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Abbreviations and acronyms 

 

ACCC Australian Competition and Consumer Commission 

AMP Asset Management Plan 

ANAO Australian National Audit Office  

ARTC Australian Rail Track Corporation 

ATSB Australian Transport Safety Bureau  

AWP Annual Works Program 

BDO BDO (SA) Pty Ltd 

Capex Capital expenditure 

DORC Depreciated Optimised Replacement Cost 

HRATF Hunter Rail Access Task Force 

Hunter Valley network The standard gauge below-rail network subject to the HVAU 

HVAU Hunter Valley Access Undertaking 

HVCCC Hunter Valley Coal Chain Coordinator  

HVCN Hunter Valley Coal Network 

MPM Major Periodic Maintenance 

NSW New South Wales 

RAB Regulatory Asset Base 

RCG Rail Capacity Group 

RCRM Routine Corrective and Reactive Maintenance 

TAL Tonne axle load 

TMP Technical Maintenance Plan 

TOP Take-or-Pay 

TUT True-Up Test 
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Executive summary 

The Australian Competition and Consumer Commission (ACCC) has conducted an 
assessment of the Australian Rail Track Corporation’s (ARTC’s) compliance with the 
financial model in the Hunter Valley Coal Network Access Undertaking (HVAU) for the 
period 1 January 2015 to 31 December 2015 (the 2015 calendar year).  

The ACCC’s Final Determination is that ARTC has undertaken prudent capital expenditure 
and incurred efficient operating expenditure in accordance with the requirements set out in 
the HVAU, except insofar as the ACCC considers it necessary to adjust expenditures for 
issues related to interest during construction, a margin added to certain maintenance 
expenditure, and incidents costs. 

Following adjustments to efficient costs for these reasons, the ACCC’s Final Determination 
is that: 

 the amount of over-recovery that ARTC must refund to Constrained Coal Customers is 
$41.7 million 

 for Pricing Zone 3 the loss capitalisation balance increases to $86.3 million at the end of 
2015. 

In comparison to ARTC’s submission, the over-recovery determined by the ACCC is 
$1.3 million higher and the loss capitalisation balance is $0.7 million lower. 

The Hunter Valley is the largest coal supply chain in the world. ARTC has a natural 
monopoly over the below-rail infrastructure used to transport coal from the Hunter Valley to 
the Port of Newcastle for export. The Hunter Valley network is also used to transport coal to 
power stations and for non-coal traffic, including general and bulk freight (such as grain) and 
passenger services.  

In the absence of appropriate regulation, ARTC would have the ability and incentive to 
exercise its market power to charge higher prices, to operate inefficiently, and undertake 
unnecessary investment. This would be to the detriment of coal producers using the 
infrastructure as well as participants in upstream and downstream markets. This ultimately 
impacts upon the efficiency and productivity of the Australian economy. 

Access to ARTC’s Hunter Valley rail network is regulated through the HVAU. The HVAU was 
accepted by the ACCC in June 2011. 

Under the HVAU, ARTC is required to annually submit documentation to the ACCC for an 
assessment of its compliance with the HVAU financial model. The HVAU financial model 
allows ARTC to recover revenue equivalent to its efficient costs in each calendar year for the 
Constrained Network (currently comprising rail Segments in Pricing Zones 1 and 2). The 
model also allows ARTC to capitalise revenue shortfalls for Pricing Zone 3 into its regulatory 
value of assets for recovery in future years.1 

                                                
1  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 stand-alone basis. The Constrained Network currently comprises the Network in 
Pricing Zones 1 and 2 where ARTC is expected to be able to recover its full Economic Cost. This excludes three 
unconstrained Segments in Pricing Zone 1. 

 Pricing Zone 3 is the part of the Network where the mines are newest. 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 due to the start-up phase of the mines in that part of the Network. 
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The compliance assessment, in combination with other aspects of the HVAU, is intended to 
ensure that ARTC does not abuse its market power and charge prices yielding revenues in 
excess of efficient costs and normal profit levels. This promotes an environment for coal 
producers and associated industries where efficient investment and expenditure can be 
undertaken.  

Assessment process 

ARTC submitted its documentation for the 2015 compliance assessment on 31 August 2017.  

In assessing ARTC’s submission, further information considered by the ACCC included: 

 submissions from two stakeholders  

 ARTC’s responses to several information requests by the ACCC 

 a report by WIK-Consult who was engaged by the ACCC to provide independent advice 
on the efficiency of ARTC’s opex.  

On 18 February 2019, the ACCC released its Draft Determination, and subsequently 
received five further submissions addressing it. On 26 March 2019, ARTC provided revised 
financial models with a minor amendment to maintenance expenditures. References to 
ARTC’s submission below refer to this revised model. A summary of the key issues in this 
assessment is outlined below. 

Prudency of capital expenditure 

The ACCC considers ARTC’s submitted major capital expenditure ($33.2 million), minor 
capital expenditure ($67.8 million) and disposals ($8.6 million) is prudent. However, the 
ACCC considers that ARTC’s submitted interest during construction ($2.1 million) for the 
Gunnedah Yard upgrade is not fully prudent.  

The Gunnedah Yard upgrade was scheduled for completion in November 2014. However, 
completion of the project was delayed until March 2015 due to a contractor of ARTC not 
delivering a component on-time. As a result of this delay, ARTC submitted that an additional 
year of interest during construction should be included. The ACCC considers the cost of 
delayed completions caused by contracts not delivering should be borne by ARTC and not 
customers.2 The ACCC is of the view that prudent interest during construction is $1.1 million.   

Therefore, the ACCC considers that net capital expenditure of $93.6 million on the Hunter 
Valley network incurred by ARTC is prudent. This is a decrease of $1.0 million in comparison 
to ARTC’s submission. This maintains the ACCC’s view in its Draft Determination. 

Efficiency of operating expenditure 

For the 2015 compliance assessment, the ACCC undertook an in-depth assessment of the 
efficiency of ARTC’s operating expenditure on the Hunter Valley network. To assist with this 
assessment, the ACCC engaged WIK-Consult (who subcontracted engineering firm TÜV 
Rheinland) to provide independent advice on the efficiency of operating expenditure.  

The ACCC considers ARTC’s submitted expenditure for business unit management ($23.7 
million) and Network Control ($13.1 million) is efficient. The ACCC considers ARTC’s 
submitted expenditure for corporate overheads ($16.3 million) is efficient, and that the cost 
allocators used by ARTC are consistent with the principles in the HVAU. However, the 

                                                
2  Access Holders are applicants who has been granted access rights to use the Hunter Valley network – effectively ARTC’s 

customers. They are generally coal miners who pay ARTC for its below-rail services and pay rolling-stock operators for 
above-rail services. 
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ACCC considers that ARTC’s submitted expenditure on maintenance ($93.8 million) was not 
fully efficient. 

In particular, ARTC applied a margin of 10 per cent to Routine Corrective and Reactive 
Maintenance (RCRM). The ACCC considers that by applying this margin to RCRM, ARTC is 
receiving a double profit allowance. That is, a margin on the efficient prices for below-rail 
services via the rate of return and a margin on the price of maintenance services. The ACCC 
considers this 10 per cent margin on RCRM is not efficient. 

This maintains the ACCC’s view in its Draft Determination. However, the ACCC has made 
two other adjustments to maintenance expenditures in light of additional information after the 
Draft Determination: 

  increasing expenditure related to incidents from $53 648 to $177 319, to correct an 
omission in ARTC’s initial submission 

 deducting a further $102 966 from RCRM costs in respect of indirect costs, as the 
adjustment had only been applied to direct costs in the Draft Determination. 

Therefore, the ACCC considers that operating expenditure of $152.8 million on the Hunter 
Valley network incurred by ARTC is efficient. This is a decrease of $1.9 million in 
comparison to ARTC’s submission.  

The ACCC’s Draft Determination sought clarification on several issues or inconsistencies 
raised by WIK-Consult. This Final Determination makes no adjustments for these issues but 
in some cases recommends further investigation for future reviews. 

The ACCC notes its assessment for the efficiency of ARTC’s operating expenditure is for 
2015. For the ACCC to be satisfied that ARTC’s operating expenditure is efficient in future 
years, ARTC needs to provide the additional information set out in this Final Determination.  

Ceiling Limit test and over-recovery 

The ACCC’s Final Determination for 2015 is that ARTC has over-recovered $41.7 million 
from Constrained Coal Customers, which should be refunded to those customers. This is 
derived from: 

 the Ceiling Limit for the Constrained Network of $304.5 million, which is below 

 the revenue from Constrained Coal Customers of $346.2 million. 

The over-recovery is $1.3 million lower than that submitted by ARTC, as a result of the 
ACCC’s determination to remove the 10 per cent margin on RCRM and allow increased 
expenditure for incidents. These adjustments result in a net increase in Economic Cost and 
therefore the Ceiling Limit. 

Loss capitalisation for Pricing Zone 3 

The balance of the capitalised losses is the difference between the Regulated Asset Base 
(RAB) and RAB Floor Limit for Pricing Zone 3 (as defined in section 4.4 of the HVAU). The 
ACCC has determined that the balance of capitalised losses at the end of 2015 is $86.3 
million. This is a decrease of $0.7 million in comparison to ARTC’s submission. This 
decrease in the balance of capitalised losses is attributable to the adjustments to operating 
expenditure and interest during construction for the Gunnedah Yards upgrade. 
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Timeliness of assessments 

The outcome for the 2015 compliance assessment has been finalised more than three years 
after the year to which it relates. This has correspondingly delayed the refund to customers 
of over-recovered revenue. The submission and assessment for future years, in turn, can 
only begin after the previous year’s balance has been finalised.  

The existing time lag is attributable to several factors, including: 

 the 2013 compliance assessment, which took over 2 years and involved correcting the 
allocation Incremental Costs in Pricing Zone 1  

 the 2014 compliance assessment, which took 6 months) and was a shorter assessment  

 the 2015 compliance assessment for 2015, which has taken over 1.5 years and has 
involved:  

o a detailed review of operating expenditure with independent advice from WIK-Consult 
(meeting stakeholders’ concerns that operating expenditure was subject to less 
scrutiny than capital expenditure)3  

o extensive delays in ARTC’s responses to information requests 

 time taken by ARTC to prepare and submit the next year’s compliance documents 
following the ACCC issuing a determination on the previous year’s compliance 
documents, which was 

o nearly 4 months between the 2013 and 2014 compliance assessments 

o over 5 months between the 2014 and 2015 compliance assessments. 

The ACCC will engage with ARTC and other stakeholders to achieve a more timely 
assessment process for 2016. At the same time, the ACCC must meet high standards of 
scrutiny and transparency in ensuring compliance, so will maintain the normal stages of 
consultation and review. However, where possible, the ACCC will work towards clearer 
communication and more timely review. 

To help achieve this, the ACCC intends to engage with ARTC before its submission to set 
out a clearer expectation of the information requirements4, and discuss options for the most 
efficient timing of the provision of information. Where information provided by ARTC raises 
queries or is insufficient, the ACCC intends to notify ARTC as soon as possible, initially 
through discussion to resolve the issue or refine any follow-up written information requests. 
The ACCC will facilitate its information requests by making clear the reasons underlying the 
request at the start.  

The ACCC also expects that ARTC will cooperate in this endeavour through avenues such 
as: 

 engaging with stakeholders and the ACCC where feasible as to acceptable plans and 
approaches 

 anticipating information needs on the basis of past assessments 

 establishing processes to generate the allocated costs and information each year on an 
automated basis as far as possible 

                                                
3  See for example, Hunter Rail Access Task Force, June 2017 Variation of the 2011 HVAU Consultation Paper, 20 June 

2017, pp. 3–4. 
4  For operating expenditure, a list of information requirements is set out in section 3.5.2 
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 providing timely submissions and responses to information requests as soon as 
practicable.  

The ACCC thereby hopes to achieve a more timely assessment process for 2016 and begin 
to reduce the time lags for future assessments. 
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1. Introduction 

ARTC is an Australian Government-owned corporation established in 1998 as a single point 
of contact for parties seeking to run trains on the Interstate network across Australia and the 
Hunter Valley 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 Interstate network and the Hunter Valley 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 network is predominantly used to transport coal from mines in the Hunter 
Valley region to the Port of Newcastle for export and to domestic customers, such as power 
stations. It is also used by non-coal traffic, including general and bulk freight services (such 
as grain) and passenger services. ARTC has a natural monopoly over the below-rail 
infrastructure used to transport coal from the Hunter Valley to the Port of Newcastle for 
export. 

The Hunter Valley network is divided into Pricing Zones (Figure 1), where: 

 Pricing Zone 1 extends from the Port of Newcastle to Muswellbrook 

 Pricing Zone 2 extends from Muswellbrook to Ulan 

 Pricing Zone 3 extends from Muswellbrook to Narrabri. 

Figure 1: Hunter Valley rail network – Pricing Zones 

 

Source: ARTC. 
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In the absence of appropriate regulation, ARTC would have the ability and incentive to 
exercise its market power to charge higher prices, to operate inefficiently, and undertake 
unnecessary investment. This would be to the detriment of coal producers using the 
infrastructure as well as participants in upstream and downstream markets. This ultimately 
impacts upon the efficiency and productivity of the Australian economy. 

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

The 2011 HVAU was initially accepted for a five year term to the end of June 2016, but has 
since been varied six times: 

 On 17 October 2012, the ACCC consented to ARTC’s 7 September 2012 application to 
vary the HVAU to implement changes to its pricing structure and charges (the Initial 
Indicative Services). 

 On 25 June 2014, the ACCC consented to ARTC’s 28 June 2013 application to vary the 
HVAU to incorporate the Gap to Turrawan Segments. 

 On 22 June 2016, the ACCC consented to ARTC’s 16 June 2016 application to vary the 
HVAU to extend the term of the undertaking to 31 December 2016. 

 On 23 November 2016, the ACCC consented to ARTC’s 18 October 2016 application to 
extend the term of the undertaking to 30 June 2017. 

 On 29 June 2017, the ACCC consented to ARTC’s 16 June 2017 application to vary the 
undertaking to: 

o extend the term of the undertaking to 31 December 2021 

o vary the real pre-tax rate of return to 5.38 per cent and the remaining mine life to 23 
years 

o incorporate a new Schedule with ARTC’s cost allocation methodology. 

 On 29 November 2018, the ACCC consented to ARTC’s 28 September 2018 application 
to vary the HVAU to incorporate the following changes into the undertaking: 

o incorporate path based pricing 

o apply an Incremental Cost methodology such that: 

 Pricing Zone 3 customers contribute Incremental Costs for Pricing Zone 1 for the 
remaining term of the undertaking 

 incremental maintenance costs are allocated on the basis of actual usage and 
incremental capital costs are allocated on the basis of contracted capacity 

 Take-or-Pay (TOP) charges include incremental capital based on contracted 
capacity 

 a dual ceiling limit applies. 

