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Glossary

Capitalised terms used in this paper and not listédis glossary are terms as defined
in Part 9 of the accepted access undertaking foF &R Interstate network (15 July
2008), available on the ACCC'’s website.

ACCC
Act
ARTC
Asciano

IAU

IPART
MFN
MRN

Proposed Variation

NSWRAU
Qube
RAB
SSFL

Sydney Ports

Australian Competition and Consumer Commission
TheCompetition and Consumer Act 20{Tth)
Australian Rail Track Corporation

Asciano Limited

ARTC's Interstate Access Undertaking acceptedhe
ACCC on 30 July 2008

Independent Pricing and Regulatory Tribumb\(\V)
Sydney Metropolitan Freight Network
Sydney Metropolitan Rail Network

ARTC'’s proposed variation #® AU to implement the
SSFL, submitted on 4 September 2012

NSW Rail Access Undertaking
Qube Logistics Holdings Limited
Regulatory Asset Base

Southern Sydney Freight Line

Sydney Ports Corporation



Summary

This Draft Decision sets out the reasons for thetralian Competition and Consumer
Commission’s ACCC) preliminary view to consent to the Australian IRaiack
Corporation’s ARTC) application to vary the 2008 Interstate Rail Asxce
Undertaking (AU ) submitted on 4 September 2012 (Breposed Variation). The
Proposed Variation seeks to incorporate the SowntBgdney Freight LineSSFL)

and the associated Indicative Access Charge ietdAb.

ACCC preliminary view

In forming its preliminary view to consent to theoPosed Variation the ACCC has
considered the following issues:

1. Whether it is appropriate to include the SSFL i thU;
2. Whether the Indicative Access Charge is appropraate
3. Whether the drafting changes are appropriate.

In reaching its preliminary view on the Proposedi&teon, the ACCC has had regard
to the matters listed in subsection 44ZZA(3) of @mmpetition and Consumer Act
2012 (the Act).

Should the SSFL be included in the 1AU?

A key consideration for the ACCC in assessing ttup&sed Variation is determining
whether it is appropriate for the SSFL to be inelich the IAU (and thereby, subject
to access regulation). This is because, giventtigaBSFL is adjacent to RailCorp’s
Main South Line, access seekers have an alternatibee SSFL available to them.
Further, access seekers also have the optionlisindiroad-based transportation. It is
therefore unclear that there is any market faitueating a need for access regulation
to apply to the SSFL.

However, ARTC argues that the key reason for inolgithe SSFL in the IAU is that:

* The SSFL will be covered by access regulaéwvean ifthe ACCC does not
accept the Proposed Variation (due to an agreebsween ARTC and the
NSW Government). The NSW Rail Access UndertakM§\(VRAU),
overseen by IPART, will apply to the SSFL unlesd antil the SSFL
becomes subject to an access undertaking acceptad BCCC*

» If the SSFL were not covered by the IAU, and thulgject to oversight by the
ACCC, it would be covered by the NSWRAU, and thuisjsct to oversight
by IPART. This would mean that access seekers dmikkeking access to
different parts of ARTC’s network pursuant to twifetent regulatory
arrangements, overseen by two different econongglagors. Having one

1 Transport for NSWReview of NSW Rail Access Regime: Issues Phjogember 2012, p. 4.



access regime apply to the entirety of the I1AU wliatteamline the pathway
to access.

The ACCC considers that it would be anomaloustHenthole of ARTC'’s interstate
network in NSW aside from the SSFL to be coveretheyACCC'’s IAU, and for the
SSFL to be covered by alternative access arrangsmen

Given that ARTC is required to have an access takiag for the SSFL, the

ACCC'’s preliminary view is that including the SSKLthe IAU will facilitate
consistent access regulation of ARTC’s networkohming this view the ACCC has
had regard to the object of providing a framewaorll guiding principles to encourage
a consistent approach to access regulation iniedalstry in accordance with
subsection 44ZZA(3)(aa). Further, the IAU specificarovides for inclusion of the
SSFL once it is commissioned. On balance, the ACQtiders that coverage of the
SSFL under the IAU will promote certainty for ba@tbcess seekers and ARTC
regarding the process for negotiating the termscamdlitions of access, in
accordance with subsections 44ZZA(3)(a) and (c).

Is the proposed Indicative Access Charge appropriat e?

In terms of the proposed Indicative Access Chaigpdfj ARTC is not expecting to
recover the economic cost of its $1 billion investihover the first five years. In fact,
the revenue expected to be generated by ARTC’sogaapindicative Access Charge
is substantially below even a conservative ceibiaged on the original $242 million
forecast cost of the SSFL. The ACCC notes thatdbasemodelling provided by
ARTC, the proposed Indicative Access Charge wileast recover the incremental
costs of the SSFL service.

