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Summary 

The Australian Rail Track Corporation (ARTC) has submitted revised compliance 
documentation covering the period 1 January 2014 to 31 December 2014 (the 2014 
Compliance Period ) to the Australian Competition and Consumer Commission (ACCC) for 
assessment pursuant to the Hunter Valley Coal Network Access Undertaking (HVAU).  

The HVAU provides for the ACCC to conduct an annual assessment to determine whether 
ARTC has complied with the financial model for determining any under- or over-recovery of 
revenues to be reconciled with Access Holders for the year. ARTC initially submitted its 
compliance documentation in 2015 while the ACCC’s assessment of the period 1 January 
2013 to 31 December 2013 (the 2013 Compliance Period ) was ongoing. ARTC’s revised 
compliance documentation takes account of the ACCC’s findings and determination in 
relation to the 2013 Compliance Period, which was finalised in June 2016.1 

In summary, ARTC has submitted that it had a $23.0 million over-recovery of revenue in the 
Constrained Network2 for the 2014 Compliance Period, which is to be refunded to Pricing 
Zone 1 and 2 Access Holders. ARTC has also submitted that ‘loss capitalisation’3 continued 
to apply in Pricing Zone 3 and that the net balance of losses capitalised into the Pricing 
Zone 3 asset base as at the end of the 2014 Compliance Period is $76.4 million. 

Further detail on ARTC’s annual compliance submission for the 2014 Compliance Period is 
provided throughout this Consultation Paper and ARTC’s non-confidential submission is 
available on the ACCC’s website at: https://www.accc.gov.au/regulated-
infrastructure/rail/annual-compliance-assessment-2014/revised-compliance-submission. 

The ACCC is now seeking industry views on ARTC’s compliance with section 4.10 of the 
HVAU. Similar with previous ARTC annual compliance assessments, the ACCC seeks 
industry’s views on the following key aspects of ARTC’s submission for the 2014 
Compliance Period: 

• prudency of ARTC’s capital expenditure 

• efficiency of ARTC’s operating expenditure 

• audit of the True-up Test under the HVAU 

• any other matters. 

Questions of particular interest to the ACCC are outlined in section 3 of this Consultation 
Paper. Stakeholders are however welcome to comment on any aspect of ARTC’s 
submission.  

Submissions are due by 28 October 2016 .  

Details on how to make a submission are provided in section 1.4 of this Consultation Paper. 

                                                
1  See http://accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2013 for the ACCC’s final 

determination for the 2013 Compliance Period.  
2  The Constrained Network comprises the majority of rail segments in Pricing Zones 1 and 2 where ARTC is able to 

recover the full economic cost of those segments. The ‘unconstrained’ part of the network comprises all of the rail 
segments in Pricing Zone 3 (as well as a small number of segments in Pricing Zone 1) where there is currently not 
enough volume to enable ARTC to fully recover economic cost. 

3  For Pricing Zone 3 only, while it is part of the ‘unconstrained’ network, the HVAU allows ARTC to capitalise any 
‘shortfall’ in revenue into the value of its assets for recovery in future periods. 
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1. Introduction 

ARTC is a Commonwealth Government-owned corporation that was established in 1998 and 
provides a single point of contact for parties seeking to run trains on the National Interstate 
Rail Network across Australia and the Hunter Valley Rail Network in New South Wales 
(NSW). ARTC is vertically separated, providing ‘below-rail’ services (such as the rail track 
infrastructure) but not ‘above-rail’ services (such as haulage). The National Interstate Rail 
Network and the Hunter Valley Rail Network are currently subject to separate access 
undertakings that were accepted by the ACCC in relation to each network in 2008 and 2011 
respectively. 

The Hunter Valley Rail Network is predominantly used to transport coal from mines in the 
Hunter Valley region to the Port of Newcastle for export and to transport coal to domestic 
customers, such as power stations. The network is also used by non-coal traffic, including 
general and bulk freight services (such as grain) and passenger services. 

The Hunter Valley Rail Network was previously subject to the NSW Rail Access Undertaking 
(NSWRAU) administered by the NSW Independent Pricing and Regulatory Tribunal 
(IPART). However, access to the Hunter Valley Rail Network has been regulated through the 
HVAU since the ACCC accepted the undertaking in June 2011.  

The HVAU initially applied for a five year period to the end of June 2016. On 22 June 2016, 
the ACCC consented to the ARTC’s 16 June 2016 application to vary the HVAU to extend 
the term of the undertaking to 31 December 2016. At the time of releasing this Consultation 
Paper, discussions with ARTC and industry in relation to a new HVAU were ongoing.  

Capitalised terms used in the remainder of this paper that are not defined in this paper are 
terms as defined in section 14.1 of the HVAU. 

1.1 HVAU financial model and pricing principles 

Section 4 of the HVAU regulates the amount of revenue that ARTC is entitled to recover 
from Access Holders for the Hunter Valley Rail Network by implementing revenue floor and 
ceiling limits. Section 4.2 of the HVAU links the minimum revenue that ARTC is to receive 
from Access Holders to the ‘direct costs’4 and ‘incremental costs’ of providing services. 
Section 4.3 of the HVAU caps the maximum amount of revenue that ARTC is entitled to 
receive from Access Holders at the Economic Cost of providing services.  