The undertaking that applies for the purpose of the 2015 compliance assessment is the 
HVAU which was in effect at the beginning of 2015, which can be accessed at:  
https://www.accc.gov.au/public-registers/access-to-services-registers/s-44zzc2-access-
undertaking-australian-rail-track-corporation-variation-to-2012-variation.5 

                                                
5 This is a variation which was approved by the ACCC on 25 June 2014 to incorporate new Segments from Gap to Turrawan. 

https://www.accc.gov.au/public-registers/access-to-services-registers/s-44zzc2-access-undertaking-australian-rail-track-corporation-variation-to-2012-variation
https://www.accc.gov.au/public-registers/access-to-services-registers/s-44zzc2-access-undertaking-australian-rail-track-corporation-variation-to-2012-variation
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Capitalised terms used which are not defined in this Draft Determination are terms defined in 
section 14.1 of the HVAU. 

1.1. HVAU financial model 

The annual compliance assessment is based on the HVAU financial model which 
aggregates the revenues and costs for the Hunter Valley network.  

Section 4 of the HVAU sets out the amount of revenue that ARTC is entitled to recover from 
Access Holders for the Hunter Valley network by implementing revenue floor and ceiling 
limits.  

 Section 4.2 of the HVAU sets the minimum revenue amount that ARTC is to receive from 
Access Holders as the ‘Direct Cost’ and ‘Incremental Cost’ (Floor Limit) of providing 
services.6  

 Section 4.3 of the HVAU caps the maximum revenue amount that ARTC is entitled to 
receive from Access Holders (Ceiling Limit) 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. Two concepts of the RAB are defined in section 4.4 of the HVAU: 

 The RAB Floor Limit at the end of a year is the RAB Floor Limit at the end of the previous 
year rolled forward by adding inflation and net prudent capital expenditure and deducting 
depreciation.7  

 The RAB at the end of a year is the RAB at the end of the previous year rolled forward by 
adding the annual rate of return, operating expenditure and net capital expenditure, and 
deducting revenue received. 

The RAB Floor Limit is the more traditional type of asset base used in other building block 
models. The RAB is a type of loss capitalisation account used for Pricing Zone 3 in the 
HVAU.  

Reconciliation of revenues received from Access Holders with the ceiling revenue limits is 
applied for the different parts of the Hunter Valley 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.  

If ARTC’s revenue from Constrained Coal Customers is less than the relevant Economic 
Cost (being the Ceiling Limit for the Constrained Group of Mines) in a compliance period, 
then ARTC is entitled to recover the ‘under’ from Constrained Coal Customers. 
Conversely, if ARTC’s revenue exceeds the relevant Economic Cost, then ARTC is 
required to refund the ‘over’ to Constrained Coal Customers.8  

                                                
6  “Direct Cost” is defined as maintenance expenditure, including major periodic maintenance that varies with usage of the 

Network, and may include other costs that vary with the usage of the Network but excluding Depreciation, assessed on an 
Efficient basis; “Incremental Cost” means all costs that could be avoided in the medium term if a Segment was removed 
from the Network. 

7  The initial value of the RAB was the value previously ascribed in the NSW Rail Access Undertaking based on the 
depreciated optimised replacement cost (DORC) method of valuing assets. 

8  The Constrained Group of Mines and Constrained Coal Customers, corresponding to the Constrained Network, are 
defined in section 14 of the HVAU. 
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 For Pricing Zone 3 only, the HVAU allows for loss capitalisation. Until a time that 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. 

When the RAB is equal to or falls below the RAB Floor Limit, the Access revenue from 
any Access Holder, or group of Access Holders must not exceed the Ceiling Limit. Once 
ARTC is able to recover the Economic Cost of Pricing Zone 3 and has recovered the 
losses capitalised from previous years, then Pricing Zone 3 will become constrained and 
the ‘unders and overs’ accounting framework will take effect.  

The calculation of the ‘unders and overs’ amount for a calendar year and the components of 
Economic Cost (including Incremental Cost) for the Constrained Network for a calendar year 
are shown in Figure 2.  

Figure 2:  Calculation of Economic Cost and the ‘unders and overs’ amount  

 

 

Source: ACCC 

1.2. ACCC annual 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 

Unders/Overs account balance at 1 January for given year (typically the beginning account balance is zero).

Total revenue paid by Constrained Coal Customers regarding actual coal traffic

Positive ”Over” amount

Negative ”Under” amount

Result of ARTC’s ex-post Ceiling Test for Constrained traffic for the calendar year:

Refund to Constrained Coal Customers *

Collectable by ARTC from Constrained Coal Customers *

* Refund/collection is based on the % of Access revenue 
* in relation to coal traffic collected from Access Holders

Economic Cost (Ceiling Limit for Constrained Traffic) - see below

IF

IF

Economic Cost (Ceiling Limit for Constrained Traffic) is equal to:

Incremental costs of 
Constrained Customer traffic 

• Operating costs related to incremental 
maintenance activities

• Capital (depreciation) costs related to incremental 
assets

• Return on assets related to incremental assets

Fixed costs for the 
Constrained Network

• Total maintenance activity costs less costs related 
to incremental maintenance activities

• Total capital (depreciation) costs less depreciation 
related to incremental assets

• Total return on assets less return on assets 
related to incremental assets

Operating costs for the 
Constrained Network

• Shared maintenance
• Expensed project costs
• Net loss on disposals
• Network control
• Corporate overheads
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 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 annual compliance assessment, in combination with other aspects of the HVAU, is 
intended to ensure that ARTC does not abuse its market power and charge prices yielding 
revenues in excess of efficient costs and normal profit levels. This promotes an environment 
for coal producers and associated industries where efficient investment and expenditure can 
be undertaken.  

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

1.3. ARTC’s submission for the 2015 calendar year 

ARTC submitted its annual compliance documentation for the 2015 calendar year on 31 
August 2017. As the opening balances for each compliance period are based upon the 
closing balances of the previous compliance period, ARTC’s submission for 2015 was 
delayed until the ACCC’s assessment of the 2014 period was completed on 31 March 2017. 

The documentation includes ARTC’s financial model (provided to the ACCC on a 
confidential basis) that details the allocation of the ‘unders and overs’ amount to each 
Constrained Coal Customer for 2015. 

ARTC’s full public submission is available on the ACCC’s website at: 
https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-
2015/compliance-submission. 

Details on the key components of the submission are set out in the relevant chapters of this 
document. 

1.4. Consultation with stakeholders on ARTC’s submission 

The ACCC’s public consultation process regarding this assessment included a four week 
period where the ACCC invited views from industry stakeholders. 

On 15 September 2017 the ACCC published a Consultation Paper inviting comments from 
interested parties on ARTC’s 2015 Annual Compliance documentation. The ACCC received 
submissions from: 

 Whitehaven 

 Anglo American Metallurgical Coal. 

The Consultation Paper and submissions are available on the ACCC’s website at: 
https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-
2015/consultation-paper.  
 
 
 
 

https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/compliance-submission
https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/compliance-submission
https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/consultation-paper
https://www.accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/consultation-paper
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1.5. Requests for additional information and engagement of 
consultants 

On 5 December 2017 the ACCC engaged WIK-Consult to provide independent advice on 
the efficiency of ARTC’s operating expenditure.9 WIK-Consult sub-contracted TÜV-
Rheinland for its rail engineering expertise.  

The ACCC’s decision to engage a consultant followed concerns expressed by stakeholders 
that there was limited transparency and oversight over the efficiency of ARTC’s operating 
expenditures.10  

Under the HVAU, the Rail Capacity Group (RCG) is required to endorse any capital 
expenditure in order for the ACCC to determine it is prudent. However, there is no similar 
provision for operating expenditure. Further, the ACCC notes that ARTC’s cost profile is 
currently shifting away from capital towards operating expenditures.  

Additionally, ARTC began developing an operating expenditure efficiency mechanism as 
part of its proposed 2017 HVAU. However, ARTC subsequently withdrew this application, 
and has not sought to incorporate any similar performance incentives schemes in later 
variation applications.  

To inform WIK-Consult’s assessment and its own analysis, the ACCC sought further 
information from ARTC regarding its compliance submission on three occasions. Information 
was also provided by ARTC at an operating expenditure workshop held between 2 and 4 
July 2018. Table 1 sets out the timeline of additional information sought by the ACCC as part 
of the assessment process. In total, the ACCC was awaiting ARTC’s responses to these 
requests for 366 days. 

Table 1: Timeline of additional information sought by ACCC 

Date Event 

27 November 2017 ACCC sends a request for clarification primarily on capital expenditure 
issues 

21 December 2017 ACCC issues a request for information under Schedule G of the HVAU on 
operating expenditure issues 

19 June 2018 ARTC provides complete set of responses to 21 December 2017 request 
for information  

2–4 July 2018 Operating expenditure workshop between ACCC, WIK-Consult, TÜV 
Rheinland and ARTC in Newcastle 

12 July 2018 ACCC and ARTC agree on a list of follow-up items from operating 
expenditure workshop 

26 September 2018 ARTC provides complete set of responses to 12 July 2018 follow-up items 

28 November 2018 ARTC provides complete set of responses to 27 November 2017 request 
for clarification 

                                                
9  Operating expenditure includes maintenance, business unit management, network control and corporate overhead costs. 
10  See for example, Hunter Rail Access Task Force, June 2017 Variation of the 2011 HVAU Consultation Paper, 20 June 

2017, pp. 3–4. 
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On 19 October 2018, WIK-Consult provided its draft report on the efficiency of ARTC’s 
operating expenditure, with the final report provided on 21 December 2018. 

1.6. Draft Determination 

On 18 February 2019, the ACCC released a Draft Determination following its assessment of 
ARTC’s submission on its compliance with the financial model in the HVAU for the 2015 
calendar year. The ACCC invited submissions from stakeholders on the Draft Determination, 
which were due 4 March 2019. At the request of two stakeholders, the ACCC extended the 
due date of submissions for these two stakeholders to 18 March 2019. 

The ACCC received submissions from: 

 ARTC 

 Pacific National  

 Glencore 

 Whitehaven 

 Idemitsu. 

The Draft Determination document and public stakeholder submissions are available on the 
ACCC’s website at: http://accc.gov.au/regulated-infrastructure/rail/annual-compliance-
assessment-2015/draft-determination. 

In addition to its submission, ARTC provided revised financial models on 26 March 2019, 
which incorporated revised data on operating expenditure. The amounts referred to in the 
Final Determination are based on this revised submission. 

1.7. Structure of Final Determination 

This determination outlines the ACCC’s views on the following key issues relating to ARTC’s 
2015 Compliance documentation: 

 prudency of capital expenditure (chapter 2) 

 efficiency of operating expenditure (chapter 3) 

 Incremental Costs (chapter 4) 

 True-Up Test audit (chapter 5) 

 the ACCC’s Determination regarding compliance and revenue reconciliation (chapter 6). 

This document briefly summarises ARTC’s original submission and the ACCC’s Draft 
Determination, but focuses on the ACCC’s consideration of the main issues raised by 
stakeholders in their submissions on the Draft Determination. 

1.8. Further information 

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

Mr Kristopher Morey  
Infrastructure & Transport—Access & Pricing Branch 
Infrastructure Regulation Division 
Phone: +61 3 9290 1948 
Email: kristopher.morey@accc.gov.au 

http://accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/draft-determination
http://accc.gov.au/regulated-infrastructure/rail/annual-compliance-assessment-2015/draft-determination
mailto:kristopher.morey@accc.gov.au
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2. Prudency of capital expenditure  

Sections 4.4(a) and (b) of the HVAU define net capital expenditure as capital additions, 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 regulatory value of 
assets, it must be incurred on a ‘prudent’ basis.  

Section 4.10(d)(iii) of the HVAU explicitly provides that, if capital expenditure has been 
endorsed by the 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. The RCG is a 
representative group made up of a range of stakeholders, including Access Holders, and 
above-rail operators and the Hunter Valley Coal Chain Coordinator (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.11 

For 2015, ARTC has sought to roll-forward into its regulatory value of assets total net capital 
expenditure of $94.6 million as set out in Table 2. This total was 55 per cent lower than 2014 
net capital expenditure of $210.8 million. 

Table 2: Net capital expenditure: ARTC submission, 2015 ($)12 

Category Pricing  
Zone 1 

Pricing  
Zone 2 

Pricing  
Zone 3 

Total 

Major capital expenditure  13 348 548   536 685  19 311 897  33 197 130 

Minor capital expenditure  18 593 430  9 698 191  39 556 647  67 848 268 

Interest during construction 0    0     2 123 704  2 123 704 

Disposal value  –1 767 464  –1 397 628  –5 435 445  –8 600 537 

Net capital expenditure  30 174 514  8 837 248  55 556 802  94 568 564 

Note: Totals may not add due to rounding. 

The ACCC’s Draft Determination was that ARTC’s capital expenditure of $33.2 million on 
major projects and $67.8 million on minor projects was prudent. The ACCC was satisfied 
RCG had provided the appropriate endorsement for the projects. ARTC also provided 
satisfactory responses to a number of questions on minor capital projects (also called 
‘corridor capital’) raised by stakeholders or asked by the ACCC. 

However, the ACCC considered that interest during construction submitted by ARTC should 
be reduced from $2.1 million to $1.2 million to avoid the interest cost being carried past the 
planned completion date. The ACCC’s Draft Determination was that net capital expenditure 
of $93.6 million may be rolled into the regulatory value of assets for 2015. 

                                                
11  See section 4.4 of the HVAU. 
12  ARTC, Hunter Valley Coal Network Access Undertaking — 2015 Compliance Assessment Submission, 31 August 2017, 

Appendix C. 
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Given the issues raised by the ACCC’s Draft Determination and stakeholder submissions on 
it, the ACCC’s final views on the prudency of ARTC’s capital expenditure are set out below 
for: 

 interest during construction 

 disposals.  

2.1. Interest during construction 

2.1.1. ARTC submission 

ARTC sought to roll forward interest during construction of $2.1 million for the Gunnedah 
Yard upgrade project in Pricing Zone 3 into its final completion year of 2015. RCG originally 
approved this project with a commissioning date in November 2014. However, the project 
was not completed until March 2015. Expenditure up to 2014 totalled $15.2 million, with a 
further $3 million of expenditure in 2015. Interest accumulated up to 2014 totalled $0.9 
million, with a further $1.1 million in 2015. 

Whitehaven raised the issue of the calculation of interest during construction for the 
Gunnedah Yard upgrade. Whitehaven submitted that the delay in commissioning was due to 
ARTC technical issues so it would be expected that the interest during construction would be 
calculated based on the original completion date in 2014.13 

The ACCC subsequently requested information on the circumstances of the delay in 
completion, and why ARTC was claiming interest during construction up to 2015 rather than 
2014. 