In this respect, therefore, the Indicative AccebarGe complies with the floor and
ceiling limits stipulated in the IAU, which is a tter the ACCC considers relevant
pursuant to sub-section 44ZZA(3)(e).

The main concern expressed by stakeholders, hoywsasrthat the proposed
Indicative Access Charges are too high relativinéocharges for access to the
adjacent RailCorp line (or to the effective prioe @itilising road transport). A
number of stakeholders indicated that they wouldutiise the SSFL at the price
offered by ARTC.

These submissions served to reinforce the ACC@w ¥hat the service offered by
ARTC is likely to be contestable, and that it is tharket (rather than regulation) that
will set the efficient price for the service.

In practice, what the Indicative Access Charge dadllis to essentially provide an
‘upper limit’ on the price ARTC will offer partieswishing to use the SSFL. In this
respect it will offer certainty to ARTC and accesgkers, in accordance with sub-
sections 44ZZA(3)(a) and (c). However, it remaipsmto access seekers to further
negotiate with ARTC on the charge for the SSFLpdrticular, given the competitive
dynamics of the relevant market, access seekerdmaple to negotiate a charge for
the SSFL that is lower than the Indicative AccebarGe.

A number of stakeholders have expressed concehe @irudency of the $1 billion
expenditure by ARTC on the SSFL. In this respe itnportant to note that the



ACCC also has not approved the $1 billion coshef$SFL for inclusion in the
Regulatory Asset Bas®AB) for the 1AU. In order to include the cost of tB8FL in
its RAB in the future, ARTC would need to seek adancy assessment of this
expenditure by the ACCC. For the purposes of asgptise Proposed Variation it has
not been necessary for the ACCC to assess therydé the $1 billion cost.

Are the proposed Drafting Changes appropriate?

ARTC has proposed several drafting changes in tbpd3ed Variation, which are
discussed in Chapter 6. These changes provideddBSFL to be included in the
scope of the IAU and set out the proposed Indieatigcess Charge and Indicative
Service characteristics for the SSFL. The ACCGCsaters that these drafting
changes are likely to be appropriate.

Conclusion

On balance, the ACCC'’s preliminary view is that Breposed Variation is likely to
be appropriate having regard to the matters in@meddZZA(3) of the Act. The
Proposed Variation:

» facilitates consistent regulation of ARTC's intaig rail network (having
regard to subsection 44ZZA(3)(aa));

» complies with the pricing provisions of the IAUieh is a matter relevant
pursuant to subsection 44ZZA(3)(e)); and

» provides certainty for access seekers and ARTS&lipulating an ‘upper
limit’ on the price ARTC must offer access seekes/ing regard to
subsections 44ZZA(3)(a) and (c)).

Stakeholder views

The ACCC is seeking comments on its preliminarywgieegarding the Proposed
Variation lodged by ARTC. Submissions by interegtadies are due dfriday 22
February 2013 The ACCC will make a final decision on the Progb¥ariation by
April 2013.



1 Introduction

On 4 September 2012, ARTC submitted to the ACC(Ptioposed Variation to the
IAU. The Proposed Variation, which would incorper#tte SSFL and the applicable
Indicative Access Charge into the IAU, was forestveedd pursuant to clause 2.1(c) of
that IAU.

Subsection 44ZZA(7)(b) of the Act allows an acqaswider to vary an accepted
access undertaking with the consent of the ACCC.

1.1 The ACCC'’s preliminary view

Having regard to the matters listed in subsecténZn(3) of the Act, it is the
ACCC'’s preliminary view to consent under subsecdd@ZA(7)(b) of the Act to the
Proposed Variation.

The ACCC'’s reasons for this preliminary view area# in chapters 4 to 6.

1.2 Proposed effect of the ARTC's application
If the ACCC accepts ARTC's Proposed Variation:

® The scope of the IAU will extend to include covezayg the SSFL — that is, the
Network as defined in Schedule E will include tI&Fg;

= The terms and conditions contained in the IAU wagiply to those access seekers
negotiating for access to the SSFL with ARTC;

=  The Indicative Access Charge for the SSFL in clau6é) of the 1AU will apply
to the SSFL; and

=  ARTC will be able to annually vary the Indicative@ess Charge in accordance
with clause 4.6(d) of the IAU (i.e. with referenceincreases in the CPI).

Access charges for non-indicative services areubject to formal ACCC approval
as part of the Proposed Variation. Access chaeasdn-indicative services would
be determined with reference to (i) the Indicatheeess Charge if it is endorsed by
the ACCC and (ii) the Pricing Principles in the IARIthough non-indicative access
charges are negotiated between ARTC and the aseeksr, access seekers have
recourse to the dispute resolution provisions el if a dispute arises.

