
Initial Indicative Service is of little value, artldat a better outcome would be to defer
any changes until the development of the Finaldaiiie Service’?

Asciano: Asciano submitted that its position has beenltrager trains provide more
coal chain system capacity than shorter train®RdC should be providing
incentives for longer trains>

17 bid., p. 12.

188 ARTC, Submission to ACCC Position Papbtay 2012, p. 11.

189 vale, Submission re Position Paper in relation to ARTBimter Valley Rail Network Access
Undertaking variation24 May 2012, p. 1.
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Asciano also submitted that wagon number is anaegipe measure of capacity given
that wagon lengths and capacities differ. Asciarmnstted that the definition of
efficient train in the HVAU should utilise trainrigth or some other clear measure of
coal chain capacity.*

Asciano considered that ARTC should seek to efiityeexpand infrastructure in
Pricing Zone 3 to allow longer trains to operatijck would bring benefits by
removing smaller trains from the systém.

Coal & Allied: Coal & Allied submitted that it is not well placéul assess the likely
extent of conversion of existing above rail asgetsiore efficient configurations on
an industry-wide basis; however, it submitted thatpricing signals will play a
significant role in driving investment decisionsriew above rail asset&

Coal & Allied stated that there is typically a twear lead time to acquire new above
rail assets, and that the longest train configaratihat can be run using old
locomotives and wagons is a 92 wagon service itirRyiZzone 1’

8.3.2 Initial Indicative Access Charges
Efficiency

ARTC: ARTC submitted that some of the comparisons madééACCC of
direction and magnitude of pricing differentiale amlikely to be relevant, as these
are likely to be different to those implied by therent published Interim Indicative
Access Charges. ARTC stated that it intends tevevie Interim Indicative Access
Charges following acceptance of the Proposed \ianaf®

ARTC further submitted that all parties understtioat the modelling and
infrastructure constraints explicitly recognisedhe section 4.17 process may
constrain ARTC'’s ability to develop the signals éfficient investment and

utilisation of the network. ARTC expressed condbat stakeholders are now seeking
pricing differentiation beyond the prescribed scopthe section 4.17 process
originally sought:”

ARTC submitted that the pricing signals given ftirceent use and investment in
infrastructure are still reasonafé.

In its supplementary submission to the PositioneP&RTC stated that ‘its response
to the ACCC'’s Position Paper largely addresse®\@EC’s concerns and

74 Ipid., p. 6.
75 bid., p. 12.
176 Coal & Allied, Submission in response to the ACCC'’s Position Papéf May 2012 regarding
- ARTC'’s Hunter Valley Rail Network Access Undertgkiariation 24 May 2012, p. 2.
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amendments sought by the ACCC in the Position Pagech have been supported
in stakeholder submission$*

ARTC confirmed in its submission that ‘it intendsre-visit 2012 Interim Access
Charges and Charges for other Services followinpyaal of the variation’ and will
base them on a similar methodology to that used develop Initial Indicative
Access Charges. ARTC noted that any revisions fpvitharily serve to provide an
interim indication to stakeholders as to the dicecand magnitude of pricing
differential to assist with decision makin{f*

In response to the ACCC'’s question whether theallvpricing approach reflects the
costs of operating services and their relative gonion of coal chain capacity,
ARTC submitted that ‘it has achieved this in theelepment of the Initial Indicative
Services and Initial Indicative Access Chargesthiaithe constraints inherent in the
June 2011 HVAU'®

With regard to the ACCC'’s question in relation tB'PC reducing charges in Pricing
Zone 3 to offset the increase in revenue from Rgidone 3 producers in Pricing
Zone 1, and its effect on the efficient operatibthe network, ARTC pointed to the
differing views between access holders and re#drtite view given in its response to
ACCC'’s Position Paper, submitting that it has adsed the ACCC'’s concerns and
the amendments sought in the position papér.