ARTC submitted in response that:14 

The objective of the project was to deliver section capacity by providing an 
unrestricted run for through traffic, with a speed increase (25km/h to 60km/h) and an 
upgrade of the mainline infrastructure to allow for 30 tonne axle load (30TAL) trains. 

The project delay was caused by a delay in the finalisation of a component of the 
signal design (Microlok data) by the signal design consultant engaged by ARTC 
despite assurances that it would be provided as scheduled and in time for the 
planned commissioning. The performance of the signal design consultant was 
considered unsatisfactory and ARTC took steps during the project to replace the 
design consultant’s project managers.  

ARTC advised that it provided regular progress updates on the Gunnedah Yard upgrade to 
stakeholders through the RCG, and that it advised the RCG once this delay was identified. 
ARTC’s monthly reports to RCG from November 2014 to February 2015 provided advice on 
the progress of the project.  

The track work component of the works had been completed by October 2014, and 
temporary arrangements were made to enable 30 tonne axle load (TAL) wagons to traverse 
Gunnedah Yard from 1 January 2015 at a reduced speed. This achieved the second part of 
the project objective and allowed customers to benefit from the newly installed track 
infrastructure until the signal commissioning was completed during the March 2015 
closedown.15  

                                                
13  Whitehaven, Submission on ACCC consultation paper on ARTC Compliance to Financial Model 2015, 13 October 2017, p. 

2. 
14  ARTC, Request number: 7 (Interest during construction), Response to ACCC's 27 November 2017 request for clarification, 

21 November 2018, p. 1. 
15  Ibid. 



Final Determination  16 

 

2.1.2. ACCC Draft Determination 

In its Draft Determination, the ACCC considered that the cost of delayed completion should 
not be accepted as prudent expenditure and Access Holders should not bear the cost of an 
additional year’s interest in 2015. Accordingly, after adjustment for 2015 interest, the 
ACCC’s Draft Determination was that ARTC may roll forward interest during construction of 
$1.2 million into the regulatory value of assets for 2015. This effectively reduces interest 
during construction by $1.0 million to avoid the interest cost being carried past the planned 
completion date. 

The ACCC was concerned that, if interest is carried through to 2015 as it is in ARTC’s 
model, the relatively minor delay in completion would trigger another full year’s interest on 
the accumulated expenditure. However, the ACCC considers that the costs of delayed 
completion should be a risk borne by ARTC as the responsible manager of the project and 
its associated risks, including selection of a contractor subsequently found to be 
unsatisfactory.  

Actual expenditure on the Gunnedah Yard upgrade of $18.2 million to 2015 was within the 
endorsed project budget of $18.5 million.16 Accordingly the ACCC’s Draft Determination was 
that the total expenditure through to 2015 was prudent. However, interest on the 
accumulated expenditure during construction should be calculated only to 2014, allowing a 
half year’s interest on the 2015 expenditure as if it had been spent in 2014.  

2.1.3. Stakeholder submissions to Draft Determination 

In its submission to the Draft Determination, ARTC opposed the disallowance of interest 
during construction on the Gunnedah Yard project for 2015, stating:17  

The ACCC’s decision to allocate those risks solely to ARTC removes the incentive 
for ARTC to adopt the cooperative contracting approach developed by it and the 
RCG to focus on accepting more contracting risk for a lower price. 
… 
Such an approach was thought (by ARTC and its customers) to provide value for 
money to the users of the HVCN who received the benefit of the contract via lower 
prices. However, the ACCC’s decision to quarantine the risk of that contract to 
ARTC, whilst allowing the lower price benefit to flow to its Customers, puts this 
approach at significant risk. 
… 
Therefore, if ARTC is to receive the exposure but not the benefit, there is no 
incentive for ARTC to negotiate lower prices in exchange for risk – resulting in a 
reduction in value to the HVCN.  

Further, ARTC submitted that the delay in the project was advised to and accepted by the 
RCG. The Project Close Out report was then provided to the RCG in July 2015 and was 
accepted by the RCG. ARTC also stated:18 

In this context it is disappointing that some two years after Gunnedah Yard Project 
was completed that Whitehaven Coal raises the matter of interest during construction 
for a small delay in a project. For a three-year project, the 4-month delay from 
November 2014 to March 2015 (which was the next planned major closedown) was 
not considered material and was notified to the RCG as soon as it was identified via 

                                                
16  ARTC, Gunnedah Yard Upgrade, RCG Memo Phase 2, 5 December 2013, p. 30. 
17  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, pp. 3–4. 
18  Ibid, p. 4. 
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the monthly reports. No objections were raised in relation to the revised schedule, 
and on this basis ARTC should be entitled to consider that the revised schedule was 
endorsed by the RCG. 

Idemitsu supported the interest during construction adjustment in its submission to the Draft 
Determination, noting:19 

The ARTC is most suitably placed to manage the performance of all its contractors 
and consultants which are integral to the critical path of its projects. Furthermore, 
allowing the ARTC to claim interest during construction on projects which have 
exceeded their scheduled commissioning date whilst under their control is an 
inappropriate return. 

The ACCC sought further information about the nature of agreements with producers. In 
response, ARTC provided information on discussions within a forum that was established for 
detailed engagement with North West (that is, Pricing Zone 3) producers.20 The forum was 
established for the purpose of detailed engagement with these producers on the capacity 
development options, initiatives to reduce capital costs for the benefit of the customers, 
progress, operational, maintenance and safety risks and complexities. 

ARTC also commented that the delay in commissioning for Gunnedah Yard arose just prior 
to the planned November 2014 closedown. ARTC considered options to progress with the 
commissioning and flag trains through the yard, but did not progress them due to safety, cost 
and adverse operational impacts for customers.  

2.1.4. ACCC’s final view on interest during construction 

In considering the information provided by ARTC, the ACCC acknowledges ARTC’s high 
level of engagement on capital projects with producers. The ACCC understands that 
producers appreciate the opportunity to discuss different options and risk assessments. 
However, ARTC itself acknowledges there are no specific agreements regarding the trade-
off between initial cost and risk in ARTC’s project contracting approach.  

The ACCC concludes that capital expenditure under the HVAU is not subject to any agreed 
policy that customers bear the cost of risks subsequent to their endorsement of projects. In 
the case of the Gunnedah Yards upgrade, the information from RCG reports is that RCG 
agreed to the project with the original cost but with a commissioning date in 2014.  

ARTC states that RCG did not object to the revised schedule on being advised of the 
situation. However, the first notification in the monthly reports of the delay was in the report 
for November 2014, the intended month of completion. It appears that RCG members were 
notified rather than consulted at that stage as the options were limited, given the 
unavailability of a component of the signal design.  

ARTC noted that the delay of four months was relatively short, and that partial benefits of the 
project were available as 30 TAL wagons were enabled to traverse the upgraded yard from 1 
January 2015 at a reduced speed of 25 km per hour, before the final commissioning. Given 
the relatively short delay and the partial benefits available, the ACCC considers that 
imposing the cost of the accumulated interest on the entire project expenditure from 2013 
through to 2015 on users places a disproportionate burden on them.  

                                                
19  Idemitsu, Response to Draft Determination - ARTC's 2015 Annual Compliance Hunter Valley Coal Network Access 

Undertaking, 18 March 2019, p. 6. 
20  ARTC, Further Response to ACCC Follow up Questions re 2015 Compliance Assessment Draft Decision, 26 March 2019, 

p. 4. Information provided (in response to ACCC’s request of 14 March) included the minutes of the NW Producers’ Forum 
from January 2013 to November 2015. 
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Notwithstanding any preference by customers for lower up-front costs, the ACCC considers 
that ARTC must still bear a degree of risk for its contracting policies. Regardless of the 
allocation of interest costs, customers will still bear some costs from delays in projects that 
are beneficial for them.  

In light of the above, the ACCC maintains its Draft Determination view that interest during 
construction should be adjusted downward by $1.0 million. Therefore, for the Final 
Determination ARTC may roll forward interest during construction of $1.2 million into the 
regulatory value of assets for 2015. 

2.2. Disposals 

ARTC submitted that capital works resulted in asset disposals with a total written down value 
of $8.6 million in 2015. Taking account of proceeds from disposal of $1.0 million, a net loss 
on disposal of $7.6 million resulted.21 The disposal rate is lower than the values recorded in 
the 2014 year, following the completion of some major renewal projects with associated 
disposals. In addition the recovery rate (proceeds as a percentage of written down value) fell 
from 26 per cent in 2014 to 11 per cent in 2015. 

Whitehaven expressed concern about the low recovery values in 2015 and ARTC’s valuation 
at scrap value of ‘life expired’ rail used in areas of the non-30 TAL network. Whitehaven 
considered that the low recovery rate is either the result of ARTC being significantly 
overvalued or that ARTC is not prudently disposing of these assets at the highest possible 
value.22 

Whitehaven also stated:23 

Of significant concern is the practice of ARTC using the average market rate for 
scrap metal, and utilizing "life expired" rail in areas of the non-30 TAL network. It 
would be expected in this circumstance that the assets would be transferred at book 
value rather than scrap value. 

In response to questions from the ACCC, ARTC provided further information on the 
procedures it used in valuing and disposing of assets, including the following points: 

 Where an asset is disposed of, the corresponding carrying value removed from the RAB 
is based on the underlying regulatory value of the asset with CPI escalation and 
accumulated depreciation applied in accordance with the annual roll-forward 
methodology for the RAB Floor Limit under section 4.4 of the HVAU. 

 Recovery rates in 2015 were lower as:  

o the line Segments where the capital activities were undertaken in 2015 had lower 
RAB carrying values  

o the average price of scrap material decreased 19 per cent from $238 per tonne in 
2014 to $193 per tonne in 2015.24 

 The overall asset recovery rate of 11.1 per cent for 2015 is comparable to 2013 where 
there was an average recovery rate of 12 per cent. 

                                                
21  Besides deducting the written down value of asset disposals from the RAB, ARTC includes the net loss on disposals in its 

operating expenditure (see chapter 3). 
22  Whitehaven, Submission on ACCC consultation paper on ARTC Compliance to Financial Model 2015, 13 October 2017, p. 

2. 
23  Whitehaven, Submission on ACCC consultation paper on ARTC Compliance to Financial Model 2015, 13 October 2017, p. 

2. 
24  ARTC, Request number 8 and 9 (Loss on Disposal), Response to ACCC’s 27 November 2017 request for clarification, 26 

November 2018, pp. 1–6. 
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 The market rate for scrap rail, used to determine disposal proceeds, is calculated with 
reference to the average scrap sales value per tonne as received by ARTC in 2015. 

 When items of infrastructure are reused within the Hunter Valley coal network, they are 
treated as a disposal and addition to the RAB against the relevant line Segments. When 
they are reused external to the Hunter Valley coal network, they are treated as a 
disposal to the RAB. Proceeds on disposals are deemed where ARTC would have 
received a scrap value had the asset been sold rather than reused. 

2.2.1. Draft determination and submissions 

In its Draft Determination, the ACCC accepted that ARTC had demonstrated prudency 
regarding disposals for 2015, taking into account the additional contextual information 
received from ARTC. However, the ACCC stated that, to ensure continued prudency of 
disposals, ARTC will need to provide the underlying calculations which determine the written 
down value of disposed assets.25  

Following the Draft Determination, ARTC provided a spreadsheet to the ACCC on a 
confidential basis setting out details for each asset disposed of, including amount disposed 
of, Depreciated Optimised Replacement Cost (DORC) value per unit, RAB value and 
disposal proceeds, for 2015.26 ARTC also provided information showing how the RAB value 
is calculated from the DORC value and a discount factor which combines:  

 accumulated indexing by CPI  

 depreciation over remaining mine life  

from the valuation date to 2015. 27 

Glencore’s submission on the Draft Determination agreed with the concerns expressed 
previously by Whitehaven, stating that:28 

Glencore agrees that any rail that is reclaimed for reuse should be credited against 
the RAB at book value. It would seem that the current practice brings forward the 
write off of the network. To the extent that it is material, Glencore would like to see 
the ACCC closer examine the ARTC practices with regard to recycled components 
as we believe this would be a common practice. 

2.2.2. ACCC final view on disposals 

In cases where ARTC disposes of assets externally, the ACCC considers that valuing the 
proceeds at the average market scrap value obtained is a reasonable approach. 

For materials (primarily rail) that are reused by ARTC, the ACCC understands that ARTC is 
deeming the value of the reused assets as their scrap value. The ACCC considers that the 
materials should be retained in the RAB at an amount that realistically represents their value 
in use. Whether this is better represented by the scrap value (as if the reused materials had 
instead been bought in the market) or the written down value of the assets in their previous 
use will depend on the specific circumstances. If the scrap value undervalues the assets in 
their new use, ARTC would be able to claim a loss on disposal earlier than otherwise. 

                                                
25  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, p. 66. 
26  ARTC submission to ACCC draft decision - CAL2015 disposals confidential.xlsx. 
27  ARTC, Further Response to ACCC Follow up Questions re 2015 Compliance Assessment Draft Decision, 26 March 2019, 

pp. 5–7, 
28  Glencore, Re ARTC Compliance with HVAU for 2015, 5 March 2019, p. 1. 
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A spreadsheet provided by ARTC showing details for individual disposals indicates that the 
proceeds as a percentage of RAB value mostly range from 15 to 27 per cent (excluding 
cases of zero proceeds). The written-down RAB value of steel rail was in many cases 85 per 
cent of the DORC value. , However, the details provided by ARTC to date do not make clear 
the age or likely value of the asset in their new use. 

For the 2015 compliance assessment, the ACCC accepts the disposals component of 
ARTC’s net capital expenditure, but expects that ARTC will provide further information to 
justify its valuation approach for future assessments. 

2.3. ACCC’s final view on ARTC’s prudency of capital expenditure  

The ACCC’s assessment of ARTC’s prudency of capital expenditure has had regard to the 
relevant factors in the definition of prudent in the HVAU.29 

The ACCC’s Final Determination is that ARTC has demonstrated prudency of its capital 
expenditure, except that interest during construction should be reduced by $1.0 million. It is 
therefore appropriate for ARTC to roll forward total net capital expenditure of $93.6 million 
into its RAB (Table 3). This is unchanged from the Draft Determination. 

Table 3: ACCC's Determination on ARTC's prudency of capital expenditure ($) 

Category Pricing  
Zone 1 

Pricing  
Zone 2 

Pricing  
Zone 3 

Total  
 

Major capital expenditure  13 348 548   536 685  19 311 897  33 197 130 

Minor capital expenditure  18 593 430  9 698 191  39 556 647  67 848 268 

Interest during construction 0    0    1 164 154 1 164 154 

Disposal value   –1 767 464  –1 397 628  –5 435 445 –8 600 537 

Net capital expenditure  30 174 514  8 837 248 54 597 253  93 609 015 

Note: Totals may not add due to rounding. 