The Economic Cost of providing services is calculated using a ‘building block model’ and 
incorporates allowances for return on assets, return of assets (depreciation) and efficient 
operating expenditure. The calculation of the Economic Cost, therefore, also requires a 
regulatory valuation of assets. The regulatory value of assets is rolled forward each year to 
account for depreciation and prudent capital expenditure.  

Reconciliation of revenues received from Access Holders with the ceiling revenue limits is 
applied differently for the various parts of the Hunter Valley Rail Network as follows: 

• For the Constrained Network, the HVAU applies an ‘unders and overs’ accounting 
framework that enables ARTC to recover the full Economic Cost of providing services 
in each compliance period.5 That is, if ARTC’s revenue for the Constrained Network 

                                                
4  The HVAU defines ‘direct costs’ at section 14.1 to mean efficient maintenance expenditure and other costs that 

vary with the usage of the network but excluding depreciation and ‘incremental costs’ as all costs that could be 
avoided in the medium term if a segment was removed from the network.  

5  The Constrained Network is defined in section 14.1 of the HVAU as the group of Segments within the Network 
bounded by the mine loading points and the Newcastle port where access revenue on those Segments is likely to 
reach or exceed Economic Cost for those Segments on a standalone basis. The Constrained Network currently 
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is less than Economic Cost in a compliance period, then ARTC is entitled to recover 
the ‘under’ from Constrained Coal Customers.6 Conversely, if ARTC’s revenue 
exceeds Economic Cost, then ARTC is required to refund the ‘over’ to Constrained 
Coal Customers. 

• For Pricing Zone 3 only, the HVAU allows ‘loss capitalisation’.7 That is, until such 
time as ARTC is able to recover the Economic Cost of Pricing Zone 3, ARTC is 
allowed to capitalise revenue shortfalls into the Pricing Zone 3 regulatory value of 
assets for recovery in future periods. Once ARTC is able to recover the Economic 
Cost of Pricing Zone 3 (including the losses capitalised from previous years), then 
Pricing Zone 3 becomes part of the Constrained Network and the ‘unders and overs’ 
accounting framework as per the previous point takes effect. 

1.2. ACCC compliance assessment 

Section 4.10 of the HVAU provides for the ACCC to conduct an annual assessment to 
determine whether ARTC has complied with the HVAU financial model for the calendar year. 
In particular, the ACCC is required to determine whether: 

• ARTC has undertaken prudent capital expenditure and incurred efficient operating 
expenditure in accordance with the requirements set out in the HVAU 

• ARTC has rolled forward the regulatory value of its assets in accordance with the 
HVAU  

• Pricing Zone 3 forms part of the Constrained Network or whether ‘loss capitalisation’ 
continues to apply for that pricing zone 

• ARTC has reconciled revenues with the applicable revenue floor and ceiling limits 
and determined the allocation of any under- or over-recovery of revenue to 
Constrained Coal Customers in accordance with the HVAU. 

The relevant provisions of the HVAU relating to the annual compliance assessment are 
outlined in Appendix A of this consultation paper. 

1.3. ARTC’s submissions for the 2014 Compliance Per iod 

ARTC initially submitted its annual compliance documentation for the 2014 Compliance 
Period in May 2015. At that time the ACCC’s assessment of ARTC’s 2013 annual 
compliance documentation was ongoing. As the opening balances for each compliance 
period is based upon the closing balances of the previous compliance period, an 
assessment for the 2014 Compliance Period was delayed until the ACCC’s assessment of 
the previous compliance period was completed. 

Following the conclusion of the ACCC’s assessment of ARTC’s 2013 annual compliance 
documentation in June 2016, ARTC resubmitted its 2014 annual compliance documentation 
in September 2016 (September 2016 submission ). In this submission, ARTC has made 
some amendments to its initial compliance documentation provided in May 2015 to take 
account of the ACCC’s findings and determination in relation to the 2013 annual compliance 

                                                                                                                                                  
comprises the Network in Pricing Zones 1 and 2 where ARTC is expected to be able to recover its full Economic 
Cost. 

6  A Constrained Coal Customer is defined in section 14.1 of the HVAU as an Access Holder: (a) who holds Coal 
Access Rights under a current written access agreement with ARTC; and (b) who paid ARTC for access to the 
Constrained Network and such payments, other than for Direct Costs, formed part of the annual coal access 
revenue for the Constrained Group of Mines. 

7  Loss capitalisation applies to Pricing Zone 3 because there is currently relatively lower demand for rail services due 
to the start-up nature of coal mines in the region and, therefore, ARTC is not currently expected to recover its 
Economic Cost. During the development of the HVAU, ARTC proposed the loss capitalisation model as a way to 
encourage investment in new assets where there was limited initial demand. 
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assessment. Details on the key components of this submission are set out in section 2 of 
this Consultation Paper. 