Vale: Vale noted and agreed with the ACCC’s concernsdhiaent pricing does not
consider the loss of Coal Chain Capacity. Valehrsubmitted that as Coal Chain
Capacity is a key driver to the move to the LongnT &olution it must be reflected in
the pricing principled®

Vale also disagreed with ARTC that path usageasstime no matter what size train
utilises that path. Vale considered that pricingstrhe set to encourage all
stakeholders to move to the use of the efficiaihtservice to achieve the goal of the
Long Term Solution is to improve throughput in gystem:®

QR National: QR submitted that is not in a position to comnmnivhether the cost
allocations are appropriate, however, it considénatithe pricing differentials
required to drive investment would need to be sujepldy long term certainty about
future pricing*®’

QR considered that as the Initial Indicative Sezvgca transitional stage prior to the
implementation of the Final Indicative Servicdsipremature to implement price

181 ARTC,ARTC response to stakeholder submission in resportee ACCC Position Paper in
relation to ARTC'’s application to vary the Hunteally Coal Network Access Undertaking (2011
HVAU), 25 June 2012, p. 3.

%2 Ibid.

18 Ipid., p. 6.

%4 Ibid.

185 vale,Submissionp. 2.

18 |bid., p. 2.

187 QR National Submissionp. 2.

66



signalling that may not be reliable in the longamt and that may drive investment
that would not promote long term efficient/.

Asciano: Asciano considered that ARTC's current pricingraggh is not appropriate
and that the Initial Indicative Access Charges jncing relativities do not provide
efficient pricing signals for the efficient investmt in and use of coal chain
infrastructure'®®

Asciano further submitted that the low magnitud@mting relativities implicit in
ARTC'’s proposal does not provide strong pricinghalg and incentives to adopt the
Initial Indicative Service. In particular, Asciagonsidered that the combination of
grandfathering and the pricing relativities medra tncentives to quickly move
towards efficient trains are unlikely to be addeesprior to December 2013’

Coal &Allied: Coal & Allied submitted that the levels of pricéferentiation
proposed by ARTC do not provide appropriate ecooignals to the industry
regarding efficient use of and investment in cogly infrastructuré®*

Coal & Allied also submitted that the directiontbé price relativities is generally
appropriate, apart from the 72 wagon Interim IntiveaService; however, Coal &
Allied noted that it understands that this willdddressed by ARTE?

Coal & Allied considered that the magnitude of pricdifferentiation proposed by
ARTC is not appropriate and disagreed with ARTG&wthat there should be no
differentiation based on the Coal Chain Capacitigiehcy component between the
two proposed Initial Indicative Services in Pricidgne 1'%

In its supplementary submission to the PositionePapoal & Allied submitted that if
ARTC considers that the current modelling limitasalo not allow measurement/
assessment of the Coal Chain Capacity impact,ttieeproposed high weighting for
this factor is not appropriate at this time. CoahBied submitted that industry would
only maintain its view that a factor is of high iorfance if it can actually be
measured and assess&d.

Coal & Allied considered that a possible solutiolARTC not being able to measure
Coal Chain Capacity is for ARTC to reduce the waighof the Coal Chain Capacity
factor (relative to Track Capacity) until appropeianodelling has been developed
(for the Final Indicative Services). Coal & Alliedgued that the weighting should be
reduced to zero or close to z&ro.

Coal & Allied submitted that pricing differentiadse not about “penalising” or
“rewarding” producers. Coal & Allied considered tloaly by applying appropriate

18 Ipid., p. 2.
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differential pricing are producers sent the appadprsignals about investment in new
or upgraded infrastructuré®

Coal & Allied considered that the proposed reductioAccess Charges in Pricing
Zone 3 by ARTC to offset increased revenue froniRgi Zone 3 Producers in
Pricing Zone 1 is not appropriate and distorts appate, efficient price signafg’

Coal & Allied also considered that by favouring ednn one location over another
ARTC is discriminatory, sends the wrong pricingngily and promotes inefficient use
of and investment in coal chain infrastructtife.

Coal & Allied considered that the longer term eaoimimpact of pricing
differentiation is contingent on the pricing signaking consistent over time and that
any subsequent changes in relative pricing shoallddmonstrated by ARTC to be
driven by changes in fundamental cost drivers raten pricing methodologi€s?