 
  

                                                
29  ‘Prudent’ is defined under section 14.1 of the HVAU. 
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3. Efficiency of operating expenditure 

Section 4.10(e) of the HVAU provides for the ACCC to assess the efficiency of ARTC’s 
operating expenditure. Efficient costs and operating expenditure in turn inform the 
determination of the 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, amongst other 
particulars, a detailed breakdown of the 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 $154.7 million in 2015, of 
which $109.8 million was in the Constrained Network and $44.8 million in Pricing Zone 3 
(Table 4). This was 2.7 per cent higher overall than in 2014. 

Table 4: Operating expenditure: ARTC submission, 2015 ($) 

Operating expenditure30  Constrained 
Network31  

Pricing Zone 3 

Maintenance costs  66 467 911  27 311 381 

Business unit management (formerly shared 
maintenance) costs 

18 315 152 5 419 719 

Corporate overheads 12 724 871 3 621 526 

Network control 9 702 875 3 445 010 

Net loss on disposals 2 664 867 4 977 677 

Expensed project costs  0 0 

Total operating expenditure  109 875 676  44 775 314 

Note: This and subsequent tables refer to ARTC’s revised submission of March 2019.  Totals may not add due to rounding.  

In its Draft Determination the ACCC accepted that operating expenditure of $152.7 million on 
the Hunter Valley network incurred by ARTC is efficient. This is $1.8 million lower than that 
submitted by ARTC, due to an adjustment to maintenance expenditure made by the ACCC. 

The ACCC also sought clarification from ARTC on several discrepancies and issues arising 
from WIK-Consult’s review. Stakeholders’ views and the ACCC’s final assessment of the 
following issues raised by stakeholders are discussed below: 

 maintenance 

 business unit management 

 corporate overheads 

 network control 

                                                
30  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Submission, 31 August 2017, p. 14. 
31  Constrained Network in this and subsequent references refers to constrained traffics in Pricing Zones 1 and 2, not 

including the three unconstrained Segments in Pricing Zone 1. 
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 future assessment information requirements. 

3.1. Maintenance  

WIK-Consult’s review of ARTC’s operating expenditure found that:32  

…the assessed projects and activities were realised on an efficient basis and the 
maintenance opex reported in the General Ledger accounts are considered efficient. 

However, as part of WIK-Consult’s work in reconciling ARTC’s compliance submission 
against its ceiling test model and general ledger, WIK-Consult found one major issue in 
respect of ARTC applying a margin to Routine Corrective and Reactive Maintenance 
(RCRM) activities. The ACCC concurred with WIK-Consult’s findings and considered that 
ARTC’s application of a margin on top of its actual RCRM expenditure is inappropriate and 
effectively provides ARTC with a double allowance for its costs or profit.  

The ACCC’s Draft Determination accepted ARTC’s maintenance costs for 2015 as efficient 
with the exception of the margin on RCRM activities. After adjustment to remove this margin, 
operating expenditure for RCRM was reduced by $1.8 million. 

Stakeholders’ views on this adjustment are considered below. 

3.1.1. Margin on RCRM 

Submissions to Draft Determination 

ARTC opposed the removal of the 10 per cent margin on RCRM, while Pacific National, 
Glencore and Idemitsu supported the removal.  

ARTC stated:33  

The ACCC’s decision to support WIK’s recommendation not to allow ARTC to 
recover the efficient market price for its insourced RCRM team creates concerns for 
ARTC. By drawing a distinction between the efficient price for a service and the 
efficient cost, the ACCC and WIK appear to be saying that, provided the actual cost 
incurred by ARTC is lower than the efficient price, that cost will be efficient, and it is 
only that cost which can be recovered. 
… 
This decision creates an incentive to outsource its maintenance services. That is, by 
disallowing the economic cost of maintenance services, the ACCC has disallowed 
ARTC the ability to earn a return on its investment in human capital as reflected in 
the margin applied to costs in the market for maintenance services.  

ARTC also submitted:34 

 no allowance has been made for the opportunity value of ARTC’s maintenance services 
in the asset beta and weighted average cost of capital applying to ARTC’s regulated 
asset base 

 after the Hunter Valley network is fully depreciated there will be zero return either on the 
assets or on the maintenance services provided. 

                                                
32  WIK-Consult Report, Study for the Australian Competition and Consumer Commission, Assessing the Efficiency of 

Australia Rail Track Corporation’s Operating Expenditures for the 2015 Calendar Year, 20 December 2018, p. II. 
33  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 5. 
34  Ibid, pp. 5–6. 
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Pacific National submitted that:35 

In assessing the HVAU draft determination, Pacific National agrees with the ACCC 
that it is not appropriate for ARTC to have applied a margin of 10 per cent to routine 
corrective and reactive maintenance (RCRM) as it results in a double profit 
allowance. The same issue was raised in the context of the 2018 IAU where it was 
identified that ARTC was applying the 10 per cent margin to all variable maintenance 
activities.  

We understand the application of this margin was only made known to the ACCC 
through the in-depth efficiency assessment of ARTC's HVAU operating expenditure.  
… 
If the information was not provided in the past, and it is now apparent an 
inappropriate margin was applied to RCRM in previous years (i.e. an over-recovery), 
the ACCC should explore how this margin can be returned to ARTC's Hunter Valley 
customers via a rebate on future access charges.  

Glencore submitted that:36 

‘Hidden Margin’ – as above Glencore agrees that there is no basis for the ARTC to 
claim ‘non expenditure’. There was no disclosure of this practice. ARTC have already 
earned an above regulated return and it is clear that under the HVAU, Operating 
Expenditure is an actual cost, not a made up cost that is considered more 
appropriate by the ARTC.  
… 
Whilst the magnitude of the adjustments are not alarming, Glencore is concerned at 
the issue uncovered with respect to the ‘notional’ costs included in the RCRM. It is 
concerning that this issue was not previously disclosed by ARTC and that it has 
taken a review by the ACCC to detect it.  
… 
To the extent that ARTC volunteers, or the ACCC holds concerns, that there are 
similar historical accounting practices, then we believe it is appropriate that further 
investigation of past practice is conducted. The ACCC should ‘reopen’ past 
Compliance and if there has been such claims included then the amounts must be 
returned by ARTC to the appropriate Access Holders as soon as possible. 

Idemitsu was concerned by ARTC’s lack of transparency on the margin and stated:37  

Idemitsu does not consider the alliance contracts in the ARTC lnterstate Network as 
efficient pricing benchmark.  
… 
WIK-Consult identified approximately 40% of RCRM activities are attributable to 
purchased service and goods. Idemitsu agree with WIK-Consult it is inappropriate to 
add a 10% margin as these purchased service and goods have already been 
charged in a workable competitive market and yields an unreasonable notional 
expenditure.  

                                                
35  Pacific National, Submission in response to ACCC draft determination on ARTC's Hunter Valley Network Access 

Undertaking 2015 compliance assessment submission, 4 March 2019, pp. 1–2. 
36  Glencore, Re ARTC Compliance with HVAU for 2015 - submission on ACCC draft determination, 5 March 2019, p. 1. 
37  Idemitsu, Response to Draft Determination - ARTC's 2015 Annual Compliance Hunter Valley Coal Network Access 

Undertaking, 18 March 2019, p. 4. 
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ACCC’s final view on the margin on RCRM 

The ACCC considers that ARTC’s arguments do not detract from the validity of the findings 
in the Draft Determination. The economic cost of maintenance for ARTC will be the lowest 
efficient actual cost, whether this is achieved by in-house work or purchase of services in the 
external market, without the addition of hypothetical margins. Margins are commonly added 
to the direct cost of externally contracted jobs to allow for indirect costs of supporting 
resources such as corporate costs (including administration of invoices, as identified by 
ARTC), and return on corporate fixed assets used. There may be an additional profit margin 
if the provider is particularly efficient relative to its competitors. 

However, where ARTC performs maintenance in-house, such support costs are already 
covered in other items of operating expenditure or return on and of capital. It would 
constitute double-counting to add a margin on top of direct costs as if the work was done for 
an external customer.38 Similarly, there is no justification for the margin added by ARTC to 
RCRM services it buys from external providers, as the support costs such as managing 
invoices are covered in other operating costs. 

The ACCC also does not accept ARTC’s statement that the margin is needed for ARTC ‘to 
earn a return on its investment in human capital’.39 ARTC’s expenditure on (or investment in) 
human capital, such as salaries and training, should already be covered in operating 
expenditure, which is fully expensed in the year incurred. There is no unrecovered asset 
base on which ARTC needs to earn an ongoing return. Accordingly, the ACCC considers 
that the way in which ARTC deploys its maintenance services is not relevant to the asset 
beta and cost of capital applying to ARTC’s regulated asset base.  

Further, there is no justification for an additional margin either before or after ARTC’s 
regulated asset base has been fully depreciated. The ACCC does not expect that its 
approach would have any distorting effect on ARTC’s choices for supplying its maintenance 
services externally. ARTC is free to perform such work, which is not part of the services 
covered in the HVAU, charging whatever margins it finds profitable, provided it maintains its 
own network at an efficient standard. 

In light of the above considerations, the ACCC maintains its view in the Draft Determination 
that the 10 per cent margin should be removed from the RCRM costs submitted by ARTC. 
This principle applies to both direct and indirect costs to which the margin had been applied.  

However, the ACCC found that its modelling of maintenance for the Draft Determination had 
removed the margin for direct RCRM costs for Segments but not for indirect costs such as 
provisioning centres. This has been corrected in this Final Determination, resulting in a 
further $102 966 deduction. This changes the reduction in ARTC’s efficient maintenance 
expenditure from $1.8 million to $1.9 million.  

The ACCC’s view agrees with submissions from Pacific National, Glencore and Idemitsu on 
the removal of the margin for the 2015 compliance assessment. However, the ACCC does 
not accept the suggestion by Pacific National and Glencore that previous years’ compliance 
assessments should be reviewed with a view to correcting any unjustified application of 
margins. The compliance assessments and reimbursements for earlier years have been 
finalised and the ACCC does not consider it appropriate to re-open them. 

                                                
38  The ACCC expressed a similar view in its rejection of an additional margin on operating expenditures for the IAU: ACCC, 

Draft decision, Australian Rail Track Corporation’s 2018 Interstate Access Undertaking, 20 December 2018, p. 170. 
39  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 5. 
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3.1.2. Minor inconsistencies 

As noted in the ACCC’s Draft Determination, WIK-Consult found that the data reported in 
ARTC’s compliance submission was generally verified in its general ledger, with the 
exception of some minor inconsistencies.  

WIK-Consult found discrepancies for 15 line Segments, resulting in maintenance costs in the 
general ledger being $223 253 higher than in ARTC’s ceiling test model. ARTC stated that 
the discrepancy is due to a coding error in a previous compliance submission, and reduced 
maintenance costs in the 2015 compliance submission in order to avoid duplication. WIK-
Consult considered this explanation to be reasonable.  

ARTC provided additional information following the Draft Determination showing this issue to 
be inter-related with a discrepancy in corporate overheads, discussed below.40 

For its Final Determination the ACCC accepts that the maintenance costs in ARTC’s 2015 
compliance submission do not require further adjustment for this discrepancy.  

3.1.3. Incidents 

WIK-Consult found that ARTC’s compliance submission and ceiling test model included 
maintenance costs for ‘incidents’ of $53 648 but WIK-Consult was unable to reconcile these 
costs against the general ledger. The ACCC’s Draft Determination sought an explanation 
from ARTC on the inconsistency. 

In its response, ARTC stated that general ledger transactions relating to incidents relating to 
the Hunter Valley network were inadvertently omitted from the response to the ACCC’s 
information request and were not captured in the net incident costs included in the 2015 
Compliance Submission.  

ARTC provided the ACCC with the general ledger transactions and resulting summary of the 
net incident costs for the coal network for 2015 on a confidential basis.41 This included 29 
incidents across Pricing Zones 1 and 3 with a total net cost of $177 319.42 ARTC states this 
is the corrected value for net incident costs that should be reflected in its 2015 compliance 
submission.43 ARTC subsequently provided further detail and revised financial models that 
incorporated the corrected expenditure on incidents, with the appropriate allocation between 
Segments.  

The ACCC accepts that the efficient level of expenditure should be adjusted upwards to 
include the incidents previously omitted. The resulting net increase in maintenance 
expenditures is $123 703.  

3.1.4. Allocation of Indirect maintenance 

WIK-Consult also considered that two maintenance activities which ARTC has allocated as 
indirect maintenance (and therefore across all line Segments in the Hunter Valley network) 
should be allocated exclusively to Pricing Zone 1. In particular, the Major Periodic 
Maintenance (MPM) activity ‘urban fencing – Replacement’, at cost $12 002. Similarly, WIK-
Consult considered that ARTC should allocate the costs of provisioning centres that service 

                                                
40  Ibid, pp. 7–8 and Appendix 1. 
41  ARTC submission to ACCC draft decision - CAL15 Incident Transactions confidential.xlsx. 
42  This derives from gross costs of $6.6 million less recovery of $6.4 million through insurance or third party claims and minor 

adjustments. 
43  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, pp. 8–9. 
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specific geographic areas to the line Segments in those specific pricing zones, rather than 
treat these costs as indirect costs.   

In its Draft Determination, the ACCC agreed with WIK-Consult’s recommendation that these 
maintenance costs should be allocated to specific pricing zones.44 

ARTC submitted in response that the indirect maintenance activity of urban fencing identified 
by WIK-Consult contains a credit amount of $12 002. During 2015 ARTC identified that the 
transaction was incorrectly costed to MPM in 2014 and it was transferred to the appropriate 
Segment specific Drayton Down Relief Hub Major Capital Project. ARTC stated that it will 
review the allocation of provisioning centre costs for future compliance submissions.45 

The ACCC accepts that no further adjustment is needed for 2015, and expects ARTC to 
adjust its ceiling test model to reflect the recommendation for future compliance 
assessments. 

3.1.5. ACCC final view on maintenance 

The ACCC considers ARTC’s maintenance activities and costs reported in its compliance 
submission are economically efficient apart from the 10 per cent margin and adjusting for the 
incidents expenditure noted above. After the corresponding adjustments, the net result is to 
reduce maintenance expenditures by $1.8 million below the amount submitted by ARTC. 
The ACCC’s resulting determination for maintenance costs for 2015 is summarised in Table 
5 and Table 6.  

Table 5: ACCC’s Determination on maintenance for Incremental and Fixed ($) 

Maintenance Constrained Network Pricing Zone 3 Total 

Incremental  43 170 166 14 936 635 58 106 801 

Fixed  21 962 778  11 822 941  33 785 720 

Total  65 132 945  26 759 576  91 892 521 

Note: Constrained Network refers to constrained traffics in Pricing Zones 1 and 2, so does not include unconstrained Segments 
in Pricing Zone 1. The Total column refers to the sum of the two columns – not the whole network. 
Source: ACCC calculations. 