1.4. Public consultation 

The ACCC is conducting a public consultation as part of its assessment of ARTC’s 
compliance for the 2014 Compliance Period, and is seeking submissions from interested 
parties with respect to ARTC’s September 2016 submission. 

Questions of particular interest to the ACCC are set out in section 3 of this Consultation 
Paper. However comments are welcome on any aspect of ARTC’s submission. The ACCC 
requests that submissions address the extent to which ARTC’s submission appropriately 
addresses the requirements in section 4.10 of the HVAU. 

The ACCC’s current intention is that there will be a single round of consultation before the 
ACCC makes a final determination in relation to the 2014 Compliance Period. However, the 
ACCC may consult further with industry if it considers there is a need to do so having regard 
to the submissions made in response to this Consultation Paper. 

1.4.1. Making a submission 

Submissions are due by 28 October 2016 and should be addressed to: 

Mr Matthew Schroder 
General Manager 
Infrastructure & Transport – Access & Pricing Branch 
Australian Competition and Consumer Commission 
Email: transport@accc.gov.au 

1.4.2. Confidentiality 

The ACCC strongly encourages public submissions. Unless a submission, or part of a 
submission, is marked confidential, it will be published on the ACCC’s website and may be 
made available to any person or organisation upon request. Sections of submissions that are 
claimed to be confidential should be clearly identified. The ACCC will consider each claim of 
confidentiality on a case by case basis. If the ACCC refuses a request for confidentiality, the 
submitting party will be given the opportunity to withdraw the submission in whole or in part. 

For further information about the collection, use and disclosure of information provided to the 
ACCC, please refer to the following publication available on the ACCC’s website at: 
http://www.accc.gov.au/publications/accc-aer-information-policy-collection-and-disclosure-of-
information. 

1.4.3. Further information 

ARTC’s September 2016 submission for the 2014 Compliance Period and other relevant 
information, such as the currently accepted HVAU, are available on the ACCC’s website at: 
http://www.accc.gov.au/regulated-infrastructure/rail/artc-hunter-valley-access-undertaking. 
Public submissions made during the current process will also be published at this location. 

If you have any queries about matters raised in this document, please contact: 

Ms Renée Coles 
Director 
Infrastructure & Transport – Access & Pricing Branch 
Phone: +61 3 9290 6921 
Email: renee.coles@accc.gov.au 
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2. ARTC’s 2014 annual compliance submission 

ARTC’s September 2016 submission for the 2014 Compliance Period sets out details on the 
following key components of the HVAU financial model:  

• RAB roll forward for Pricing Zone 3  

• RAB Floor Limit roll forward for the entire network and for Pricing Zone 3  

• Comparison of the RAB and RAB Floor Limit for Pricing Zone 3 for the purpose of 
determining whether ‘loss capitalisation’ continues to apply 

• Reconciliation of revenue with the applicable Ceiling Limit  

• Allocation of ‘unders and overs’ amount to Access Holders  

• System True-up Test audit. 

ARTC’s September 2016 submission has also adopted key principles and values from the 
ACCC’s final determination of ARTC’s compliance assessment for the 2013 Compliance 
Period. These largely include an approach to calculate the incremental cost of Pricing 
Zone 3 Access Holders’ use of Pricing Zone 1, as presented in an assessment undertaken 
by WIK-Consult (WIK).8 This approach informs the calculation of the revenue Ceiling Limit 
test, and is outlined further below at section 2.4.  

2.1. RAB roll forward for Pricing Zone 3 

Subsection 4.10(d)(i) of the HVAU requires the ACCC to determine whether ARTC has 
undertaken the roll forward of the RAB in accordance with the HVAU. The RAB is rolled 
forward in Pricing Zone 3 for comparison with the RAB Floor Limit to determine if ‘loss 
capitalisation’ applies. Subsection 4.4(a) of the HVAU outlines how the RAB is to be rolled 
forward annually. 

Applying the RAB roll forward formula, table 1 below shows ARTC’s calculation of the 
closing value of the RAB for Pricing Zone 3 for the 2014 Compliance Period.  

For this period, ARTC has also included in the RAB value for Pricing Zone 3 the assets 
related to the portion of the rail network between Gap and Turrawan. This follows from the 
ACCC’s 25 June 2014 decision to consent to an application from ARTC to extend the 
coverage of the HVAU to include the Segments from Gap to Turrawan in the Gunnedah 
Basin.9  

                                                
8  For background see: ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter 

Valley Coal Network Access Undertaking financial model for the 2013 calendar year, 6 June 2016. 
9  ACCC, Decision - Australian Rail Track Corporation’s variation of the Hunter Valley Access Undertaking to include 

the Gap to Turrawan Segments, 25 June 2014. 
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Table 1:  Pricing Zone 3 RAB roll forward 

Value 2013 ($)10 2014 ($)11 

Opening RAB for Pricing Zone 3 286 018 488 303 471 936 

Additional Segments (Gap to Turrawan)  364 609 197 

add Return on Opening RAB 33 835 987 79 033 998 

less Revenue  - 47 273 032 - 96 243 528 

add Opex 17 272 328 43 954 433 

add Net Capex 12 857 636 50 147 018 

add Return on Net Capex 760 529 2 966 196 

Closing RAB for Pricing Zone 3 303 471 936 747 939 250 

2.2. RAB Floor Limit roll forward 

Subsection 4.10(d)(i) of the HVAU requires the ACCC to determine whether ARTC has 
undertaken the roll forward of the RAB Floor Limit in accordance with the HVAU. The RAB 
Floor Limit is rolled forward for the following purposes: 

• in Pricing Zones 1 and 2, for calculating components of Economic Cost that informs 
the revenue Ceiling Limit 

• in Pricing Zone 3, for comparison with the RAB to determine if ‘loss capitalisation’ 
applies. 