Pricing transparency

ARTC: ARTC submitted that it has publicly provided a stalmtial amount of advice
in relation to how it intended to develop the klitindicative Access Charges and
how charges would be differentiated, despite notgeequired to under the
HVAU.?%

ARTC also submitted that the ACCC appears to haled on wider and more
general pricing considerations in coming to a vasato what the Initial Indicative
Access Charges should achié¥ke.

ARTC submitted that the HVAU already provides fgngficant information to be
made available to Access Holders. ARTC stateditlsunclear what further
information is sought by the ACCC to be provided\tess Holders beyond this

information?°?

ARTC submitted that ‘it has already provided a gigant amount of information in
relation to the development of Initial Indicativedess Charges and Interim
Indicative Access Charges in earlier relevant daenisi including: (i) the key factors
in relation to differentiating pricing; (ii) the rtteodology used by ARTC to determine
relative impact of Coat Train configurations regagithese factors; (iii) other
practical aspects, and adjustments made, relevald@termining those relativities; (iv)
a breakdown of ARTC'’s costs that can apply to #etdrs; and (v) the basis for the
weighting given to each factors in calculating thiial Indicative Access Chard@®

ARTC submitted that this is ‘further complementbg’'the ongoing disclosure of
information provided for under the June 2011 HVAtgluding: (i) cost and volume
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information; (ii) future access pricing for 10 ysafiii) publishing of Coal Access
Rights pricing; (iv) an initial estimate of Chardges Access Rights for the Indicative
Access Proposal; and (v) the right to dispute pgaluring an access negotiation or
annually®®*

In addition, ARTC submitted that it has ‘clarifieddetail its intentions as to the basis
to be adapted to determining Initial Indicative Ass Charges, Interim Indicative
Access Charges and Charges for non-Indicative &=sn\during the Initial and Interim
Periods.?%

ARTC also submitted that while stakeholder subroissisupported the ACCC's view
that access seekers should have sufficient infoomad calculate the likely direction
and estimated magnitude of pricing relativitieg smbmissions ‘did not provide any
further information of what would constitute a séctory means to provide such

information’ 2°°

Asciano: Asciano submitted that the level of information\pded by ARTC
regarding the proposed Initial Indicative Accessi(gles and how they had been
derived is insufficient®’

Asciano also agreed with the ACCC'’s position inBassition Paper and considered
that ARTC should provide additional information itgapproach to differentiating
between charges for particular services includiog-imdicative service®®

Asciano submitted that ARTC should provide a reabtmlevel of transparency in
regard to its pricing model and how the model wapgly to non-indicative services.
Alternatively, Asciano considered that ARTC shopidvide sufficient price data
points to allow access holders and operators @wpotate and/or extrapolate a likely
price from the existing series of determined ppo@ts®®®

Asciano also submitted that pricing of non-effigigains should be determined in
reference to the efficient train benchmatk.

Coal & Allied: Coal & Allied submitted that ARTC should providdlftransparency
to the ACCC to demonstrate that there is no crabsidisation across the Pricing
Zones. Coal & Allied expressed concern that theag bre cross-subsidisation
between Pricing Zones 1 and 2 but is unable toicorthis with the current level of

information?!?
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Coal & Allied submitted that it is unclear why then-TOP component of the Access
Charge in Pricing Zone 2 is a much higher propartbthe total Access Charge
relative to Pricing Zone 1 and®%

Coal & Allied submitted that in addition to infortian already provided to Access
Holders, ARTC should provide to Access Holders:

= the relevant characteristics of each Indicative mmdHIndicative Service; and

= the estimated proportion of gtkms by train typePicing Zone to facilitate
producers’ understanding of how charges are deteadécross Pricing Zones and
amongst various Servicés’

Grandfathering

QR National: QR submitted that the ACCC has not provided a w0av@QR’s
concerns about the timing of the grandfatheringragements for the Initial Indicative
Service. QR submitted that the grandfathering mions should extend to match the
term of above rail contracts entered into underatin@ngements in place at the time
they were negotiated as competitively negotiatedracts should not be jeopardised
by subsequent regulatory chang¥s.