                                                
44  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, p. 45. 
45  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 10. 
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Table 6: ACCC’s Determination on maintenance for MPM and RCRM ($)  

Maintenance Constrained Network Pricing Zone 3 Total 

MPM  51 801 816  21 222 000  73 023 816 

RCRM  13 331 128  5 537 577  18 868 705 

Total  65 132 945  26 759 576  91 892 521 

Note: totals may not add due to rounding. 
Source: ACCC calculations46 

3.2. Business unit management 

ARTC submitted business unit management costs over 2015 totalling $23.7 million, an 
increase of 14 per cent over 2014.  

In its Draft Determination, the ACCC noted that the increase in costs were largely 
attributable to:47  

 ARTC’s corporate restructure known as the Transformation and Growth Project, 
including shifting of resources from corporate to Hunter Valley business units, and 

 increases in HVAU’s share of the cost allocators–GTKs and Train Km. 

The Draft Determination accepted that the business unit management cost of $18.3 million 
for the Constrained Network and $5.4 million for Pricing Zone 3 were efficient.  

This view was subject to ARTC providing clarification on a discrepancy of $441 873 between 
the ARTC’s compliance submission and general ledger for ‘Business Unit Management–
Management & Support’ identified by WIK-Consult.  

In its response to the Draft Determination, ARTC provided the following explanation:48 

In 2014 the legal costs of $0.4M were initially charged as overhead expenditure to 
Management & Support (MGTHV) within Business Unit Management for the coal 
network. On review in 2015, these costs were subsequently transferred to segment 
specific corridor maintenance expenditure (MPM) ($0.2M) and capital ($0.2M) 
through an accounting journal in 2015. The final coding/treatment was correctly 
reflected in the 2014 compliance submission (as a manual adjustment to the general 
ledger inputs) and therefore the 2015 MPM and capital is lower by $0.2M each to 
avoid duplication of these costs and the $0.4M in overheads were added back to 
avoid duplication of the reduction in overhead costs. 
… 

The reason that the general ledger value for the overhead item of ‘Management & 
Support (MGTHV) appears to be lower than the amount reflected in the compliance 
submission is due only to the credit journal of $0.441M to the general ledger that 

                                                
46  The distribution of maintenance expenditures between MPM and RCRM was calculated by the ACCC from transaction 

level data in ARTC’s model. The amounts in this table reflect a recalculation since the Draft Determination which has re-
assigned some indirect costs from MPM to RCRM.  

47  ACCC, Draft Determination: Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 
financial model for the 2015 compliance year, 18 February 2019, pp. 47–8. 

48  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 
Decision, March 2019, pp. 7–8. 
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reflects the change manually adjusted in the 2014 compliance return as 
demonstrated in the table above.49 

ARTC considers that the 2015 Compliance Submission correctly reflects the costs 
for this item and no adjustment should be made. 

The ACCC concludes that the changes made to reallocate expenditures between cost types 
within the general ledger in 2015 had already been made in ARTC’s 2014 compliance 
submission. Therefore the ACCC accepts that the figures in ARTC’s submission correctly 
represent the efficient expenditures for 2015, and no further adjustment is required for this 
assessment.  

Whitehaven’s response to the Draft Determination commented that it had experienced a 
positive result from ARTC’s corporate restructure in 2015 with an increase in customer 
focus. However, it urged the ACCC to continue to monitor ARTC’s performance and include 
requests for feedback on customer focus in each annual compliance process. 50 

Idemitsu agreed that ARTC had made significant improvements, but that annual assessment 
is required to determine value for money for customers. 51 

The ACCC’s Final Determination is that the business unit management costs of $18.3 million 
for the Constrained Network and $5.4 million for Pricing Zone 3 are efficient.  

3.3. Corporate overheads 

ARTC submitted corporate overhead costs totalling $16.3 million over 2015, an increase of 
10 per cent over 2014.  

ARTC’s submission was supported by a report it commissioned from Deloitte that found that 
corporate overhead costs for the Hunter Valley coal network were efficient when 
benchmarked against rail operators and a cross industry peer group.52  

WIK-Consult found the increases were mainly due to  

 an increase in direct costs due to a restructure shifting resources from corporate head 
office to the Hunter Valley business unit 

 the increase in Hunter Valley coal’s share of ARTC’s networks Train Km (the allocating 
factor), and an increase in Pricing Zone 3’s share of the Hunter Valley coal network Train 
Km in 2015. 

In its Draft Determination, the ACCC accepted that the submitted corporate overhead costs 
were efficient and noted that Deloitte’s approach and assessment appeared robust, but 
sought explanation from ARTC to justify the cost allocators for four delivery units, discussed 
in the next section.  

3.3.1. Overhead cost allocators 

WIK-Consult assessed the appropriateness of ARTC’s application of its cost allocation 
methodology and allocators used.53 WIK-Consult found that ARTC’s technical 

                                                
49  The table is omitted from this determination. 
50  Whitehaven, Submission on ACCC Draft Determination on ARTC Compliance to Financial Model 2015, 15 March 2019, p. 

2. 
51  Idemitsu, Draft Determination - ARTC's 2015 Annual Compliance Hunter Valley Coal Network Access Undertaking 

(Response), 18 March 2019, p. 2. 
52  Deloitte, Australian Rail Track Corporation Ltd – Operating and maintenance expenditure analysis, Report prepared for 

ARTC, 20 September 2018. 
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implementation of collation and distribution of overhead costs to the Hunter Valley coal 
network was sophisticated. It found the majority of ARTC’s cost allocators were appropriate, 
with the exception of four cases, summarised in Table 7.  

Table 7: WIK-Consult’s assessment of ARTC’s cost allocators 

Delivery unit Description ARTC WIK-Consult 

Operations Planning Direct costs of train planning 
operations and managing the 
movement of rail traffic on 
standard gauge tracks in NSW, 
South Australia, Victoria and 
Western Australia. 

GTK Train Km 

WIK-Consult considers a train 
needs operational planning 
irrespective of whether it is 
loaded or unloaded. 

Communications Track-related communications 
costs, including in-cab 
communications equipment radio. 

GTK Train Km 

WIK-Consult considers a train 
communication is unlikely to be 
more expansive or frequent if a 
train is loaded. 

Property Provides services and advice to 
the business units relating to 
ARTC’s property portfolio of 
leased and licenced land, building 
and infrastructure. 

GTK Train Km 

WIK-Consult considers there is 
no argument suggesting that a 
loaded train causes more 
property services compared 
with an unloaded train. 

Plant Department Includes heavy plant 
management, including shoulder 
ballast cleaner management. 

Train Km GTK 

WIK-Consult considers activities 
grouped under this delivery unit 
as track maintenance-related 
activities.  

WIK-Consult estimated that, if its recommended allocators were used instead of ARTC’s, 
total overhead costs in the Hunter Valley coal network would decrease by approximately 
$1.3 million or 3.4 per cent.54  

In its Draft Determination, the ACCC sought explanation from ARTC about why it considers 
these four allocators are efficient, in light of WIK-Consult’s assessment.55. The ACCC also 
noted that from 1 July 2017, a different cost allocation methodology will apply, which was 
incorporated into the HVAU as part of the 29 June 2017 variation of the HVAU.56 The ACCC 
sought explanation from ARTC about how the four allocators identified by WIK-Consult 
above may change from 1 July 2017. The ACCC additionally sought views from 
stakeholders about whether these four allocators are appropriate and whether they should 
be changed in line with WIK-Consult’s recommendations.57 

                                                                                                                                                  
53  WIK-Consult stated that, for the assessment, it applied ARTC’s approach: expenditures of activities related to maintenance 

are allocated via GTK and all expenditures for all other activities via Train Km. These are the criteria for the allocation of 
non-Segment specific costs in section 4.6 of the HVAU. 

54  This is an estimate by WIK-Consult without having access to ARTC’s cost allocator models. 
55  WIK-Consult Report, Study for the Australian Competition and Consumer Commission, Assessing the Efficiency of 

Australia Rail Track Corporation’s Operating Expenditures for the 2015 Calendar Year, 20 December 2018, pp 78–83. 
56  Schedule I of the HVAU, as varied on 29 June 2017. 
57  ACCC, Draft Determination: Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, p. 50. 
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Submissions on Draft Determination 

In response to the Draft Determination, ARTC submitted the following:58 

ARTC notes the ACCC’s request in respect of the overhead allocators and has 
provided the requested information to the ACCC on the basis of allocations as 
defined in section 4.6 of the HVAU where the key question is whether the cost is 
associated with track maintenance. If the cost is related to maintenance of the 
network, then it is allocated on GTK and if not, it is Train Km. Therefore, the 
response from ARTC addresses the question of whether these activities are related 
to maintenance or not. 

In addition, ARTC notes that WIK’s assessment, consistent with Deloitte’s 
independent review, was to review the underlying costs for efficiency and determine 
whether the allocation of those costs was appropriate. ARTC supports this as the 
correct approach. ARTC notes, that, whilst the ACCC analysis draws heavily on the 
WIK and Deloitte assessments, the final wording of the ACCC decision very 
specifically does not replicate the process undertaken by WIK but rather assesses 
the end dollar allocations as efficient. This is of concern for ARTC as it is inconsistent 
with both the principle of the HVAU in respect of the determination of the correct 
allocation, and also of the assessment process required of the ACCC (and as 
followed by WIK and Deloitte). 

Notwithstanding that the question of what allocator is most efficient is not a relevant 
question under the HVAU, ARTC agrees generally with WIK’s conclusion in respect 
of the appropriate allocators for overheads as the proposed allocators are, for those 
relevant areas, consistent with ARTC’s new allocators defined in Schedule I the 
extended HVAU. This was the basis for ARTC’s proposal in the extension of the 
2011 HVAU to apply more appropriate allocators that provide a better reflection of 
cost causation. ARTC is therefore pleased that WIK and the ACCC have accepted 
the basis of this change as reflected in their comments on more appropriate 
allocators. 

ARTC would also highlight that any allocation methodology based on network traffic 
parameters (eg GTK or Train km) will result in variations in the allocation amount for 
the Hunter Valley Coal Network (HVCN) from period to period. These variations will 
arise even if everything in the HVCN remains constant, as the performance of the 
other networks will change; impacting on the allocation amounts. The efficient 
incurrence of overhead and accurate application of the allocation methodology must 
therefore create an environment of variable overhead allocations to the HVCN. 

This ensures that the ACCC assessment must look to the correct application of the 
HVAU rather than absolute sign off that the specific dollar figures allocated to the 
HVCN are efficient. The ACCC’s language does not appear to reflect the decision as 
one of appropriate application of the methodology in section 4.6 to an underlying 
efficient cost base. ARTC therefore suggests that the ACCC review the language it 
utilises to better reflect the decision it is making. 

ARTC is willing to engage with its Customers and the ACCC on alternative overhead 
allocation methodologies. 

ARTC also explained its justification for its current allocators in terms of the relation of the 
relevant delivery unit to maintenance activities. 

                                                
58  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 6. 
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There were no other submissions on the specific allocators, but Glencore commented on 
overhead costs as follows:59 

There appears to be little transparency here and we note the ACCC’s comments on 
the allocation methodology at use. We again would like to see more transparency in 
this area. 

ACCC final view 

In arriving at its view in the Draft Determination, the ACCC approved the dollar expenditures 
after following the process of considering the efficiency of the total expenditures and 
considering the allocation methodology used. In this Final Determination, these two steps 
are made more explicit. 

The ACCC notes that ARTC has explained its current allocators in terms of the relation of 
the relevant delivery unit to maintenance activities. This is an appropriate approach under 
section 4.6 of the HVAU applying to the 2015 compliance assessment. Nevertheless, 
whether an activity is related to maintenance or not is not always straightforward, and WIK-
Consult came to different conclusions in some cases. For example, WIK-Consult considered 
that Operations Planning was related to planning and managing the movement of rail traffic 
activities rather than to maintenance, and it did not depend on whether the train was loaded 
or not. WIK-Consult therefore recommended Train Km rather than GTK.60 

ARTC stated in its response to the Draft Determination that it ‘agrees generally with WIK’s 
conclusion in respect of the appropriate allocators for overheads as the proposed allocators 
are, for those relevant areas, consistent with ARTC’s new allocators defined in Schedule I 
the extended HVAU’.61  

However, the ACCC notes that there are differences between WIK-Consult’s recommended 
allocators and those in Schedule I, as shown in Table 8.62 Changing from ARTC’s to WIK-
Consult’s recommended allocators for 2015 or 2016 would mean changes for the allocators 
for four delivery units. A further change to the allocator for one of these units (Operations 
Planning) would be needed when Schedule I comes into effect for compliance assessments 
from 1 July 2017 onwards.  

                                                
59  Glencore, Re ARTC Compliance with HVAU for 2015 - submission on ACCC draft determination, 5 March 2019, p. 1. 
60  WIK-Consult, Study for the Australian Competition and Consumer Commission, Assessing the Efficiency of Australia Rail 

Track Corporation’s Operating Expenditures for the 2015 Calendar Year, 20 December 2018, p. 81. 
61  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 6. 
62  A change would also be needed for Property – to Track Km for Schedule I. However, ARTC advised that Property is no 

longer a corporate function and resides within ARTC’s individual business units. It will therefore not need to be allocated 
as overhead.  
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Table 8: Overhead ARTC’s cost allocators63 – differences between WIK-
Consult and ARTC 

Delivery Unit ARTC 2015 WIK-Consult 2015 Schedule I of 
HVAU 

Operations Planning (OPSP)  GTK  Train Km  GTK64 

Communications (COMMS)  GTK  Train Km  Train Km 

Property (PROP)  GTK  Train Km  Track Km 

Plant Department (PLANT)  Train Km  GTK  GTK 

Schedule I is part of the HVAU variation agreed by stakeholders and approved by the ACCC 
on 29 June 2017, shortly before the undertaking expired on 30 June 2017. The ACCC’s 
decision stated: 65  

In light of this, and the limited time that ARTC has allowed for its Application to be 
assessed, stakeholders consider they have no alternative but to support ARTC’s 
proposed variation in order to ensure the continued operation of an HVAU after 30 
June 2017.  
… 
The ACCC accepts stakeholders’ views on the desirability for certainty of a known 
regulatory regime until 2021 over an unplanned and rushed transition to a regime 
that may give rise to uncertainties as to the commercial parameters and the 
operational approach to be adopted. This is a key factor in the ACCC’s decision to 
consent to ARTC’s proposal to vary the 2011 HVAU on the terms in its Application. 

For this 2015 assessment, the ACCC accepts the cost allocators applied by ARTC and is 
satisfied that ARTC’s approach is consistent with section 4.6 of the HVAU. 

The ACCC welcomes ARTC’s willingness to consult on alternative methodologies. The 
ACCC will engage with ARTC on the possible application of the cost allocators 
recommended by WIK-Consult for future compliance assessments, noting the context that 
some allocators are scheduled to change when Schedule I comes into effect in July 2017. 