1.3 Indicative timeline for assessment

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

2 Under subsection 44ZZA(7) of the Act, a requeatiento the ACCC for a variation of an access

undertaking is an access undertaking application.



The Act provides for ‘clock-stoppers’, meaning teame days will not count towards
the 180 days of the expected period in certairuoistances. For example, the clock

is stopped where the ACCC publishes a notice myigublic submissions in relation

to an undertaking application (subsection 44ZZB(1)

The ACCC is calling for further submissions on A&@CC'’s draft decision by

22 February 2013. Under subsection 44ZZBD(1), hlais the effect of extending the
timeframe by which the ACCC is required to makeseision on the Proposed
Variation by 17 days. The ACCC will be requiredti@ke a decision on the Proposed
Variation by 17 April 2013.

The NSWRAU will apply to the SSFL in the interimrjmel unless and until the SSFL
becomes subject to the IAU.

1.4 Making a submission

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

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

GPO Box 520
Melbourne Vic 3001

Email: transport@accc.gov.au

1.4.1 Due date for submissions

Submissiongnust be received b2 February 2013 It is in your interest that the
submission be lodged by this date, as section 44¥@Rhe Act allows the ACCC to
disregard any submission made after this date.

1.4.2 Confidentiality

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

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

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

¥ Transport for NSWReview of NSW Rail Access Regime: Issues Phjpember 2012, p. 9.



1.5 Further Information

The ACCC'’s Draft Decision, ARTC’s Proposed Variat@and other relevant material,
including supporting submissions from ARTC anddheently accepted IAU, are
available on the ACCC'’s website at the followinmkli

http://www.accc.gov.au/content/index.phtml?item|8%7623

Alternatively, go to the ACCC’s homepagenat/w.accc.gov.aand follow the links
to ‘For regulated industries’ and ‘Rail’ and ‘ARTIGterstate Rail Access
Undertaking 2008.’

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

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

Sarah Sheppard

Director

Fuel, Transport & Prices Oversight Branch
Phone: +61 3 9290 1992

Email: sarah.sheppard@accc.gov.au

1.6 Structure of this decision
This remainder of this Draft Decision documenttisctured as follows:

Chapter 2 — Background

Chapter 3 — Decision-making framework

Chapter 4 — Should the SSFL be included in the IAU?
Chapter 5 — Is the proposed Indicative Access Ghapgpropriate?
Chapter 6 — Are the proposed drafting changes apipte?
Chapter 7 — Conclusion

Appendix A — Summary of submissions
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2 Background

This chapter describes the access arrangementiagcdntext for including the
SSFL into the IAU.

2.1 Industry context

ARTC is a Commonwealth Government owned corporatstablished in 1998 for
the purpose of managing and providing access tdlétienal Interstate Rail Network.
ARTC is vertically separated, providing ‘below-tarack access services and not
‘above-rail’ services such as haulage.

The interstate network covers the mainline standatrgye track linking Kalgoorlie in
Western Australia; Adelaide, Wolseley and Crystaddk in South Australia;
Melbourne and Wodonga in Victoria; Cootamundra,ulyh Macarthur, Moss Vale,
Unanderra, Newcastle (to the Queensland borderParkes in New South Wales.
The 1AU does not cover access to the rail networthe Hunter Valley, which is
covered by the Hunter Valley Access Undertakingepted by the ACCC on 29 June
2011.

The interstate network is used by both generajlfiteservices (such as manufactured
goods) and bulk freight services (such as minirgyagricultural products), as well as
long distance and regional passenger services.

2.2 ARTC's Interstate Access Undertaking

The ACCC accepted ARTC’s IAU under Part 1A of ttenTrade Practices Act
1974(now known as th€ompetition and Consumer Act 20QTth)) on 30 July 2008.
The IAU came into operation on 20 August 2008.

The Proposed Variation to include the SSFL underdAt was foreshadowed by
clauses 2.1(c) and 2.4(b) of the IAU. Clause 2.&{the IAU states:

the Undertaking will extend to include the South8gminey Freight Line when (i)
the line is completed and commissioned for railrapiens and (i) the applicable
Indicative Access Charge has been accepted by@@CAIn accordance with
clause 2.4(b).

Clause 2.4(b) of the IAU states:

at least six (6) months prior to commissioningdperations of the Southern
Sydney Freight Line, ARTC intends to develop anoihsii to the ACCC the
Indicative Access Charge that will apply to the tBeun Sydney Freight Line.

During the assessment of the IAU, the ACCC conediénat including provisions for
the future coverage of the SSFL in the IAU wasswe®ble as they provided certainty
for access seekers about the process for covdranlinie, and do not protect the SSFL

11



against declaration unless the ACCC is satisfiatlttie charges proposed for the line
are appropriate’.