Asciano: Asciano submitted that the grandfathering protectiapplying to ‘evidently
inefficient trains’ should be removed so that theaas pay their true cost. However,
Asciano submitted that grandfathering protectiamgrain consists that are operating
at the maximum length allowed by infrastructurestaaints should remain, as these
trains are in essence efficient trains and shootda penalised by regulatory
changeg™

8.3.3 Drafting changes

The ACCC received a number of submissions in respomits Position Paper on the
drafting in both ARTC’s formally submitted Decemi2&11 Proposed Variation and
the 8 March 2012 draft revision.

ARTC: ARTC submitted that the dispute resolution prodegs20 will apply to
disputes concerning Interim Indicative Access Caamuring the Interim Peridd®
ARTC also submitted that in order to address th€&G concerns, the two-thirds
threshold is to be applied separately to those gsélders who have contracted
Interim Indicative Services and Initial Indicati@ervices’:’

ARTC submitted that it does not consider it appiatprto require charges for non-
indicative services to be specified at the same aisIndicative Access Charges,
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because ARTC is required to consider IndicativeesscCharges for Indicative
Services when determining charges for non-indieasiervices*®

Regarding variations to existing agreements, ARUilihstted that an amendment to
the HVAU is not required as Access Holders haveathikty to vary their Access
Holder Agreements in order to allow them to runirtial Indicative servicé*®

Vale: Vale submitted that it is supportive of the ACC&isws regarding drafting
changes.

Vale submitted that the dispute resolution provisishould apply separately between
Access Holders holding Interim Indicative Servieasl those holding Initial
Indicative Services, as an Access Holder is regumeobtain two thirds of contracted

gtkm 2%°

Asciano: Asciano submitted that it does not have any caorsceith ARTC’s and the
ACCC's proposed drafting chang&s.

Asciano submitted that there is a lack of clarityuend the application of the dispute
resolution sections in the December 2011 Proposedion. Asciano submitted that
the dispute resolution provisions in subsectio®@)Zhould apply separately to those
Access Holders holding Interim Indicative Servieasl those holding Initial

Indicative Service$??

Coal & Allied: Coal & Allied agreed with the drafting changespgoeed by ARTC
and the additional changes proposed by the AG€However, Coal & Allied did
not agree with the dispute resolution provisioratieg to the Initial and Interim
Indicative Services. Coal & Allied submitted thiatvould be appropriate for a
consistent position to apply between Indicative aod-Indicative Services’

Coal & Allied submitted that applying the ‘two-tds’ rule imposes too high a hurdle
for Access Holders to dispute Charg&sCoal & Allied submitted that section 4.20(f)
should be amended to provide that Access Holdddsrfgptwo-thirds or more of the
contracted rights for a particular Initial or Intarindicative Service in a Pricing Zone
may dispute the Indicative Access Charges for3eavice in that Pricing Zone, as
well as the relative Indicative Access Chargestbéplnitial or Interim Indicative
Services in that Pricing Zone. Coal & Allied coreied that this would provide a
reasonable balance between the ability of a mgjofitnaffected Users to dispute a
charge being applied to them without each indivigmaducer being able to
unilaterally dispute a chargé®
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8.4 Submissions in response to ARTC's deferral of
access charges proposal

The ACCC received three submissions in responge targeted consultation on
ARTC'’s proposal to defer implementation of Initiatlicative Access Charges until
2013.

Asciano: Asciano expressed concern that ‘the ongoing defatfge implementation
of the efficient train and the attendant pricing egsulting in ongoing congestion in
the Hunter Valley coal chain’. Asciano submittedttARTC’s deferral proposal is an
indication of ARTC'’s reluctance to address the @stign issue in a timely manner,
and that the concerns raised by ARTC are largelyiwARTC’s control and are not
valid reasons for a deldy’

Xstrata: Xstrata submitted that every available incentiveaichieving the optimum
efficiency of the rail network should be ‘fast tkad’, and that track capacity is the
constraint in the Hunter Valley coal chain. Xstratdmitted that it is possible for
ARTC and Access Holders to agree to vary existgmg@ments, and that a
retrospective rebate could be applied to addressrtieframes for implementing
revised charges. Xstrata also noted that it isdieunning the 96 wagon Initial
Indicative Servicé?®

Yancoal: Yancoal submitted that it has no objection toithplementation of the
December 2011 Proposed Variation being deferreitithetbeginning of 2018%°

8.5 Consultation on the Revised Variation

The ACCC received five submissions in responsisthd September 2012 letter to
industry commencing public consultation on ARTC&viged Variation.