3.3.2. Cost allocation for unconstrained Segments in Pricing Zone 1. 

The ACCC noted that WIK-Consult identified the following three Segments in Pricing Zone 1, 
which are unconstrained in ARTC’s ceiling test model: 

 Telarah to Farley 

 Hanbury Jct to Kooragang East Jct 

 Islington Jct to Scholey St Jct. 

                                                
63  Track kilometres: kilometres of track, including multiple tracks and passing lanes but excluding passing loops.  Train 

kilometres: the number of trains multiplied by the kilometres that the train travels in the Segment. Gross tonne kilometres 
(GTKs): the weight of train in tonnes multiplied by the kilometres that the train travels in the Segment. 

64  Operations Planning is not specifically listed in Schedule I, but ARTC listed the allocator as GTK in its response to the 
Draft Determination, see ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 
Compliance Assessment Draft Decision, March 2019, p. 9. 

65  ACCC, Decision: Australian Rail Track Corporation’s application to vary the 2011 Hunter Valley Access Undertaking, 29 
June 2017, p. iii. 
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ARTC allocates the corporate overhead costs of these Segments to the Constrained 
Network (less than $40 000). However, WIK-Consult considered these costs should be 
allocated to the unconstrained networks. The ACCC sought further explanation from ARTC 
about how it treats these three Segments in its financial model.66 

ARTC’s response stated:67 

There are three Segments located within Pricing Zone 1 that are unconstrained as 
ARTC does not recover access revenue to reach the Economic Cost of those 
Segments on a stand alone basis. The traffics that traverse these unconstrained 
Pricing Zone 1 Segments either originate or terminate their journey outside of the 
Network. These traffics contribute incremental maintenance costs as the Floor Limit 
for the group of Segments they require/utilise. 

The non-segment specific fixed costs of Pricing Zone 1 are not allocated to these 
three Segments as the unconstrained network is not required to contribute to these. 
This is because the Pricing Zone 1 non-segment specific fixed costs are required to 
provide the service to constrained traffics in Zone 1 and, being fixed, would not 
change in the absence of the unconstrained Segments. For clarity, the Segment 
Specific Costs of these three unconstrained Pricing Zone 1 Segments are not 
applied to the Constrained Group of Mines and do not form part of the Economic 
Cost forming the Ceiling. 

This treatment is consistent with the approach adopted by the ACCC in its decision 
on ARTC’s 2013 Compliance Assessment and subsequently flowed through into the 
approved 2014 Compliance Assessment. 

Idemitsu’s submission to the Draft Determination commented:68 

Like the ACCC, Idemitsu is seeking clarity on how these Segments are treated in the 
financial model but also should these Segments receive an allocation from the other 
operating cost categories and has there been any capital expenditure incurred?  

The ACCC understands that, on ARTC’s judgement, the corporate overhead costs are fixed 
and would be incurred by Pricing Zone 1 on a stand-alone basis. The ACCC considers that 
ARTC’s allocation is consistent with the ceiling test provisions of the HVAU and should be 
accepted for the 2015 compliance assessment.  

3.3.3. ACCC final view on corporate overhead costs 

Overall, the ACCC is satisfied that 

 ARTC’s submitted corporate overhead cost of $12.7 million for the Constrained Network 
and $3.6 million for Pricing Zone 3 for 2015 is efficient 

 the cost allocators used are consistent with the principles set out in section 4.6 of the 
HVAU. 

However, the ACCC considers that the nature of different users’ impact on Pricing Zone 1 
costs, and the treatment of costs for the unconstrained Segments in Pricing Zone 1, are not 

                                                
66  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, pp. 50–1. 
67  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 10. 
68  Idemitsu, Draft Determination - ARTC's 2015 Annual Compliance Hunter Valley Coal Network Access Undertaking 

(Response), 18 March 2019, p. 5. 
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fully transparent. The ACCC requests ARTC to provide further clarity on the treatment of 
costs for these Segments for future compliance assessments. 

3.4. Network Control 

ARTC submitted Network Control costs over 2015 were $9.7 million for the Constrained 
Network and $3.4 million for Pricing Zone 3. In comparison to 2014, these costs increased 
by 3.3 per cent for the Constrained Network and 3.5 per cent for Pricing Zone 3. 

The ACCC’s Draft Determination was that these Network Control costs were efficient. This 
took account of WIK-Consult’s finding that expenditures for Network Control were generally 
efficient. Further, Deloitte’s benchmarking exercise found that ARTC’s Network Control costs 
are comparable to the costs of its closest peer, Aurizon Network.  

However, the ACCC sought clarification on two issues: 

 the sequence of cost allocation 

 cost allocation for unconstrained Segments in Pricing Zone 1. 

3.4.1. Cost allocation sequence 

The ACCC noted WIK-Consult’s assessment on the sequence ARTC adopted for the 
allocation of network control costs. WIK-Consult understood that the sequence of the cost 
allocation methodology should be: 

 Step 1: ARTC allocates general ledger expenditures to pricing zones in the Hunter Valley 
network based on the Network Control allocator–the share of Network Control boards 

 Step 2: ARTC allocates expenditures within each pricing zone to line Segments based on 
the share of Train Km. 

 Step 3: ARTC conducts the ceiling test based on the Constrained Network and 
unconstrained network.69 

However, WIK-Consult found that at step 1, ARTC is allocating general ledger expenditures 
to the aggregate of Pricing Zone 1 and 2, or to Pricing Zone 3. At step 3, ARTC uses the 
aggregate expenditures of Pricing Zone 1 and 2 as an input for the Constrained Network, 
and the expenditures for Pricing Zone 3 for the unconstrained network. 

The ACCC agrees with WIK-Consult that if the allocation factor used for step 1 is different 
from that used for step 2, there is potential for cost shifting between Pricing Zone 1 and 
Pricing Zone 2. The ACCC sought clarification from ARTC on this matter.  

ARTC responded as follows:70 

ARTC broadly accepts that WIK’s description of ARTC’s technical implementation of 
the Network Control and overhead cost allocation reflects our process.  
… 
ARTC’s approach to attribute or allocate Network Control and overhead costs to the 
segments that form part of the Constrained Network and unconstrained network is 
not inconsistent with section 4.6 of the HVAU and the same approach was approved 
by the ACCC in the 2014 Compliance Assessment. 

                                                
69  WIK-Consult, Study for the Australian Competition and Consumer Commission, Assessing the efficiency of Australian Rail 

Track Corporation’s operating expenditure for the 2015 calendar year, 20 December 2018, p. 51. 
70  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, pp. 9–10. 



Final Determination  35 

 

While WIK suggests a ‘cost shift’ between Pricing Zone 1 and Pricing Zone 2 with the 
alternate methodology, both approaches yield the same Ceiling Limit for the 
Constrained Network. 

ARTC accepts WIK’s comment that there is a very slight cost shift by effect of the 
process followed (approximately $60k) from Pricing Zone 3 to Pricing Zone 1, due to 
the Pricing Zone 3 overhead costs being allocated to both Segments in Pricing Zone 
3 and the three unconstrained Pricing Zone 1 Segments. These costs however are 
not allocated to the Constrained Network as suggested by the ACCC. ARTC will 
revise the allocation approach for future Compliance Assessments which will see 
these costs fully applied to Pricing Zone 3 Segments. 

In light of ARTC’s explanation, the ACCC accepts the cost allocation for 2015. However, the 
ACCC welcomes ARTC’s intention to revise the allocation approach for future compliance 
assessments, and will engage further with ARTC on the interpretation of the HVAU 
requirements. 

3.4.2. Cost allocation for unconstrained Segments in Pricing Zone 1. 

ARTC’s compliance submission allocated the network control costs of the three 
unconstrained Segments in Pricing Zone 1 to the Constrained Network, approximately 
$21 000. As noted above in relation to overhead costs for these Segments, WIK-Consult 
considers these costs should be allocated to the unconstrained networks, and the ACCC 
sought further explanation from ARTC. 

The ACCC understands that, on ARTC’s judgement, the network control costs are fixed and 
would be incurred by Pricing Zone 1 on a stand-alone basis. The ACCC considers that 
ARTC’s allocation is consistent with the ceiling test provisions of the HVAU and should be 
accepted as efficient for the 2015 compliance assessment.  

However, as for corporate overhead costs discussed above, the ACCC considers that the 
treatment of costs for the unconstrained Segments in Pricing Zone 1 should be the subject of 
further consideration and consultation for future compliance assessments. 

3.5. Information requirements for future assessments 

For the 2015 compliance assessment the ACCC, with WIK-Consult, undertook a more 
thorough assessment of operating expenditures than in previous years. This involved 
requesting a number of extra documents after the initial submission by ARTC, in order to 
explain and justify aspects of its expenditure. 

3.5.1. Submissions to the Draft Determination 

The ARTC’s response to the Draft Determination expressed concern about the increase in 
regulatory cost this could entail:71 

The statement by the ACCC that the level of information provided in this process is 
the new benchmark for future compliance submissions will result in ARTC incurring 
significantly greater compliance costs to collate and provide the information to the 
ACCC. In turn ARTC’s Customers will incur increases in their costs to undertake 
their own reviews, as well as the costs of potentially delays in the resolution of the 
annual processes. ARTC is therefore concerned that the default recommendation for 

                                                
71  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 7. 
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the ACCC is to seek a more extensive annual compliance submission and process, 
potentially increasing the regulatory burden and cost on all stakeholders. 

Given these concerns, ARTC will therefore seek to work with its Customers, and the 
ACCC, to develop a more efficient framework meeting the needs of the users of the 
HVCN whilst providing an appropriate allocation of the risks and property rights that 
underpin the network thereby minimising the transaction costs of HVCN utilization. 

Two other stakeholders were also concerned about delays but also about lack of 
cooperation and delays in ARTC’s approach to information provision. 

Pacific National submitted:72 

It is very concerning for us to note that ARTC failed to provide the ACCC with the 
level of detailed information required for its compliance assessment of ARTC's 2015 
Capital and Operating Expenditure (2015 Capex Report). It is also alarming that it 
took ARTC just over a year to respond to all of the ACCC's information requests. We 
also note the ACCC draft determination still requires further clarification from ARTC 
on the inconsistencies between the information documented in ARTC's 2015 Capex 
Report compared to the additional information that was subsequently received by the 
ACCC. 

ARTC's lack of cooperation is problematic given similar concerns and information 
discrepancies were identified by the ACCC in its review of ARTC's 2018 Interstate 
Access Undertaking (2018 IAU). Indeed, Pacific National's recent experience with 
obtaining information from ARTC on the 2018 IAU demonstrates that ARTC is a 
reluctant participant in the ACCC regulatory processes governing its operations in 
the Hunter Valley and the Interstate networks. It is clear that ARTC relies on the 
inherent monopoly information asymmetries to prevent the ACCC from having 
greater visibility of the detailed capital and operating information required to provide 
stakeholders with the visibility, transparency and accountability that their access 
costs are being managed prudently and efficiently. 

… 
Moving forward , this issue may be more appropriately addressed if the ARTC 
accepts ACCC consultant's (WIK-Consult's) suggestion to provide detailed 
information on its planned maintenance and asset management plan (AMP) to 
access holders for review and endorsement. This requirement currently exists on the 
Hunter Valley network in relation to its asset renewal or replacement projects. Pacific 
National agrees with the ACCC's draft determination that the review and 
endorsement mechanism should also apply to planned maintenance and the AMP. 

Glencore submitted:73 

…the delays by ARTC in responding to information requests by ACCC are not 
acceptable. This is unacceptable when all parties were aware there was a significant 
over recovery by ARTC in the year in question (>$40M). It is not acceptable that it 
can take a large organization such as the ARTC, one year to uncover answers to a 
Regulator’s questions. 

Idemitsu acknowledged the increased disclosures ARTC is now providing, but requested 
that ARTC and the ACCC work cooperatively around the information requests to avoid 
undue delays on future assessments.74 

                                                
72  Pacific National, ACCC draft determination on ARTC's Hunter Valley Network Access Undertaking 2015 compliance 

assessment submission (Submission in response), 4 March 2019, p. 1. 
73  Glencore, Re ARTC Compliance with HVAU for 2015 - submission on ACCC draft determination, 5 March 2019, p. 2. 



Final Determination  37 

 

3.5.2. ACCC’s final view on future assessments information requirements 

While the ACCC acknowledges ARTC’s concerns about regulatory burden, it must also meet 
the objectives of transparency and independent scrutiny required by the HVAU and 
stakeholders, in light of ARTC’s monopoly position. The assessment for 2015 involved a 
more intensive level of scrutiny and longer time delays than in previous years. However, the 
ACCC expects that ARTC, understanding the purpose of the information requests, would 
have systems in place to provide much of the detailed information more readily in the future. 

The ACCC’s Draft Determination did not state that the level of information provided in this 
process is the new benchmark. The ACCC did, however, list specific documents that ARTC 
should provide for future compliance assessments to inform and expedite the ACCC’s 
assessment.  

In light of submissions to the Draft Determination, the ACCC has revised the level of 
information it requires on operating expenditure for future assessments. The ACCC requires: 

 for maintenance: 

o as provided by ARTC in previous compliance assessments: the actual split between 
MPM and RCRM; forecast MPM and RCRM; actual and forecast expenditure for the 
top 6 maintenance activities  

o 10 year asset management plan (AMP) 

o Annual Works Program (AWP) and budget 

o asset strategies for major maintenance activities undertaken 

o approved annual possession program75  

 actual and forecast GTK and Train Km for the Hunter Valley (for Pricing Zones and non-
coal) and Interstate networks  

 assurance from ARTC that its procurement policies were satisfied (for example, through 
an audit report); and if not, justifications on why such procurements should be still 
considered efficient 

 details on any changes made to ARTC’s capitalisation policy 76  

 asset disposals—underlying calculations which determine the written down value. 77  

Several of these documents are policies that are readily available to ARTC and should 
represent no additional burden to provide.  

Regarding procurement, the ACCC accepted that ARTC’s procurement polices during 2015 
had ensured efficient operating expenditure by ARTC. However, the ACCC noted that the 
Australian National Audit Office (ANAO) had found some areas needing improvement in 
ARTC’s procurement processes, such as achieving value for money in procurement 
activities, and lack of consideration given to competition in the early phase of the 
programme. ANAO noted that ARTC is reviewing and beginning to strengthen administration 
in this area.  

                                                                                                                                                  
74  Idemitsu, Draft Determination - ARTC's 2015 Annual Compliance Hunter Valley Coal Network Access Undertaking 

(Response), 18 March 2019, Submission, p. 1. 
75  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, p. 48. 
76  Ibid, p. 55. 
77  Ibid, p. 16. 
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The ACCC’s request for procurement details in the Draft Determination reflected ANAO’s 
concerns. The ACCC expects that clear justifications for its procurements would be readily 
available for ARTC to provide, for its own internal prudency as well as external requirements 
that are reasonable for a regulated monopoly. However, the ACCC’s final view is that it is 
important for ARTC to demonstrate compliance with prudent and efficient procurement 
processes rather than necessarily provide details of individual procurements. 