The ACCC also considered that the inclusion ofS8B&L in the scope of the IAU was
appropriate ‘given that the SSFL was already urdestruction at the time the
Undertaking was submitted and that ARTC will owd @ontrol the SSFL upon its
completion.®

2.3 The Southern Sydney Freight Line

The SSFL is a bi-directional, non-electrified, aeded freight line for a distance of
35 kilometres between Sefton and Macarthur in soatSydney.The SSFL is
adjacent to the current RailCorp Main South Lind provides a third track in the rail
corridor specifically for freight services (i.e. adldition to the two existing RailCorp
tracks shared with passenger services). The SSIFtamnect with the MFNat
Sefton and provide direct freight only access termodal terminals along the line
and to and from Port Botany.

The NSW Government has set a target of doublingtbportion of container freight
movements by rail through NSW ports by 2628ydney Ports is developing the
Enfield Inland Logistics Centre (intermodal term)nahich will assist in achieving
this objective. Enfield, which is 18km from Port®ay, will be serviced by the
MFN. In April 2012 the Commonwealth Government coittedl to develop the
Moorebank Intermodal, which will use the SSFL amel MFN to connect to Port
Botany, increasing Sydney’s rail freight capacity.

The SSFL was constructed by ARTC to alleviate tlagombottleneck in the rail
freight network in Sydney. The bottleneck is cauggdreight trains currently sharing
the existing rail lines with the Sydney metropalif@assenger services operated by
Railcorp. The Main South Line curfews do not perfratght trains to run during
morning and afternoon peak periods due to passemigeity which restrict the
efficiency and cost-effectiveness of freight seegitn and out of Sydney.

At the time of submitting the Proposed Variatio®R'PC forecast the final cost of the
SSFL project to be around $1 billidiThe SSFL was completed and commissioned

ACCC, Final Decision — Australian Rail Track Corporatigkccess Undertaking — Interstate Rail
Network July 2008, p. 22.

ACCC, Final Decision — Australian Rail Track Corporatidktcess Undertaking — Interstate Rail
Network July 2008, pp. 22-23.

For further information see:
http://www.ssfl.artc.com.au/_docs/cc/general/Soutte?0Sydney%20Freight%20Line%20Backg
round%20Doc.pdf

The lease for management and operation of the M&sltransferred to ARTC from Railcorp on 5
August 2012. ARTC has acquired the lease untii2@6r further information see:
http://www.artc.com.au/Article/Detail.aspx?p=6&idEB

Transport for NSWDiscussion Paper: NSW Long Term Transport MastanP2012, p.77.

ARTC, Supporting Submission, Variation to incorporate $mithern Sydney Freight Line and
applicable Indicative Access Charg&eptember 2012, p. 9.

12



for rail operations in January 2013, and the AC@@austands the total cost to be
approximately in line with this forecakt.

2.4 Public consultation process

The Act provides that the ACCC may invite publibsussions on an access
undertaking applicatiofh:

The ACCC published a Consultation Paper on 18 &dme 2012 inviting
submissions on the Proposed Variation. The ACCE€ived public submissions from
the following parties:

= Asciano Limited (Asciano)

= Qube Logistics Holdings Limited (Qube)

= QR National

= Sydney Ports Corporation (Sydney Ports)

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

http://www.accc.qgov.au/content/index.phtml/item@B6447

10 Minister for Infrastructure and Transport, Jairedia release with ARTC CEO John Fullerton,

‘New Line to Reduce Congestion on Sydney Rail Nekw@pens’, 21 January 2013,
http://www.minister.infrastructure.gov.au/aa/relesf8013/January/aa007_2013.aspx
11 s, 4477BD(1) of th&Competition and Consumer A2010.
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3 Decision-making framework

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

3.1 Legislative framework under Part Il1A

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

If the ACCC consents to the variation, the providenequired to offer third party
access in accordance with the varied access uktgtan access undertaking is
binding on the access provider and can be enfarce Federal Court upon
application by the ACC¢?

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

* the objects of Part IIIA of the A¢E which are to:
= promote the economically efficient operation o @ and investment
in the infrastructure by which services are progidéereby promoting
effective competition in upstream and downstreanketsa; and

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

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

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

= the interests of persons who might want accedseteervice;

= whether the undertaking is in accordance with aes& code that applies to the
service* and

= any other matters that the ACCC thinks are relevant

12 Section 4422J of the Act
13 Section 44AA of the Act
%" There is currently no access code that applisstagces provided under the IAU.
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4  Should the SSFL be included in the I1AU?

A key consideration for the ACCC in assessing ttup&sed Variation is determining
whether it is appropriate for the SSFL to be ineltith the IAU (and thereby, subject
to access regulation).