Subsection 4.4(b) of the HVAU specifies how the RAB Floor Limit is to be rolled forward 
annually. Applying the RAB Floor Limit roll forward formula, ARTC calculated the RAB Floor 
Limit closing value for the total network for the 2014 Compliance Period as set out in table 2 
below. 

                                                
10  ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter Valley Coal Network 

Access Undertaking financial model for the 2013 calendar year, 6 June 2016, p. 67. 
11  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, p. 13 
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Table 2:  Network RAB Floor Limit roll forward 

Value 2013 ($)12 2014 ($)13 

Opening RAB Floor Limit for entire network 1 551 340  789 1 652 480 865 

Additional Segments (Gap to Turrawan)  364 609 197 

add CPI 31 876 866 44 480 414 

add Net Capex 154 377 803 210 805 160 

less Depreciation - 85 114 592 - 117 020 286 

Closing RAB Floor Limit for entire network  1 652 480 865 2 155 355 349 

As set out in table 3 below, ARTC also calculated the RAB Floor Limit closing value for 
Pricing Zone 3 for the 2014 Compliance Period for the purpose of comparing it to the RAB. 

Table 3:  Pricing Zone 3 RAB Floor Limit roll forwa rd 

Value 2013 ($)14 2014 ($)15 

Opening RAB Floor Limit for Pricing Zone 3 275 579 819 279 369 320 

Additional Segments (Gap to Turrawan)  364 609 197 

add CPI 5 662 599 14 200 869 

add Net Capex  12 857 636 50 147 018 

less Depreciation - 14 730 734 - 36 824 320 

Closing RAB Floor Limit for Pricing Zone 3 279 369 320 671 502 083 

2.3. Comparison of the RAB and RAB Floor Limit for Pricing 
Zone 3 

As outlined in sections 2.1 and 2.2 above, ARTC submitted that the closing RAB value for 
Pricing Zone 3 for the 2014 Compliance Period is $747 939 250 and the closing RAB Floor 
Limit for Pricing Zone 3 is $671 502 083.  

As the RAB is greater than the RAB Floor Limit for Pricing Zone 3, ARTC submitted that 
‘loss capitalisation’ continues to apply and it is therefore not required to detail calculations 
relevant to reconciliation of access revenue with the applicable Ceiling Limit and calculations 
of any allocation of the total ‘unders and overs’ amount for Pricing Zone 3.16 

ARTC submitted that the net balance of losses capitalised into the Pricing Zone 3 RAB as at 
the end of the 2014 Compliance Period is $76 437 167.17 

                                                
12  ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter Valley Coal Network 

Access Undertaking financial model for the 2013 calendar year, 6 June 2016, p. 68. 
13  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, p. 17. 
14  ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter Valley Coal Network 

Access Undertaking financial model for the 2013 calendar year, 6 June 2016, p. 69. 
15  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, p. 18. 
16  Ibid, p. 18. 
17  Ibid, p. 18. 
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2.4. Reconciliation of revenues with the applicable  Ceiling Limit 

Subsection 4.10(d)(ii) of the HVAU requires the ACCC to determine whether ARTC has 
reconciled access revenue with the applicable Ceiling Limit in accordance with the HVAU.  

The Ceiling Limit for Pricing Zones 1 and 2 requires that access revenue from any Access 
Holder or group of Access Holders must not exceed the Economic Cost of those segments 
which are required on a standalone basis for the Access Holder or group of Access Holders 
(see subsection 4.3(a) of the HVAU). As per section 2.3 above, ARTC is not required to 
reconcile access revenue with the Ceiling Limit for Pricing Zone 3. 

Table 4 below sets out ARTC’s submitted reconciliation of access revenue received for the 
Constrained Group Of Mines for the 2014 Compliance Period, alongside comparative values 
for the 2013 Compliance Period. 

Table 4:  Ceiling Limit test 18 

Value 2013 ($million) 2014 ($million) 

Operating Expenditure 106.9 106.6 

add Depreciation 64.6* 73.7 

add Return on assets 110.6* 119.5 

Ceiling Limit 282.2 299.8 

Revenue received 277.9 322.8 

Difference - 4.2 23.0 

* For comparative purposes with the 2014 values, ARTC noted that it has inferred the 2013 values from the WIK 
model and the ACCC’s 2013 Annual Compliance assessment.  