The ACCC also notes Pacific National’s suggestion that ARTC provide detailed information 
on its planned maintenance and AMP to Access Holders for review and endorsement.78 This 
is consistent with WIK-Consult's observation:79 

Due to the close relationship between capital works and maintenance activities, 
closer participation of stakeholders, for example via the HVCCC and/or the RCG, 
seems desirable. Particularly, as maintenance activities and expenditures vary over 
time, such participation may increase transparency. 

The current review and endorsement approach with asset renewal or replacement projects 
on the Hunter Valley network appears to work well.  The ACCC recommends that ARTC 
engage with Access Holders to consider how such a mechanism could be applied to planned 
maintenance and the AMP. 

The ACCC has not requested that for future compliance assessments, ARTC supply all the 
specific information requested over the course of this assessment for 2015. Nevertheless, 
the ACCC expects that ARTC should be ready to provide documentation and data that justify 
the efficiency of its expenditures, particularly expenditures that are above levels recently 
accepted as prudent and efficient. In particular, ARTC would need to satisfy stakeholders 
that inappropriate margins have not been added to its submitted costs. 

The ACCC welcomes ARTC’s plan to work with its customers and the ACCC to develop a 
more efficient framework meeting the needs of the users of the Hunter Valley network. This 
could include establishing processes to generate the allocated costs and information 
required for transparency on a more automated basis so as to minimise the additional cost 
for each subsequent year’s compliance assessment. 

3.6. ACCC’s final view on ARTC’s efficiency of operating expenditure 

The ACCC’s assessment of ARTC’s efficiency of operating expenditure has had regard to 
the relevant factors in the definition of efficient in the HVAU.80 

The ACCC considers that ARTC’s operating expenditure as submitted on 31 August 2017 
has not been fully incurred on an efficient basis. In particular, the ACCC determined that the 
expenditure should be adjusted to remove the 10 per cent margin on RCRM applied by 
ARTC. 

Table 9 sets out the operating expenditures considered efficient by the ACCC, compared 
with that submitted by ARTC, by category, for the Constrained Network. Table 10 provides 
corresponding expenditures for Pricing Zone 3. 

                                                
78  Ibid, p. 42. 
79  WIK-Consult, Study for the Australian Competition and Consumer Commission: Assessing the efficiency of Australian Rail 

Track Corporation’s operating expenditure for the 2015 calendar year, 20 December 2018, p. 91. 
80  ‘Efficient’ is defined under section 14.1 of the HVAU. 
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Table 9: Operating expenditure for Constrained Network, 2015 ($) 

Operating expenditure  ARTC  
submission81 

ACCC  
Final Determination 

Maintenance costs  66 467 911  65 132 945 

Business unit management 18 315 152 18 315 152 

Corporate overheads 12 724 871 12 724 871 

Network control 9 702 875 9 702 875 

Net loss on disposals 2 664 867 2 664 867 

Expensed project costs  0 0 

Total operating expenditure  109 875 676  108 540 709 

Note: Totals may not add due to rounding.  

Table 10: Operating expenditure for Pricing Zone 3, 2015 ($) 

Operating expenditure  ARTC  
submission82 

ACCC  
Final Determination 

Maintenance costs  27 311 381  26 759 576 

Business unit management 5 419 719 5 419 719 

Corporate overheads 3 621 526 3 621 526 

Network control 3 445 010 3 445 010 

Net loss on disposals 4 977 677 4 977 677 

Expensed project costs  0 0 

Total operating expenditure  44 775 314  44 223 509 

Note: Totals may not add due to rounding.  

  

                                                
81  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Submission, 31 August 2017, p. 14. 
82  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Submission, 31 August 2017, p. 4. 
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4. Incremental Costs 

During the 2013 Annual Compliance assessment of the HVAU, the ACCC identified issues 
with ARTC’s calculations of the Floor Limit and Ceiling Limit (as per section 4.2 and 4.3 of 
the HVAU). This was in relation to the Incremental Cost of Pricing Zone 3 Access Holders’ 
use of Pricing Zone 1. For the Floor Limit, ARTC interpreted the Incremental Cost as Direct 
Cost, which was defined in the HVAU as:83 

… maintenance expenditure, including major periodic maintenance that varies with 
usage of the Network, and may include other costs that vary with the usage of the 
Network but excluding Deprecation, assessed on an efficient basis. 

As part of its assessment, the ACCC engaged WIK-Consult as an independent consultant to 
review and assess the application of Incremental Cost in the HVAU. WIK-Consult concluded 
that:84 

…direct costs can only be an adequate approximation of short-run incremental costs. 
In the longer run, direct costs are only a subset of incremental costs. More costs 
could be avoided if a service or a segment was no longer provided. In particular, 
incremental costs include depreciation and costs of capital for assets if the specific 
assets are related to the provision of additional capacity, or are otherwise required 
because of network usage. In our understanding, the ARTC substantially 
underestimates incremental costs by equating them with short-run variable 
maintenance costs. 

WIK-Consult observed that Incremental Costs are often assessed over the long term in 
economic literature and regulatory practice, whereas ARTC approximates Incremental Costs 
by short term direct costs. WIK-Consult’s stated approach estimates ‘incremental costs 
understood as costs that are avoidable in the long term’.85 

The ACCC’s Final Determination for the 2013 Annual Compliance adopted the Incremental 
Cost method set out by WIK-Consult for Pricing Zone 3 Access Holders’ use of Pricing Zone 
1 for usage related maintenance activities related and capacity enhancing minor and major 
capital expenditure projects, this comprises an Incremental Cost share and allocator (GTK or 
Train Km). For incremental capital costs (a subset of Incremental Cost for capital 
expenditure on Pricing Zone 1 that is capacity enhancing), the ACCC determined these are 
to be allocated on actual usage rather than contracted usage. 

This method was subsequently adopted by ARTC in its submissions for the 2014 and 2015 
compliance assessments. This chapter examines whether ARTC has implemented the 
Incremental Cost method correctly. 

4.1. ARTC’s compliance submission 

For its 2015 compliance submission, ARTC applied the Incremental Cost methodology set 
out in the ACCC’s Final Determination for 2013 Annual Compliance, as it had for its 2014 
compliance submission.  

ARTC stated that it had applied the methodology set out by WIK-Consult report and had 
generally adopted the incremental proportions for activities identified by WIK-Consult, except 
for minor exceptions where inconsistencies had been found. Where an activity had not been 

                                                
83  Section 14.1 of the HVAU. 
84  WIK-Consult, Assessment of the Incremental Costs of Pricing Zone 3 Access Holders’ Use of Pricing Zone 1 and 2 of the 

Australian Rail Track Corporation’s Hunter Valley Rail Network, 30 September 2015, p. 20. 
85  Ibid, p. 18. 
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assessed by WIK-Consult, ARTC commissioned an independent assessment from 
engineering consulting firm Bull Head Services. 

4.2. ACCC’s Draft Determination 

The ACCC’s Draft Determination accepted that ARTC had appropriately applied the 
Incremental Cost method for the 2015 compliance assessment. The method used by ARTC 
continues to reflect the method recommended by WIK-Consult and adopted by the ACCC in 
the Final Determination for the 2013 Annual Compliance assessment.  

In addition, ARTC has adopted the views of the ACCC in the Final Determination for the 
2014 annual compliance assessment for incremental allocators applying to new capital 
expenditure in 2014. 

As discussed in the ACCC’s Decision on ARTC’s 28 September 2018 application to vary the 
2011 HVAU, the ACCC considers the allocation of incremental capital costs on the basis of 
contracted capacity is inconsistent with economic principles underlying the Final 
Determination of the 2013 Annual Compliance assessment.86  

However, the majority of industry submitted their support for ARTC’s proposed amendments 
in respect of Economic Cost as part of the package of amendments in ARTC’s 18 
September 2018 application to vary the 2011 HVAU. In these circumstances, the ACCC 
consented to the variation which allocates incremental capital costs on the basis of an 
Access Holder’s contracted usage rather than actual usage. This change comes into effect 
for the 2019 compliance year. 

Following the Draft Determination, Idemitsu submitted that the approach in the ACCC’s Final 
Decision for 2013 Annual Compliance had been properly implemented in ARTC’s 2015 
submission, although Idemitsu maintained that the approach to come into effect from 2019 is 
more appropriate.87 

4.3. ACCC’s final view on Incremental Cost 

As in its Draft Determination, the ACCC considers ARTC has appropriately applied the 
Incremental Cost method for the 2015 compliance assessment, consistent with the method 
approved by the ACCC in its determinations for 2013 and 2014 compliance assessments. 

As noted above, the basis for allocating incremental capital costs will change to contracted 
usage when the provisions in the 28 September 2018 variation come into effect from 1 
January 2019. 
  

                                                
86  ACCC, Decision, Australian Rail Track Corporation’s application to vary the 2011 Hunter Valley Access Undertaking, 29 
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5. True-Up Test audit 

The HVAU incorporates liability arrangements in the Indicative Access Holder Agreement 
that provide for the payment of rebates to users where ARTC fails 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 (TUT). 

The TUT determines whether there was sufficient capacity available on ARTC’s rail 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. 

Section 4.10(f) of the HVAU requires an independent audit of ARTC’s compliance with the 
TUT, to ensure the integrity of the test and avoid perceptions of conflicts of interest on the 
part of ARTC.  

5.1. ARTC’s compliance submission 

ARTC submitted that a TUT ‘was conducted for each month and quarter (as applicable) 
during the 2015 compliance period'.88 ARTC engaged BDO (SA) Pty Ltd (BDO) as auditor 
for the TUT, which the ACCC approved in accordance with section 4.10(f)(ii) of the HVAU. 

BDO prepared a final audit report regarding ARTC’s TUT for 2015, which was provided to 
the ACCC as part of ARTC’s compliance submission. BDO’s report concludes that:89 

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 2015. 

ARTC submitted that:90 

During 2015, ARTC passed the True Up Test on each occasion except in Pricing 
Zone 3 for December. The December shortfall in Pricing Zone 3 was for 2 paths, 
however no accrued rebate resulted from this shortfall as no Access Holder in Pricing 
Zone 3 had an individual shortfall. 

BDO identified several exceptions where the TUT calculations had not been performed in 
accordance with Schedule 2 of the Access Holder Agreements. BDO noted that these 
exceptions do not result in a TOP rebate payment in any period.91 ARTC provided responses 
to each of these exceptions in its compliance submission to the ACCC.92 

ARTC submitted that BDO’s final audit report concluded that ARTC is not liable for any 
rebates under the TUT for 2015. BDO’s report is available on the ACCC website.93 

In the ACCC’s 27 November 2017 request for clarification, the ACCC sought information on 
how reports by the Australian Transport Safety Bureau (ATSB) into incidents are used in 
determining ARTC’s compliance with the system TUT. This was asked in reference to the: 

 Kankool derailment on 15 February 2015 

                                                
88  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Assessment Submission, 31 August 2017, p. 

23. 
89  BDO, Independent compliance audit report to Australian Rail Track Corporation Ltd, Report prepared for ARTC, 16 June 
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90  Ibid. 
91  Ibid, p. 2.   
92  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Assessment Submission, 31 August 2017, 
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 Pages River derailment on 28 August 2015. 

In response, ARTC noted the following:94 

[The HVCCC] has a role in reporting the cancellation losses for any events on the 
Network While investigations are underway, there is a default attribution of losses 
which remain subject to the outcome of the investigation.  

……In conducting the True-Up Test for the relevant months, ARTC reflected the 
attribution of losses consistent with the HVCCC reporting. The ATSB investigation for 
each of these derailments found the cause to be related to the rail operator. The 
investigation findings did not alter the outcomes for the True up Test for February 
and August 2015.  

5.2. ACCC’s Draft Determination 

The ACCC’s Draft Determination accepted the outcome of the TUT conducted by BDO, 
concluding that ARTC is not liable for any rebates for 2015.  

The ACCC noted that BDO was engaged by ARTC as the auditor for the TUT for 2016. This 
means that BDO would have been the auditor for the TUT since 2012. For 2017 to 2019, 
ARTC has engaged RSM Australia as auditor for the TUT. As stated in the ACCC’s Draft 
Decision on the proposed 2017 HVAU, the ACCC considers regular changes in auditors 
ensures the integrity of the TUT and avoid perceptions of conflicts of interest on the part of 
ARTC.95  

Idemitsu’s submission on the Draft Determination commented that:96 

ldemitsu acknowledges the ACCC's view on the 2015 True Up Test audit provided by 
BDO and the response by the ARTC in relation to the Kankool (15 February 2015) 
and Pages River (28 August 2015) derailments. ldemitsu understands these losses 
where appropriately recorded via the Hunter Valley Coal Chain Coordinator 
(HVCCC) cancellation process and these were subsequently included in the 
respective Monthly True Up Tests. ldemitsu's only concern is whether the safety 
regulator has completed its investigation determining cause by the time the Annual 
Compliance process has been completed. Until the determination of the incident has 
been determined the HVCCC leave these losses as unallocated. 

The ACCC notes that the ATSB completed its report on the Pages River incident in August 
2016, and on the Kankool incident on 6 April 2018.97 The ACCC has not received any 
subsequent notice of reattribution of the losses, but understands that any reattribution of 
losses could be implemented in the TUT in a later year. 

                                                
94  ARTC, Request number: 10 (treatment of major incidences), Response to the ACCC’s 27 November 2017 request for 
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 Australian Transport Safety Bureau, Derailment of empty coal train NB901 Investigation, Kankool, New South Wales, 15 
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5.3. ACCC’s Determination 

The ACCC’s Final Determination is that ARTC has fulfilled its obligations relating to the TUT 
set out in the HVAU and, on the basis of the TUT conducted by BDO, ARTC is not liable for 
any rebates for 2015. 

The ACCC will seek clarity for future assessments as to the process for attributing losses 
determined after the finalisation of the TUT for the relevant year. 
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6. ACCC’s Final Determination 

This section sets out the ACCC’s Final Determination regarding the Annual Compliance 
assessment under ARTC’s HVAU for 2015 year for the following components: 

 RAB Floor Limit roll-forward for the entire network (section 6.1) 

 RAB roll-forward for Pricing Zone 3 (section 6.2) 

 Comparison of the RAB and RAB Floor Limit for Pricing Zone 3 (section 6.3) 

 Reconciliation of revenue with the applicable Ceiling Limit (section 6.4) 

 Allocation of ‘unders and overs’ amount to Constrained Coal Customers (section 6.5). 