4.1 Contestable nature of the SSFL service

The SSFL is adjacent to RailCorp’s Main South Lamel provides a second option in
the rail corridor specifically for freight servicesll four stakeholders who responded
to the ACCC's issues paper noted that they consibigtrat the SSFL was going to
face competitive pressures from road transportRaitCorp’s Main South Liné’

Sections 4.1.1 and 4.1.2 below summarise the cotiwpatonstraints posed by road
transport and RailCorp’s Main South Line.

4.1.1 Competition posed by road transport

ARTC and stakeholders have submitted that ARTA@my for services utilising the
SSFL is in general constrained by road transpacepr For example:

=  The North-South long haul freight market segmentslifourne-Sydney,
Melbourne-Brisbane, Sydney-Brisbane) are competitwmd price increases may
result in marginal business shifting to rdéd.

= Stakeholders have also submitted that there ifivela close alignment between
road and rail pricing in the short haul bulk maskieétween south-west Sydney
and Port Botany’

The ACCC considers that the availability of rosahsport poses a competitive
constraint on ARTC’s charges for SSFL servicesfoyiding a close substitute for
the transportation of freight into the relevant keds.

4.1.2 Competition posed by RailCorp’s Main South Li  ne

RailCorp’s Main South Line provides another subsgitfor the SSFL, and thus poses
a competitive constraint on ARTC'’s charges for3&L service.

ARTC submitted that based on its own estimateshiésges for the SSFL were only
20 per cent above RailCorp’s charges for the adjadain South Line (N.B. These
charges are confidentidfj ARTC submitted that it is seeking to set the Iatlie
Access Charge at a level above current marketgpniceecognition of the added

> Qube,SubmissionOctober 2012, p. 2; Sydney Poyriation to Interstate Rail Network Access

Undertaking: Submission to the ACCI5 October 2012, p. 4; Asciar®bmission to the ACCC
Consultation Paper on the ARTC's Proposed Variatmthe Interstate Rail Network Access
Undertaking to include Southern Sydney Freight Llivticative Access Charge®ctober 2012,
pp. 4, 9; QR Nationaubmission9 November 2012, p. 1.

Asciano,Submissionp. 12; ARTC Supporting Submissiop. 10.

ARTC, Supporting Submission, p. 11; Sydney P@tgymission, p. 3.

ARTC, Supporting Submission, p. 4.

16
17
18
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value that the SSFL provides to the North-Southri@or freight task in conjunction
with the expected cost savings for rail usérs.

Stakeholders disagreed with ARTC’s estimate tisathiarges are 20 per cent above
RailCorp’s, suggesting that ARTC’s charges are suiglly higher than RailCorp’s
charges (for example, a 50-120 per cent differebgéween Main South Line and
SSFL chargesy’ Stakeholders have also submitted that the berdfttee SSFL are
not as significant as suggested by ARTC. For exar@i National and Asciano have
submitted that the curfew will continue to affewins travelling through the northern
section of the RailCorp netwofk.

The ACCC recognises that there may be a numbegybknefits that will be
provided by the SSFL to potential access seekeenwbmpared to using RailCorp’s
Main South Line”> The ACCC understands that capacity on the Rail@min line is
completely utilised by freight and passenger sessior parts of the day, which
means that there may be increasing benefits agrtainsers of a dedicated freight
line.?* The ACCC also recognises that some of those liemeély be diminished
where users of the SSFL also transit the Main Sbué and are thus affected by the
peak curfews.

The ACCC considers that the Main South Line posasnapetitive constraint on
ARTC'’s charges for SSFL services by providing atrekly close substitute for the
transportation of freight in the relevant mark&#hile there are some differences
between the services provided by RailCorp and ARME ACCC considers that
access seekers can weigh up the relative costsearedits of using the Main South
Line or the SSFL and determine which option is gralble given their particular
circumstances.

4.1.3 Facilitating consistent access regulation of ARTC'’s interstate
network

Given the contestability of the services to be mes over the SSFL, it is unclear that
there is any market failure creating a need foeascegulation to apply to the SSFL.
That is, in the absence of market power, commenggbtiations are likely to lead to
market-driven terms of access, which will promdtecative efficiency and thereby
promote competition in upstream and downstream etsrklowever, ARTC argues
that there are a number of reasons for includieg3BFL in the 1AU, outlined below.

The control of the NSW interstate standard gaug@ar& has been transferred to
ARTC under a 60 year lease. The ACCC understaradSARRTC is required to submit
an undertaking to the ACCC in respect of the SSFtomply with an obligation in
the lease agreement.

19

ARTC, Supporting Submissiop. 13.
20

Asciano submitted that the RailCorp charges ar&@ per cent less (Submission, p. 7); Sydney
Ports submitted that the RailCorp charges are ard@0 per cent less, (Submission, p. 9).
Asciano, Submission, p. 11. QR National, Subroigsp. 1.