8.5.1 Coal & Allied

Coal & Allied submitted that ‘given the current ustry context of severe Coal Chain
Capacity constraints... sending pricing signalardigg the efficient use of Coal
chain capacity is of critical importance®

Coal & Allied considered that although ARTC hasreased the level of pricing
differentiation between the Initial Indicative Sees in the revised variation the
magnitude of the differentiation remains substdigtlawer than the appropriate
level?*! In particular Coal & Allied expressed the viewttshifting the relative
weighting between Network and Coal Chain Capacaynf33%/67% to 50%/50%
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and retaining a zero impact on Coal Chain Capaoétween the two Initial
Indicative Services does not achieve an appropieat of differentiatiorf>2

Coal & Allied considered that although factors ottiean Track Capacity could affect
the relative use of Coal Chain Capacity, it is Godlllied’s view that in the near
term Track Capacity represents the largest comstoai Coal Chain Capacity. Coal &
Allied argued that this is evident from the curr&uintracted capacity gap’ and the
initiative identified by the HVCCC to increase trdengths in order to mitigate the
impact on Coal Chain Capacity and ARTC's contrac&phacity gag>>

As a result, Coal & Allied stated that they findlifficult to understand how ARTC
can maintain a position that there should be nlectbn of the negative impact on
Coal Chain Capacity by utilising the 82 wagon trgther than the 96 wagon tr&iti.

Coal & Allied submitted that it is strongly suppgg of ARTC’s decision to not
incorporate the distortionary price adjustmentgrioing Zone 3 producers, however,
is concerned that this may only extend to the paajestments in the initial pricing
and not to the formulation of the all future chag@

Coal & Allied submitted that ARTC’s pricing methddgy still lacks sufficient
transparency:

Coal & Allied still has concerns regarding the sparency of the pricing
methodology ARTC will use in revising Access Charfier the Interim
Indicative Services. ARTC has provided only angation as to the
methodology it will use with no clear statement tiee methodology will be
the same as that for Initial Indicative Servié&s.

Coal & Allied also considered that additional infation, such as GTK’s for each
service by Pricing Zone would be useful; aggregé#tadcessary to address any
confidentiality concern&®’

8.5.2 Whitehaven

Whitehaven stated that it supports the principlef6€ient investment in, and
operation of the Hunter Valley Rail Network as #éengent of achieving optimum
utilisation of Coal Chain Capacity. However, Whe®kn stated that it has serious
concerns with the preliminary view of the ACCC tg Position Paper; the approach
advocated by Coal & Allied and with the Access @earnow proposed in ARTC'’s
Revised Variation Proposat

Whitehaven considered that ARTC’s Revised Variation
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penalises existing Gunnedah producers for facteysid their control (i.e.
their inability to operate the same train confidimas as Zone 1 producers
because of Zone 3 infrastructure limitations) whach recognised by ARTC,
the rail operator in Zone 3, Asciano, and the ACEC.