2.4.1. Adoption of the WIK calculation of increment al costs 

As previously noted, ARTC’s September 2016 submission outlines how it has implemented 
the WIK approach to calculating the incremental cost of Pricing Zone 3 Access Holders’ use 
of Pricing Zone 1. ARTC submitted that: 

ARTC has adopted the values and allocation methods recommended by WIK for 
Corridor Capital and Major Projects up to and including December 2013 except in 
minor instances where there was inconsistent treatment of projects.19 

ARTC noted that, to cover those activities and projects for which WIK did not provide an 
assessment (including post-December 2013 commissioned projects), it commissioned an 
engineering consultant, Bull Head Services Pty Limited (Bull Head Services), to prepare an 
independent assessment: 

Bull Head Services has provided ARTC with an independent assessment of the 
incremental values that should apply to the activities for maintenance and Corridor 
Capital projects and an assessment of each Major Project in Pricing Zone 1 for 2014 
as well as for subsequent years to 2016.20 

                                                
18  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016,  

Table 16, p. 22. 
19  Ibid, p. 6. 
20  Ibid, p. 6. 
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ARTC also noted that, in conducting its engineering assessment, Bull Head Services 
recommended making a small number of adjustments to the financial model to improve 
internal consistency in the treatment of projects. It should be noted that the ACCC has 
requested further information from ARTC regarding the details and justifications for these 
adjustments, which ARTC has undertaken to provide. ARTC explains in further detail the 
adoption of the WIK approach in pages 5 to 9 of its submission.  

2.5. Allocation of ‘unders and overs’ amount to Acc ess Holders 

Subsection 4.10(d)(ii) of the HVAU requires the ACCC to determine whether ARTC has 
allocated the total ‘unders and overs’ amount to Access Holders in accordance with the 
HVAU. The ‘unders and overs’ amount is determined through the reconciliation of access 
revenue received with the applicable Ceiling Limit for the Constrained Group Of Mines as set 
out in section 2.4 above.   

ARTC submitted that the total over-recovery for the Constrained Group Of Mines for the 
2014 Compliance Period was $23.0 million. The proportion of this amount that is allocated to 
each Constrained Coal Customer in accordance with section 4.9 of the HVAU is based on:  

the proportion of revenue paid for access rights over the Constrained Network by 
each Constrained Coal Customer, net of any rebate of the take or pay component of 
the Charges paid to that Constrained Coal Customer.21   

In relation to the ‘unders and overs’ account balance, ARTC submitted that: 

The outstanding balance in the unders and overs account for the 2013 compliance 
period has not been invoiced to Access Holders at the time of this submission 
(September 2016). Given the expectation that the 2014 compliance period (and 
potentially 2015 as well) will be finalised expeditiously, it is ARTC‟s intention to bring 
this amount to zero, once the ACCC determination for at least the 2014 compliance 
period is concluded.22 

To comply with subsection 4.9(b)(ii) of the HVAU, ARTC provided a confidential spreadsheet 
to the ACCC that set out the allocation of the total ‘unders and overs’ amount for the 2014 
Compliance Period.  

2.6. System True-Up Test audit 

The HVAU incorporates liability arrangements in the Indicative Access Holder Agreement 
(IAHA) that provides for the payment of rebates to users for ARTC’s failure to deliver 
contracted path usages. The payment of these rebates occurs following the completion of an 
annual reconciliation process, which is informed by the True-Up Test.   

The True-Up Test determines whether there was sufficient capacity available on ARTC’s 
network in a given period to meet all contracted entitlements, taking into account reductions 
in capacity caused by maintenance, usage by non-coal trains and other factors. 

Subsection 4.10(f) of the HVAU requires an independent audit of ARTC’s compliance with 
the True-Up Test, to ensure the integrity of the test and avoid perceptions of conflicts of 
interest on the part of ARTC. ARTC engaged BDO (SA) Pty Ltd (BDO) as auditor for the 
True-Up Test, which the ACCC approved in accordance with subsection 4.10(f)(ii) and (iii).  

                                                
21  Subsection 4.10(b)(iii) of the HVAU. 
22  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, 

pp. 26-27.  
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BDO’s audit report concluded that: 

In our opinion, ARTC has complied, in all material respects, with Schedule 2 of the 
Access Holder Agreements under the HVAU for the year ended 
31 December 2014.23  

ARTC submitted that it is not liable for any rebates under the True-Up Test for 2014. 

                                                
23  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission; Attachment 3; 2014 True-

Up Test Audit Report, September 2016, p. 1. 
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3. Key issues for the 2014 compliance assessment 

The ACCC has identified the following key issues as being relevant for the 2014 Compliance 
Period: 

• prudency of capital expenditure, including interest during construction and disposals 
(section 3.1) 

• efficiency of operating expenditure (section 3.2) 

• True-Up Test audit (section 3.3) 

• any other matters of interest to stakeholders (section 3.4). 

3.1. Prudency of capital expenditure 

Subsections 4.4(a) and (b) of the HVAU provide that net capital expenditure is defined as 
capital additions to the RAB and RAB Floor Limit, plus interest costs incurred during 
construction, less the written down value of any disposals. 

The HVAU requires that, for capital expenditure to be included in the RAB and RAB Floor 
Limit, it must be incurred on a ‘prudent’ basis.  