22 ARTC, 2012 Annual Report, p. 24.

2 Transport for NSWReview of NSW Rail Access Regime: Issues Phlosember 2012, p. 15.
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The NSWRAU applies to the SSFL until the SSFL beesssubject to the IAU.
Under the IAU, the SSFL becomes subject to the ohde the ACCC accepts an
indicative access charge and once the SSFL is etetpand commissioned for rail
operations. The ACCC considers that ARTC’s leadigaiion is a matter relevant to
the current decision for the purpose of subsea#tZA(3)(e) of the Act.

It is a key policy objective that ARTC, through itenagement of the interstate
network, can provide greater inter-state harmomsand a more unified strategic
direction, essential to support a national railgine market. Where supply chains
involve a number of rail networks which are subjecdtifferent regulatory access
regimes, network interface management is likelggoome more complex for
operators and network owners, and end-to-end effogi in these supply chains may
be adversely affected. The ACCC considers thabild/be anomalous for the whole
of ARTC's interstate network in NSW (around 330Rietres of track) aside from
the SSFL (a distance of only 35 km between SeftmhMacarthur in southern
Sydney) to be covered by the ACCC'’s IAU, and fa 85FL to be covered by
alternative access arrangements such as the NSWRAU.

Given that ARTC is required to have an access utakiag for the SSFL to comply
with an obligation in its lease, the ACCC considéet including the SSFL in the
IAU will facilitate consistent access regulationARTC's interstate network. This
will also promote the object of Part Il1A of the #to provide a framework and
guiding principles to encourage a consistent apptot access regulation in each
industry’, in accordance with subsection 44ZZA(3)(aa) ofAlse

The consistency of regulation of ARTC'’s rail netk®im NSW will be especially
important should ARTC incorporate the MFN into tA&) as is proposed to occur at
a later date. The ACCC considers that consistehoygulation of ARTC's interstate
rail network would reduce complexity and help faate end-to-end efficiency of
NSW rail freight networks.

The ACCC considers that coverage of the SSFL uttderAU will promote certainty
for both access seekers and ARTC regarding theepsdor negotiating the terms and
conditions of access. In this regard, including®$#-L in the IAU may reflect the
interests of access seekers and the legitimatedsssinterests of ARTC, in
accordance with subsections 44ZZA(3)(a) and (c).

An additional benefit of including the SSFL in ti#dJ is that it would require ARTC
to publish performance indicators for the SSFL. AGCC considers that publishing
performance indicators can reduce information asgtryrin negotiations between
parties, by providing clarity and transparencytakeholders about ARTC’s
performance in relation to the Indicative Servigerathe SSFL. The ACCC considers
that this will promote the interests of access sexkn accordance with subsection
4477ZA(3)(c) of the Act.

4.2 Preliminary view on whether the SSFL should be
included in the 1AU

Based on the above, the ACCC'’s preliminary viethé& including the SSFL in the
IAU is appropriate having regard to the mattersantion 44ZZA(3) of the Act.
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5 Is the proposed Indicative Access Charge
appropriate?

5.1 ARTC’s Proposal

Clause 2.4(b) of the IAU requires ARTC to submitiie ACCC the Indicative Access
Charges for the SSFL.

ARTC has proposed that the charge in the tablenbefitl form the Indicative Access
Charge for the SSFL.

Table 1: Indicative Access Charge for SSFL

Variable Flagfall
$/kgtkm?* (exclusive of GST) $/km (exclusive of GST)
8.564 3.426

ARTC proposes that the Indicative Access Chargkebegibased on the following
characteristics:

1. Maximum axle load of 21 tonnes;
2. Maximum speed of 110 km/h; and
3. Length not exceeding 1800M.

5.1.1 Compliance with the 1AU

The ACCC considers that the terms of the IAU aneadter relevant to the assessment
of the Proposed Variation under subsection 44ZZ#&{3)n relation to its assessment
of the proposed Indicative Access Charge, the AG@&had particular regard to the
following provisions of the IAU:

= the revenue limits in clauses 4.4(a) to 4.4(c), and
= the principles for the structure of charges in stad.5.
The ACCC'’s consideration of each of these provisisroutlined below.

5.1.1.1 Compliance with revenue limits in the IAU

The revenue limit provisions are contained in otadigl(a) of the IAU, and require
that charges:

24 “kgtkm’ refers to one thousand gross tonne kiloes

% ARTC, Application by ARTC to vary the ARTC InterstateesscUndertaking to include the
Southern Sydney Freight Line (SSH§ction 2.2.
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not be lower than the Floor Limit for that Segmengroup of Segments (unless
otherwise agreed by ARTC); and

not be higher than the Ceiling Limit for that Segrner group of Segments.