In support of this argument, Whitehaven noted thrarments of Asciano in its
submission on the Revised Variation that:

= The 82 wagon train is currently the most efficieatn which can operate
in pricing zone 3, and as such it should not bealisaged from
operating by the proposed increase in pricing ckfféals;

= 82 wagon trains originating in pricing zone 3 weiffectively have to pay
higher tariffs to ARTC due to infrastructure coastts which could
largely be addressed by ARTC;

= “these higher access charges will not send a risignal which will
change train operators or access holder’s behairiaomplementing a
more efficient train as the implementation of tiffiecent train is limited
by infrastructure constraints. These constrainegirie be addressed
before larger and more efficient trains can opérat®Asciano believes
that a better solution to the issue of the 82 wagains originating in
pricing zone 3 potentially creating additional cestjon costs in pricing
zone 1 is for ARTC to invest in infrastructure ingng zone 3 to allow
longer trains to operate in pricing zone 3. Thfsaistructure investment
will produce benefits for access holders in bothipg zone 3 and
pricing zone 1. These access holders in both grizome 3 and pricing
zone 1 should fund the infrastructure to the extieatt they benefit from
the increased coal chain efficiency which resultsf having larger

trains being able to be operated from pricing Z&ierough pricing zone
1!!.240

Further, Whitehaven submitted that the Revisedafiam does not:

take into account that the Zone 3 infrastructurgtéitions were also
recognised in the HVAU by the inclusion of a distiindicative Service to
grandfather the position of those services in Zbras the position of 74 and
91 wagon trains in Zone 1 was also grandfathetaslimequitable to penalise
efficient Zone 3 trains during any period when ginendfathering protection
for 74 and 91 wagon trains in Zone 1 continuesperate®**

Whitehaven also submitted that Zone 3 coal produakeady have very strong
incentives to pursue train configuration improveitsaand that the Gunnedah
producers have already demonstrated their commtttoenaking train configuration
improvements to the extent that the track infrastme allows i£*? Whitehaven notes
that the Gunnedah Basin producers have paid fok traprovements to allow the
producers to move from using a 54 wagon train t82awagon train, as well as
looking at increasing the axle load to 30 tonnesn(f25 tonnes):

In 2007, the maximum size train in Zone 3 was 5¢avs with a payload of
3400 tonnes. Since then, major capital has beentat, either directly by the
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Gunnedah Basin producers or through take or payngements with ARTC
and the CRIA, to upgrade the track to cater fowagon trains with a
payload of 5400 tonnes. Subsequently, using shadgons with the same
payload per wagon, the train size has been inaleasg? wagons with a
train payload of 6000 tonnes - the maximum sizé ¢ha utilize the new
1360m passing loops constructed by ARTC in Zorfee3sibility studies are
underway to examine the potential for 30 tonne kodes, which, if
approved, would increase the train payload to aB6Q0 to 8200 tonneé?

In addition, Whitehaven submitted that feasibitudies of infrastructure upgrades
beyond an increase in axle load in the Liverpoaides are prohibitive and there is
no expectation that upgrades will become feasitierefore, Whitehaven submitted
that existing Gunnedah producers should not beliseddor factors beyond their
control?*

Whitehaven also considered that the access chadgfegentials are not a reliable
guide to efficient train configurations and areikelly to achieve the intended
objective of efficient use of Coal Chain Capaciyhitehaven considered this because
the weightings associated with the differentiats abitrary?*°

Whitehaven stated that:

It is clear from consideration of the Initial Inditve Service and related
access pricing issues, that accurate determinafitihhe most efficient train
configuration for the Indicative Service, the Irative Access Charges and
the charging differentials that should apply wiled much more work, the
provision of more information to stakeholders ar@garous consultation
process.

A particular challenge will be correctly and meayfirlly determining the
impact of train configurations on Network Capacityd Coal Chain Capacity
and the relationship between the two in the cortérteeting the
fundamental objective of optimum utilisation of C@&hain Capacity*°

Whitehaven submitted that the ARTC’s Revised Varatloes not adequately
address the importance of new coal production agpiacthe Gunnedah Basin which
is needed to meet current market demand. Ther@ititehaven submitted that the
Revised Variation does not have sufficient regarthé promotion of competition in
upstream and downstream markets; the public irttefébe economic development
in the Gunnedah region and the interests of then€dah producers’

Whitehaven considered that the adjustment to Ryigone 3 access charges should
be maintained ‘to promote an equitable and competénvironment’ and therefore
supported ARTC'’s initial proposal to include anusdinent because there was no
strong basis, given the network infrastructure tramss, to incentivise Pricing Zone
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3 users to move beyond the most efficient Coalrilcanfiguration that could feasibly
be utilised by those uset®