Subsection 4.10(d)(iii) of the HVAU explicitly provides that, if capital expenditure has been 
endorsed by the Rail Capacity Group (RCG) in accordance with the consultation obligations 
set out in section 9 of the HVAU, then the ACCC will accept that capital expenditure as 
prudent for inclusion in the RAB and RAB Floor Limit. The RCG is a representative group 
made up of a range of stakeholders, including access holders and above-rail operators and 
the HVCCC (in a non-voting capacity). 

The HVAU also provides that ARTC can recover interest costs incurred during construction 
up until 1 July in the calendar year that the asset was commissioned (and determined by 
reference to the appropriate rate of return) as well as the written down value of disposals all 
incurred on a prudent basis.24 

For the 2014 Compliance Period, ARTC has sought to roll forward into its RAB Floor Limit a 
net capital expenditure amount of $210 805 160, as per table 5 below. 

Table 5:  Net capital expenditure 

Value 2013 ($)25 2014 ($)26 

Major capital expenditure 126 898 239 147 776 081 

Minor capital expenditure 29 039 480 63 652 353 

Interest during construction  5 421 587 14 107 963 

Disposal value reduction  - 6 981 504 - 14 731 237 

Net capital expenditure  154 377 802 210 805 160 

 
                                                
24  See section 4.4 of the HVAU. 
25  ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter Valley Coal Network 

Access Undertaking financial model for the 2013 calendar year, 6 June 2016, p. 17. 
26  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, p. 16. 
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ARTC submitted that net capital expenditure in Pricing Zone 3 for the 2014 Compliance 
Period amounts to $50.1 million. ARTC noted that this takes account of work required to 
implement 30 tonne axle load (30 TAL) operation in Pricing Zone 3, which commenced in 
January 2015.27 Further detail on the amounts contributing to net capital expenditure 
presented above in table 5 for the 2014 Compliance Period is set out in Appendices G, H 
and I of ARTC’s submission.  

ARTC noted that six major capital projects were commissioned during the 2014 calendar 
year, with post-commissioning spending occurring on a number of other projects 
commissioned in prior years.28  

Regarding the minor capital works (also referred to by ARTC as corridor capital), ARTC 
submitted that:  

During 2014, ARTC undertook a process with the RCG in relation to the Corridor 
Capital programme, where the programme was presented for endorsement, indicative 
works and costings within that programme were provided, the programme was 
endorsed, and the works delivered. 

It is noted that changes at the detailed project level can occur in terms of the scope, 
priority and timing depending on prevailing circumstances such as identified network 
conditions and access to the network. During 2014, ARTC kept the RCG informed of 
the progress of the endorsed Corridor Capital program where material variations were 
identified. That is, projects showing a forecast variance to cost to complete of +/- 
$50,000 of the amount endorsed or have encountered material change to timely 
delivery. Updates regarding delivery of the Corridor Capital programme were 
provided on a six monthly basis.29 

ARTC has provided evidence of the RCG’s endorsement of both major and minor capital 
expenditure to the ACCC on a confidential basis.     
 

Questions for comment  

1. Does industry have any comments about ARTC’s compliance with the HVAU 
regarding:   

a. major capital projects undertaken by ARTC during 2014 and the cost of those 
projects to be rolled into the regulatory value of assets?  

b. the level of capital expenditure in relation to minor capital projects and the costs of 
those projects to be rolled into the regulatory value of assets for 2014?  

2. Does industry have any comments regarding ARTC’s application of the WIK 
methodology in relation to the treatment of capital projects for the 2014 Compliance 
Period?  

3. Does industry have any comments regarding the calculation of interest incurred 
during construction for the 2014 Compliance Period?  
 
 

                                                
27  Ibid, p. 12. 
28  Ibid, p. 19. 
29  Ibid, p. 19. 
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4. Does industry have any comments regarding the amount of disposals proposed by 
ARTC for the 2014 Compliance Period? 

5. Does industry have any comments on ARTC’s transparency regarding consultation 
with, and endorsement of, capital expenditure by the RCG?  

3.2. Efficiency of operating expenditure 

Subsection 4.10(e) of the HVAU provides for the ACCC to assess the efficiency of the 
ARTC’s operating expenditure. Efficient costs and operating expenditure in turn informs the 
determination of the Full Economic Cost and the maximum amount of revenue that ARTC is 
entitled to receive. 

Section 2(c) of Schedule G of the HVAU requires ARTC to submit a detailed breakdown of 
the Full Economic Costs for the review period into standard operating cost line items, return 
and depreciation, as well as provide comparative values from the previous review period. 

ARTC submitted that it incurred total operating expenditure of $106 565 523 in the 
Constrained Network and $43 954 433 in Pricing Zone 3.  

3.2.1. Constrained Network 

Table 6 shows a breakdown of ARTC’s submitted operating expenditure for the Constrained 
Network for the 2014 Compliance Period compared to the 2013 Compliance Period.  