The floor limit is defined in the IAU as the incremtal cost’ of the segment or group
of segments, whereas the Ceiling Limit is equah®economic cost of the segment
or group of segments.

In support of this application, ARTC has providedhie ACCC confidential financial
modelling to demonstrate that the proposed Indieaticcess Charge will comply
with the revenue limits in clause 4.4 of the IALheTACCC notes that the ceiling
limit used in the confidential modelling is basqubn ARTC'’s forecast cost of the
SSFL of approximately $1 billioff

Submissions have raised queries about the quarmtédRDC’s ceiling limit and its
underlying asset base. For example, Asciano haseguehether the capital and
operating costs are efficient codtsSydney Ports also suggested that the ACCC
should consider aspects of the ceiling pricesuiiolg whether the $1 billion
valuation is appropriate, and whether the econdraiefit to end users is
commensurate with a $1 billion asset b¥se.

However, ARTC has submitted that it is not seeldmgudency assessment of the
project cost at this time because the resultspptidency assessment would be
unlikely to impact the Ceiling Limit to such an ert that it would affect the proposed
Indicative Access Charge.In terms of the proposed Indicative Access Chésgf,
ARTC is not expecting to recover the economic obdts $1 billion investment over
the first five years. Indeed, the revenue expetdik generated by ARTC’s proposed
Indicative Access Charge is substantially belownear€onservative ceiling based on
the original $242 million forecast contained in 8dble H of the IAU.

Given that the revenue for the SSFL is likely toshbstantially below even a very
conservative ceiling, the ACCC considers that itnsecessary to assess the prudency
of the $1 billion cost of the SSFL in order to assthe appropriateness of the
Indicative Access Charge. Accordingly, at this tithe ACCC has not approved the

$1 billion actual cost of the SSFL for inclusiontire RAB. In order to include the

cost of the SSFL in its RAB in the future, ARTC vidbuneed to seek a prudency
assessment of this expenditure by the ACCC.

% Incremental costs are defined in the clause@sdhts that could have been avoided if a Segment

was removed from the Network. These costs incl(ifitrack and signalling and communication
maintenance; (ii) maintenance contract support,midtration and management and project
management; (iii) train control and communicatifw) train planning and operations
administration; and (v) system management and ddtration but exclude Depreciation and
return on assets relating to Segment Specific Assed Non-Segment Specific Assets, such return
being determined by applying a real Rate of Retoithe value of these assets.

2 See clause 4.4(b) of the IAU.

%8 ARTC, Supporting Submissiop. 9.

29 Asciano, Submission, p. 8.

%0 Sydney Portsyariation to the Interstate Rail Network Access eaking: Supplementary
Submission13 November 2012, pp. 2-3.

31 ARTC, Supporting Submissiop. 18.
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In assessing ARTC’s compliance with the floor linite ACCC considered ARTC'’s
modelling of the incremental cost of the SSFL aodsiders that the proposed
Indicative Access Charge is likely to at least kerdhose costs.

Consequently, the ACCC'’s preliminary view is tHa¢ proposed Indicative Access
Charge is likely to be within any reasonably deteed floor and ceiling limit under
the IAU. The ACCC notes that the floor and ceillimgits would have been satisfied
by a wide range of charges, but not all of thesald/be supported by the market
given the contestability of the service.

5.1.1.2 Compliance with structure of charges requirementsn the IAU

Clause 4.5 of the IAU requires that ARTC set changhich comprise: (i) a variable
component; (ii) a flagfall component; and (iii) arncess network occupancy
component.

The Indicative Access Charge for the SSFL compmseariable component ($/gtkm)
and a flagfall component ($/km). ARTC, however, pegposediot to include an
excess network occupancy component in the proploskchtive Access Charge as
contemplated at clause 4.5(a)(iii) because ARTGiclams that:

an excess network occupancy component alreadyesiplithe Melbourne —
Macarthur Segment and the inclusion of this compbfa the SSFL is unlikely
to result in any significant intended incentivesd éhere is little opportunity or
reason for spending excess time on this part oNestevork>?

As discussed in chapter 6 of this document, ART@@posing to vary the drafting of
the 1AU so that the excess network occupancy comapiowill no longer be atrict
condition of the structure of access charges.

Submissions in response to the ACCC'’s consultgdaper have supported ARTC'’s
view that the excess network occupancy chargensaegssary given the short
distance travelled on the SSEL.

The pricing principles in section 44ZZCA of the Axbvide that access price
structures should allow multi-part pricing whemidls efficiency. Accordingly, the
ACCC considers that it is appropriate for ARTC &vé discretion to apply this
charge where it will assist the efficient operatwruse of the network. The ACCC
considers it is likely to be appropriate for ARTGt o apply an excess network
occupancy charge for the SSFL given that it iskeii to assist efficient operation or
use of the network.