Consequently, Whitehaven considered that the AC@GtHfication in the Position
Paper that a decision to operate in particulartionas a commercial decision is
incorrect:

the ACCC's justification for the removal of the doward adjustment that
“the decision by a coal producer to operate inréiqdar location in the
Hunter Valley and to transport a particular qugrait coal to port is a
commercial decision by that producer” and thais‘important that these
commercial decisions are based on costs that getyraflect the
consumption of resources”, could only apply to educer making a decision
after a change in regulation. Whitehaven and aBwernedah producers have
made commercial decisions to develop coal minescapon available rail
cost information at the time, well before the comoement of HVAU in
2011. Subsequently imposed “pricing signals” wilt thange commercial
decisions that have already been made and, as eatker in this
submission, cannot change the infrastructure ltiita in Zone 3%°

Whitehaven submitted that if the offsetting adjustinis not made then Whitehaven
will face an overall increase in access chargetafents per tonne, equating to
$10 million extra based on targeted productionsMga°

In light of this Whitehaven considered that the AC€hould agree to the ‘offset’ and
confirm that ARTC has the discretion under the HV#alto s>t

Whitehaven submitted that its preferred approagtritong is as follows:

= the Initial Indicative Service proposed by ARTC slibinclude an
Indicative Service in Zone 1 for an efficient traioming from Zone 3.
This service should be based on an 82 wagon toampared to the 72
wagon train used in the HVAU,

= the Initial Indicative Access Charge for the Ififiadicative Service in
Zone 1 for an efficient train coming from Zone skl not be
differentiated on the basis of Network Capacity &uwdl Chain Capacity
from the access charge for the 96 wagon train;

= f the Initial Indicative Access Charge for the icative Service in Zone
1 for an efficient train coming from Zone 3 is @iféntiated from the
access charge for the 96 wagon train, the ACCCldhou

o limit the weighting of Network Capacity to Coal Gh&apacity to
one to one;

o confirm that, for the HVAU, the future developmefthe
HVCCC modelling should focus on determining the atis of
coal train configurations on the fundamental olyecof
optimising Coal Chain Capacity;
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o confirm that ARTC has the discretion in future prgcdecisions to
make offsetting adjustments to the Initial IndigatAccess Charge
for the 82 wagon train in Zone 3.

In addition, Whitehaven considered that these pias should apply until the
Indicative Service and Indicative Access Chargesdatermined®?

8.5.3 Idemitsu

Idemitsu submitted that ARTC’s assessment of tleegmposed Initial Indicative
Services is reasonabié

Idemitsu considered the potential capital investmequired to address infrastructure
constraints in Pricing Zone 3 with the view to mmayto longer trains (such as the 96
wagon train) would be prohibitiv?

Idemitsu submitted that producers with trains ordging in Pricing Zone 3 incur
significantly higher above and below rail unit @sbmpared to the rest of the coal
industry due to the long haul distance, lower pagtand substantial capital
investments. Idemitsu submitted that these highéroosts already provide strong
incentives to seek efficient utilisation of raikass?>° Idemitsu considered the use of
pricing signals with significant differentials te@ mon-beneficiat>®

Idemitsu submitted that producers in Pricing Zorsth@uld not be penalised for using
the most efficient train configuration as deternditgy current HYCCC modelling’

Regarding the 50/50 weighting split between Coai€iCapacity and track capacity,
Idemitsu submitted that the rebalancing is arbyttart appropriate rather than the
Coal and Allied position of reducing Coal Chain @eiy weighting to zer6>®
Idemitsu considered that ARTC’s rebalancing is appate so as not to overstate
differentials in the short term in the absence oferrobust HYCCC modelling?®

Idemitsu considered that the 8 per cent premiurpgsed for the 82 wagon train in

pricing zone 1 is not appropriate as it is noticteat a higher maximum speed would

lead to significantly higher maintenance costsairts are not actually running at that
60

speed’

Idemitsu submitted that the price per path for &@n trains should be less than the
price per path for longer trains, while still beiaiga premium on a cost per GTK basis
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given that 82 wagon trains require shorter pasisiogs, have higher average running
speeds and faster loading and unloading capabifftie

Idemitsu stated that the Coal Chain Capacity camattbns can only be properly
considered once more rigorous modelling has bedartaking in accordance with
determining the Final Indicative Servit®.