Table 6:  Operating expenditure for the Constrained  Network 30 

Operating expenditure  2013 ($million) 2014 ($million) 

Maintenance costs* 57.6 61.3 

Shared maintenance 15.9 16.6 

Expensed project costs  9.0 2.6 

Net loss on disposals 4.5 4.4 

Network control 9.3 9.4 

Corporate overheads 10.7 12.2 

Total operating expenditure 106.9 106.6 

* ARTC presented the value for maintenance costs for the 2013 Compliance Period for comparative purposes 
with the 2014 year value. The 2013 value shown includes a minor difference from that determined through the 
ACCC’s 2013 Annual Compliance assessment, which ARTC has submitted results from minor adjustments made 
to the WIK model to provide for a consistent financial model (see previous discussion on this point).  

Maintenance (including shared maintenance) costs 

ARTC submitted that the total cost of maintenance work for the Constrained Group of Mines 
for the 2014 Compliance Period was $77.93 million, compared to $73.53 million in the 
previous year. ARTC submitted that the higher maintenance costs in 2014 were: 

                                                
30  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, 

Table 16, p. 22. 
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driven by higher levels of activities such as ballast cleaning, mud hole rectification 
and resurfacing in the Constrained Network.31   

Expensed project costs 

ARTC submitted that for the Constrained Group of Mines it expensed project costs of 
totalling $2.63 million, relating to two projects.  

ARTC submitted that: 

these projects were initially progressed in accordance with ARTC’s annual Hunter 
Valley Corridor Capacity Strategy document, in consultation with the Hunter Valley 
Coal Chain Coordinator (HVCCC) and endorsed by the RCG. Work on the projects 
was suspended once it became clear that there was no longer a requirement for the 
resulting capacity within the initial timeframes.  

ARTC further submitted that: 

as there is no intention to progress these works in the foreseeable future, it expensed 
the actual costs associated with the nominated projects, and that the decision to 
expense these projects in the 2014 accounts was advised to the RCG in April 2015.32 

Network control costs 

ARTC noted that its network control includes labour and materials associated with the 
delivery of train control and signalling functions, train planning and programming, operations 
and customer management and train communication costs.33 

ARTC submitted that network control costs in the Constrained Network for the 2014 
Compliance Period were $9.4 million, which are comparable to 2013 costs of $9.3 million.34 

Corporate overheads 

ARTC submitted that corporate overhead costs for the Constrained Network were 
$12.2 million, compared to 2013 costs of $10.7 million. ARTC submitted that: 

The increase in this category of costs reflects higher insurance and safety 
accreditation costs attributable to the Hunter Valley network and increased labour 
costs.35 

Further detail on operating expenditure for the Constrained Network for the 2014 
Compliance Period is available on pages 21 to 26 of ARTC’s submission. 

3.2.2. Pricing Zone 3  

In outlining its RAB roll forward components, ARTC submitted a breakdown of operating 
expenditure for Pricing Zone 3. In table 7 below, the ACCC has presented rounded 2014 
values for operating expenditure for Pricing Zone 3 alongside the respective 2013 values. 

                                                
31  Ibid, p. 24. 
32  Ibid, p. 24. 
33  Ibid, p. 25. 
34  Ibid, p. 25. 
35  Ibid, p. 26. 
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In relation to the loss on disposals, ARTC submitted that: 

This element has been recognised in the Ceiling Test for the RAB Floor Limit since the 
 commencement of the HVAU. However, in previous years, Loss On Disposal has not 
 been included in Out-turn Opex for the RAB calculation due to oversight.36 

Table 7:  Operating expenditure in Pricing Zone 3 

Operating expenditure 2013 ($million) 37 2014 ($million) 38 

Maintenance  12.9 23.4  

Asset Management Overheads 1.4 4.2 

Expensed projects  3.9 

Loss On Disposals   6.5  

Network Control  1.7 3.3  

Corporate Overheads  1.3 2.7  

Total operating expenditure  17.3 44.0  

 

Questions for comment  

6. Does industry have any comments on whether the level of operating costs incurred 
by ARTC for the Constrained Network during the 2014 Compliance Period (including 
maintenance, network control and corporate overhead costs) were incurred in an 
efficient manner (as defined in section 14 of the HVAU)?  

7. Does industry have any comment on the amounts and efficiency of operating 
expenditure for Pricing Zone 3 for the 2014 Compliance Period? 

3.3. True-Up Test audit 

BDO has audited ARTC’s compliance with the system True-Up Test obligations under 
Schedule 2 of the Indicative Access Holder Agreements (IAHAs) annexed to the HVAU for 
the 2014 Compliance Period.  

The True-Up Test determines whether ARTC is liable for any rebates to users for ARTC’s 
failure to delivery contracted path usages. For more background information please refer to 
section 2.6 of this paper. 

BDO’s audit report concluded that ARTC has complied, in all material respects, with the 
True-Up Test obligations for the 2014 Compliance Period. ARTC submitted that, based on 
the audit report, it is not liable for any rebates under the True-Up Test for 2014 due to a 
System Availability Shortfall. 