In each of the sections below, values are set out relating to: 

 ARTC’s compliance submission, provided to the ACCC in August 2017 

 the ACCC’s Final Determination. 

6.1. RAB Floor Limit roll-forward 

Section 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 full Economic Cost; and  

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

Section 4.4(b) of the HVAU states how the RAB Floor Limit is to be rolled forward annually.  

The ACCC considers that ARTC has undertaken the roll-forward of the RAB Floor Limit in 
accordance with the HVAU for 2015 except for one issue in respect of interest during 
construction, which affects only Pricing Zone 3.  

The ACCC’s Final Determination is that the closing RAB Floor Limit for the Constrained 
Network at 31 December 2015 is $1.5 billion. The components of the roll-forward are shown 
in Table 11, with the ACCC Determination compared with ARTC’s calculations. 
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Table 11: RAB Floor Limit roll-forward for Constrained Network, 2015 ($) 

 ARTC  
Submission98 

ACCC Final 
Determination 

Opening RAB Floor Limit for network 1 479 828 432 1 479 828 432 

add CPI   27 764 136  27 764 136 

add Net Capital Expenditure*  39 011 762  39 011 762 

less Depreciation –87 313 618 –87 313 618 

Closing RAB Floor Limit for Network 1 459 290 712 1 459 290 712 

Note: Totals may not add due to rounding. * Net Capital Expenditure is the sum of capex and interest during construction less 
disposals. 

The ACCC’s Final Determination for the RAB Floor Limit closing value for Pricing Zone 3 is 
$698.0 million. The components of the roll-forward are shown in Table 12, with the ACCC 
Determination compared with ARTC’s calculations. 

Table 12: RAB Floor Limit roll-forward for Pricing Zone 3, 2015 ($) 

 ARTC 
Submission99 

ACCC Final 
Determination 

Opening RAB Floor Limit for Pricing Zone 3 671 459 067  671 459 067 

add CPI  12 597 731  12 597 731 

add Net Capital Expenditure* 55 556 802  54 597 253 

less Depreciation –40 651 141 –40 622 919 

Closing RAB Floor Limit for Pricing Zone 3 698 962 460  698 031 133 

Note: Totals may not add due to rounding. * Net Capital Expenditure is the sum of capex and interest during construction less 
disposals. 

The closing values for the RAB Floor Limit are the same as calculated for the Draft 
Determination. 

6.2. RAB roll-forward for Pricing Zone 3 

Section 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.  

Section 4.4(a) of the HVAU outlines how the RAB is to be rolled forward annually. 

                                                
98  ARTC, Hunter Valley Coal Network Access Undertaking — 2015 Compliance Assessment Submission, 31 August 2017, 
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The ACCC has had regard to the formula in section 4.4(a) of the HVAU and its assessment 
of efficient costs and prudent capital expenditure. As discussed in chapters 2 and 3 of this 
document, the ACCC considers that interest during construction and operating expenditure 
should be adjusted downward. 

Accordingly, the ACCC’s Final Determination is that the closing RAB for Pricing Zone 3 as at 
31 December 2015 is $784.3 million. Table 13 shows the components of the RAB roll-
forward for Pricing Zone 3, as submitted by ARTC and determined by the ACCC.  

Due to the further adjustment to operating expenditure in the Final Determination, the closing 
RAB is $0.32 million higher than that calculated for the Draft Determination. 

Table 13: RAB roll-forward for Pricing Zone 3, 2015 ($) 

 ARTC 
Submission100 

ACCC Final 
Determination 

Opening RAB for Pricing Zone 3 748 320 126  748 320 126 

add Return on Opening RAB 88 526 271  88 526 271 

less net Revenue* –154 541 929 –154 611 642 

add Operating Expenditure  44 775 314  44 223 509 

add Net Capital Expenditure** 55 556 802  54 597 253 

add Return on Net Capital Expenditure 3 286 185  3 229 428 

Closing RAB for Pricing Zone 3  785 922 769  784 284 945 

Note: Totals may not add due to rounding. * Net Revenue is the total access revenue paid by Pricing Zone 3 producers (for use 
of both Pricing Zone 1 and Pricing Zone 3) less the Incremental Cost of Pricing Zone 3 Access Holders’ use of Pricing Zone 
1;** Net Capital Expenditure is the sum of capex and interest during construction less disposals. 

6.3. Comparison of RAB and RAB Floor Limit for Pricing Zone 3 

As outlined in sections 6.1and 6.2, the ACCC has determined that the closing RAB value for 
Pricing Zone 3 for 2015 is $784.3 million and the closing RAB Floor Limit is $698.0 million. 

Given that the RAB is greater than the RAB Floor Limit in Pricing Zone 3, ‘loss capitalisation’ 
applies and ARTC is not required to ensure that access revenue does not exceed the 
applicable Ceiling Limit (see section 4.3(b) of the HVAU). 

The ACCC notes that, given the difference between the RAB and RAB Floor Limit, the value 
of cumulative losses to be capitalised into the Pricing Zone 3 asset base as at the end of 
2015 is $86.3 million, an increase of $9.4 million over the year.101 The closing loss 
capitalisation balance is $0.32 million higher than that calculated for the Draft Determination. 
The components of change in the loss capitalisation account are illustrated in Figure 3.  

                                                
100  ARTC, Hunter Valley Coal Network Access Undertaking — 2015 Compliance Assessment Submission, 31 August 2017, p. 
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Figure 3: Change in the loss capitalisation balance from 2014 to 2015 

 

In its Draft Determination, the ACCC noted that the operating expenditure allocated to 
Pricing Zone 3 producers does not include any contributions to the fixed costs associated 
with their use of Pricing Zone 1. Fixed costs includes fixed maintenance and allocated 
overheads. For 2015, ARTC’s compliance model shows that the fixed maintenance and 
allocated overheads for Pricing Zone 1 were $25.9 million. In addition, Pricing Zone 3 
Access Holders account for around 20 per cent of the GTK and Train Km using Pricing Zone 
1.102 

The ACCC raised this in discussions on 30 April 2018 with ARTC and members of HRATF, 
who indicated this was not of concern while Pricing Zone 3 is unconstrained. In the Draft 
Determination, the ACCC sought stakeholder views to confirm this understanding.  

ARTC’s submission to the Draft Determination commented that this matter was not relevant 
to the 2015 Determination.103 

Whitehaven submitted on this aspect of the Draft Determination as follows:104 

Whitehaven notes both the initial 2011 Hunter Valley Access Undertaking and the 
extension to this agreement were negotiated outcomes between ARTC and the coal 
producer group. During these negotiations concessions were made by producers to 
finalise the agreement, with some of these concessions negatively impacting 
different Pricing Zones including Zone 3 producers.  

                                                
102  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, 18 February 2019, p. 66. 
103  ARTC, 2011 Hunter Valley Coal Network Access Undertaking, Response to ACCC 2015 Compliance Assessment Draft 

Decision, March 2019, p. 7. 
104  Whitehaven, Submission on ACCC Draft Determination on ARTC Compliance to Financial Model 2015, 15 March 2019, p. 
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Through a number of discussion papers and meetings both the ACCC and ARTC 
have been clear as to the allocation of fixed costs for the term of this Access 
Undertaking. Although not all Access Holders may be comfortable, there can be no 
misunderstanding by any Access Holder that the agreed outcome for the term of the 
current Access Undertaking is that Pricing Zone 3 producers do not contribute to 
fixed costs in Pricing Zone 1. 

The ACCC accepts that ARTC’s allocation of costs arising from Pricing Zone 1 for 2015 is 
consistent with that agreed with stakeholders. However, the ACCC notes that the current 
HVAU provides for ARTC to review the current pricing approach, for application in a 
replacement HVAU following the expiry of the current HVAU on 31 December 2021.105 The 
ACCC maintains its view, as expressed in its Draft Determination, that it expects the ARTC’s 
review under that provision will include assessment of Access Holders’ contributions to costs 
in Pricing Zone 1.106 

6.4. Revenue reconciliation with Ceiling Limit for Constrained 
Network 

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

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 stand-alone basis for the Access Holder or group of Access Holders 
(see section 4.3(a) of the HVAU).  

ARTC’s ceiling test model calculates the amount of access revenue and the Economic Cost 
across the Segments utilised by a mine or combination of mines. The combination of mines 
that is closest to, or exceeds, the Economic Cost for the relevant Segments is called the 
‘Constrained Group of Mines’ and the Segments comprise the ‘constrained’ part of the 
Hunter Valley coal network.  

ARTC’s calculations showed an over-recovery from the Constrained Network of $40.4 million 
in 2015, compared with $19.2 million in 2014. ARTC attributed this increase to the following 
factors: 

 some capital costs became treated as incremental and reallocated from the Constrained 
Network to Pricing Zone 3 following the Final Determination for the 2013 Annual 
Compliance assessment 

 there was a net reduction of operating costs below estimates at the time access charges 
were set.107 

The ACCC’s Final Determination has had regard to the components of Economic Cost in 
section 4.5(a) of the HVAU, the inclusion of efficient operating expenditure (as discussed in 
chapter 3 of this document) and appropriate roll-forward of the RAB. 

                                                
105  The provision, which was inserted in section 2.3(d) of the HVAU as varied on 29 November 2018, states: 

 ‘ARTC will review the terms to apply for a revised HVAU post 2021, having regard to (but not limited to) relevant 
circumstances as that time including whether any, or all, of the elements of the current pricing approach are or continue to 
be appropriate for all stakeholders at the point in time when loss capitalisation in Pricing Zone 3 ends.’ 

 See https://www.accc.gov.au/system/files/public-registers/other/Variation_0.pdf 
106  ACCC, Draft Determination, Australian Rail Track Corporation’s compliance with the Hunter Valley Access Undertaking 

financial model for the 2015 calendar year, p. 65. 
107  ARTC, Hunter Valley Coal Network Access Undertaking – 2015 Compliance Submission, 31 August 2017, pp. 20–1. 

https://www.accc.gov.au/system/files/public-registers/other/Variation_0.pdf
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After making adjustments for the reasons outlined in chapters 2 and 3, the ACCC has 
determined that there is an over-recovery amount of $41.7 million for 2015. This is $1.3 
million higher than the amount submitted by ARTC, and $0.01 million higher than calculated 
for the Draft Determination. 

Table 14 sets out the reconciliation of access revenue received with costs for the 
Constrained Group of Mines for 2015, for the ACCC’s Final Determination and as submitted 
by ARTC. 

Table 14: Ceiling Limit test for Constrained Network, 2015 ($) 

 ARTC 
Submission108 

ACCC Final 
Determination  

Operating Expenditure  109 875 676  108 540 709 

add Depreciation 77 392 111  77 392 111 

add Return on assets 118 530 872  118 530 872 

Ceiling Limit for Constrained Group of Mines  305 798 658  304 463 692 

Revenue received for Constrained Group of 
Mines  

346 200 515 346 200 515 

Difference (over-recovery)  40 401 857  41 736 823 

Note: Totals may not add due to rounding. 

6.5. Allocation of unders and overs to Constrained Coal Customers 

As required by section 4.9(b)(ii), ARTC is required to provide a spreadsheet to the ACCC (on 
a confidential basis) that sets out the allocation of the total ‘unders and overs’ amount for 
2015. 

Under section 4.10(d)(ii) of the HVAU the ACCC is to determine whether ARTC has 
allocated the total ‘unders and overs’ amount to Constrained Coal Customers 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 Network as set 
out in section 6.4 above. 

ARTC’s total over-recovery for the Constrained Network for 2015 is $41.7 million. The ACCC 
notes that 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. 

The ACCC has calculated the corresponding changes to the allocation of the amount over-
recovered to each Constrained Coal Customer and advised the amounts to ARTC. For 
reasons of commercial confidentiality the individual amounts are not published with this Final 
Determination.  

                                                
108   Ibid, p. 14. 



Final Determination  51 

 

Appendix A: Annual compliance assessment provisions in 
HVAU 

Section 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; 

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 
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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 section 4.5(b) only including Efficient costs 
and Efficient operating expenditure determined in accordance with section 4.5(b).   

Section 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. 

 


	Abbreviations and acronyms
	Executive summary
	Assessment process
	Prudency of capital expenditure
	Efficiency of operating expenditure
	Ceiling Limit test and over-recovery
	Loss capitalisation for Pricing Zone 3
	Timeliness of assessments

	1. Introduction
	1.1. HVAU financial model
	1.2. ACCC annual compliance assessment
	1.3. ARTC’s submission for the 2015 calendar year
	1.4. Consultation with stakeholders on ARTC’s submission
	1.5. Requests for additional information and engagement of consultants
	1.6. Draft Determination
	1.7. Structure of Final Determination
	1.8. Further information

	2. Prudency of capital expenditure
	2.1. Interest during construction
	2.1.1. ARTC submission
	2.1.2. ACCC Draft Determination
	2.1.3. Stakeholder submissions to Draft Determination
	2.1.4. ACCC’s final view on interest during construction

	2.2. Disposals
	2.2.1. Draft determination and submissions
	2.2.2. ACCC final view on disposals

	2.3. ACCC’s final view on ARTC’s prudency of capital expenditure

	3. Efficiency of operating expenditure
	3.1. Maintenance
	3.1.1. Margin on RCRM
	Submissions to Draft Determination
	ACCC’s final view on the margin on RCRM

	3.1.2. Minor inconsistencies
	3.1.3. Incidents
	3.1.4. Allocation of Indirect maintenance
	3.1.5. ACCC final view on maintenance

	3.2. Business unit management
	3.3. Corporate overheads
	3.3.1. Overhead cost allocators
	Submissions on Draft Determination
	ACCC final view

	3.3.2. Cost allocation for unconstrained Segments in Pricing Zone 1.
	3.3.3. ACCC final view on corporate overhead costs

	3.4. Network Control
	3.4.1. Cost allocation sequence
	3.4.2. Cost allocation for unconstrained Segments in Pricing Zone 1.

	3.5. Information requirements for future assessments
	3.5.1. Submissions to the Draft Determination
	3.5.2. ACCC’s final view on future assessments information requirements

	3.6. ACCC’s final view on ARTC’s efficiency of operating expenditure

	4. Incremental Costs
	4.1. ARTC’s compliance submission
	4.2. ACCC’s Draft Determination
	4.3. ACCC’s final view on Incremental Cost

	5. True-Up Test audit
	5.1. ARTC’s compliance submission
	5.2. ACCC’s Draft Determination
	5.3. ACCC’s Determination

	6. ACCC’s Final Determination
	6.1. RAB Floor Limit roll-forward
	6.2. RAB roll-forward for Pricing Zone 3
	6.3. Comparison of RAB and RAB Floor Limit for Pricing Zone 3
	6.4. Revenue reconciliation with Ceiling Limit for Constrained Network
	6.5. Allocation of unders and overs to Constrained Coal Customers

	Appendix A: Annual compliance assessment provisions in HVAU