Idemitsu stated that the pricing offset in Prickmne 3 is in the public’s interest as it
promotes the development and expansion of the NewhSNales coal industry.
Idemitsu considered that the development and eabor of new opportunities in
Pricing Zones 3 and 4 and beyond are the fututeeoNSW coal industr§f?

Idemitsu supported the requirement for a pricifgedfin Pricing Zone 3, and ARTC
retaining discretion to apply an off<8&t,

Idemitsu stated that the substantial portion of caarently being produced in Pricing
Zone 3 is thermal coal, with some minor tonnageseofi soft coking coal and
pulverised coal injection and not ‘higher margitkiog coal’ >

8.5.4 Xstrata

Xstrata submitted that it is ‘extremely supportofehe speedy implementation’ of the
Revised Variatiorf°® Xstrata considered that the Hunter Valley railwverk is

currently ‘under severe strain with insufficierdd¢k capacity likely to be the major
constraint in the coal chain for several yea?5'Xstrata submitted that moving to
efficient train configurations is an example of thasier’ gains that must be
accelerated to minimise capacity losses.

Xstrata submitted that the pricing discount for hiéal Indicative Service still
appears to be such that its actual ability to itgese investment in efficient trains
may be debated, and that the differential shoulchbeimised to ensure the incentive
is accordingly maximisetf®

Xstrata submitted that the timeliness of the Ihitidicative Service process is
concerning — in particular Xstrata disagreed wii period of time allowed for the
‘grandfathering’ of existing trains and for the ation of the Final Indicative
Service?®

Xstrata submitted that ARTC should commit to appdyinitial Indicative Service
pricing retrospectively in order to immediately @mtivise the restructuring of existing
fleets?®
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Xstrata stated that it is not clear what rates wdnd charged if a train satisfying the
requirements for an ‘Initial Indicative Servicegas for some reason to run solely in
Pricing Zone £'*

8.5.5 Asciano

Asciano submitted that it remains frustrated thatdngoing delays in the
implementation of both the efficient train and #ieendant pricing are resulting in
ongoing congestion in the Hunter Valley coal ctam.

Asciano submitted that train length rather thanaevagount should be the

determining factor in whether a train is an effitigain, given the potential for there
to be variability in the length of wagons. Asciasubmitted that the amendment to the
Initial Indicative Service characteristics to indéua train length as well as a wagon
count may lead to confusif® For example, Asciano notes that some 91 wagon
configurations currently in operation approachléreggth specified in the Revised
Variation (1543 metres).

Asciano stated that the ongoing low magnitude efgthcing relativities between the
proposed Initial Indicative Access Charges andrberim Access Charges does not
create strong incentives to move towards the efficirain®’*

Asciano submitted that the different train charasties of the 82 wagon service are
largely driven by infrastructure constraints whiichit the length of the efficient train
in Pricing Zone 3. Asciano expressed concern tRat@gon trains originating in
Pricing Zone 3 would have to pay higher tariffAlRTC due to infrastructure
constraints which could largely be addressed by BRT

Asciano submitted that any pricing signal for RriciZzone 3 producers to move to a
larger train will be ineffective. Asciano submitteédht a better solution to the issue of
the 82 wagon train originating in Pricing Zone 3dsARTC to invest in
infrastructure in Pricing Zone 3 to allow longeaitrs to operate in Pricing Zon&é%3.

Asciano submitted that the weightings in the ART@morting submission should be
confirmed and made transparent going forward iriotd ensure efficient investment
and operating decisiori$’

Asciano submitted that the extension of the IntéPieniod until the implementation of
the Final Indicative Service will add to Hunter leglrail congestion by continuing
the Interim Access Charges, thereby removing efficprice signalling which would

otherwise have encouraged the operation of effi¢rains?®’®
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