                                                
36  Ibid, p. 12. 
37  ACCC, Final Determination - Australian Rail Track Corporation’s compliance with the Hunter Valley Coal Network 

Access Undertaking financial model for the 2013 calendar year, 6 June 2016, pp. 20-23. 
38  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission, September 2016, 

Table 6, p. 12. 
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In particular, BDO found that:39 

• the required calculations have been performed in accordance with Schedule 2 of the 
Access Holder Agreements. Several exceptions have been noted, however the 
overall result of these exceptions would increase the system availability surplus 
position in each period. 

• no system availability shortfall was recorded for any period during the year meaning 
no take or pay rebates were required to be paid. 

• True-up Test results have been published for all relevant Pricing Zones for each 
month and quarter from January to December 2014, with some exceptions. 

Additional details about the True-up Test results can be found in BDO’s audit report, 
published on the ACCC’s website at: https://www.accc.gov.au/regulated-
infrastructure/rail/annual-compliance-assessment-2014/revised-compliance-submission. 

Questions for comment  

8. Does industry have any comments on ARTC’s application of the True-Up Test for 
the 2014 year?  

9. Does industry have any comments on the findings or conclusion set out in the audit 
report prepared by BDO?  

3.4. Other matters of interest to stakeholders 

The ACCC welcomes stakeholder comments on any other matters related to ARTC’s 
compliance documentation for the 2014 Compliance Period including, for example, ARTC’s 
application of the WIK methodology resulting from the ACCC’s 2013 assessment. 

                                                
39  ARTC, Hunter Valley Coal Network Access Undertaking – 2014 Compliance Submission; Attachment 3; 2014 True-

Up Test Audit Report, September 2016, pp. 2-3. 
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Appendix A: Annual compliance assessment provisions 
in the HVAU 

Subsection 4.10 of the HVAU provides for the ACCC to conduct an annual compliance 
assessment to determine whether ARTC has complied with access pricing principles under 
the HVAU. These provisions are set out below (capitalised terms are defined under 
section 14 of the HVAU). 

a) ARTC will submit to the ACCC by 30 April each year in respect of the previous 
calendar year:   

i) documentation detailing roll-forward of the RAB and the RAB Floor Limit, and 
comparisons between RAB and RAB Floor Limit;  

ii) where documentation in (i) above demonstrates that RAB is at or below RAB 
Floor Limit, documentation detailing calculations relevant to reconciliation of 
Access revenue with the applicable Ceiling Limit and calculation of any allocation 
of the total unders and overs amount; and 

iii) where documentation in (i) above demonstrates that RAB is above RAB Floor 
Limit in Pricing Zone 3, documentation demonstrating that Indicative Access 
Charges, or Interim Indicative Access Charges, as applicable, satisfies the 
requirements in section 4.3(b).  

b) The documentation submitted by ARTC to the ACCC will, unless otherwise agreed 
with the ACCC and having regard to the relevant circumstances applicable at the 
time, meet the information provision guidelines and the timeframes set out in 
Schedule G.  

c) If the ACCC reasonably considers that it requires additional information, other than 
that provided by ARTC in accordance with Schedule G, in order to carry out its 
assessment under section 4.10(d), it may request this information from ARTC in 
accordance with section 3 of Schedule G and upon receipt of such a request ARTC 
will use reasonable endeavours to provide the information to the ACCC as soon as 
reasonably practicable.   

d) The ACCC will determine whether ARTC has undertaken: 

i) roll-forward of the RAB and RAB Floor Limit in accordance with the Undertaking 
and, where the roll forward is not in accordance with the Undertaking, determine 
what closing RAB or RAB Floor Limit would be in accordance with the 
Undertaking; 

ii) when required, the calculations relevant to reconciliation of Access revenue with 
the applicable Ceiling Limit and calculation of any allocation of the total unders 
and overs amount in accordance with the Undertaking, and where the 
calculations are not in accordance with the Undertaking, determine what total 
unders and overs amount or allocation would be in accordance with the 
Undertaking having regard to the operation of its unders and overs account; 
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iii) in determining whether ARTC has complied with the provisions of section 4.4 in 
rolling forward the RAB or the RAB Floor Limit, the ACCC may have regard to the 
submissions of relevant industry participants but if Capital Expenditure has been 
endorsed by the RCG in accordance with section 9, the ACCC will not consider 
whether that Capital Expenditure is Prudent;  

iv) the ACCC will publish its findings on its website and/or circulate to Access 
Holders in relation to the matters for its determination; and  

v) ARTC will revise the closing RAB and manage Constrained Coal Customer 
Accounts in accordance with any determination by the ACCC.  

e) The ACCC will determine whether ARTC has incurred Efficient costs and Efficient 
operating expenditure in accordance with section 4.5(b), and determine the change 
(if any) to: 

i) the total ‘unders and overs’ amount or allocation; and 

ii) closing RAB in section 4.4(a), 

that results from Economic Cost under subsection 4.5(b) only including Efficient costs 
and Efficient operating expenditure determined in accordance with section 4.5(b).   

Subsection 4.10(f)(x) of the HVAU also provides that ARTC will provide the final written 
report of the True-Up Test, as prepared by the independent auditor, to the ACCC to review 
as part of the annual compliance assessment process under the HVAU. 