5.1.2 The Indicative Access Charge as a starting po int for negotiation

Stakeholders responding to the ACCC'’s issues pafessed concerns that the
Indicative Access Charge was too high. The key eorecwere that:

%2 ARTC, Application by ARTC to vary the ARTC InterstateesscUndertaking to include the
Southern Sydney Freight Line (SSFHLSeptember 2012, p. 5.

% Asciano,Submissionp. 13; QR NationalSubmissionp. 2.
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= The proposed Indicative Access Charge does noeeelihe necessary balance
between the interests of access providers andsaseegers and holders;

=  ARTC has not fully taken into account the compeifpressures of road and the
parallel Railcorp network segment, and that thelS8farges are not competitive
with either of those options, and

® The benefits for users of using the SSFL will bedothan claimed by ARTC.

These submissions served to reinforce the ACC@w ¥hat the service offered by
ARTC is likely to be contestable, and that it is tharket (rather than regulation) that
will set the efficient price for the service.

In practice, what the Indicative Access Charge dallis to essentially provide an
‘upper limit’ on the price ARTC will offer partiesishing to use the SSFt.In this
respect it will offer certainty to ARTC and acceggkers, in accordance with sub-
sections 44ZZA(3)(a) and (c). However, it remaipsmto access seekers to further
negotiate with ARTC on the charge for the SSFLpdrticular, given the competitive
dynamics of the relevant market, access seekerdmaple to negotiate a charge for
the SSFL that is lower than the Indicative AccebarGe.

Further, the 1AU provides that the Indicative Acc&harge will not increase by more
than CPI on an annual basis during the term ofakk®* The ACCC considers that in
this respect the Indicative Access Charge will offertainty to ARTC and access
seekers, in accordance with sub-sections 44ZZA(3){d (c).

The ACCC notes the concern raised by Asciano isubsnission that an Indicative
Access Charge approved by the ACCC will act asnelmark in negotiations and
will impact on pricing for non-indicative servicds.The ACCC considers that this
may be a concern if parties had no alternativéBe@&SFL service. However, given
that the SSFL service is contestable, the ACCCiderssit is in ARTC'’s interests to
negotiate appropriate charges with access seekergér to maximise freight
volumes on its network. The ACCC also consideis likely that access seekers will
be able to further negotiate charges for non-irttieaservices.

The ACCC also notes Asciano’s concern that ARTCrieahad regard to the market
value of the train path sought (clause 4.2(c) efllJ), because the freight access
services provided by RailCorp are provided at astautially lower price than the
proposed Indicative Access Charg&he ACCC considers that quantifying the
benefits of using the SSFL compared to RailCorpraad transport is likely to vary
between access seekers. For this reason, it weudghfropriate for individual users to
resolve these issues through commercial negotiatioler the 1AU.

% Section 4.6(a) of the IAU provides that ARTC waffer the Indicative Access Charge to access

seekers wishing to use the Indicative Service.

Clause 4.6(d) of the IAU sets out a formula falcalating the maximum amount by which ARTC
can vary the Indicative Access Charge that is basechanges in the CPI.
Asciano,Submissionp. 6.

3 bid., p. 10.
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The ACCC notes stakeholder submissions that thiedtide Access Charge should
be lower in order to reflect the competitive pressyposed by RailCorp’s network
and road transport. The ACCC considers that such competitive pressuiles
provide an incentive for ARTC to commercially negte alternative (lower) charges
with access seekers.

5.2 Preliminary view on whether the Indicative Acce  ss
Charge is appropriate

Based on the above, the ACCC'’s preliminary viethat the Indicative Access
Charge is appropriate having regard to the maittesection 44ZZA(3) of the Act. It

is noted that the Indicative Access Charge wilpiactice, form an ‘upper limit’ of
what ARTC will offer access seekers. It remainsrojzeaccess seekers to further
negotiate with ARTC on the charge for the SSFLpdrticular, given the competitive
dynamics of the relevant market, access seekerdomaple to negotiate a charge for
the SSFL that is lower than the Indicative AccebarGe.

% Asciano,Submissionpp. 8-9, Sydney PortSubmissionp. 8.
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6 Are the proposed drafting changes
appropriate?

6.1 ARTC'’s proposed drafting changes

ARTC has proposed a number of drafting changdsarPtoposed Variation to
incorporate the SSFL and give effect to the progdsdicative Access Charge
applicable to the SSFL. In addition ARTC has alsmppsed several other minor
drafting changes to address consequential matteltgding:

®= Removal of the process for determination of thelSfsém the IAU;

® Inclusion of the SSFL network boundaries and itatste map in Schedule E of
the IAU;

® Inclusion of the SSFL network boundaries into the@idative Access Agreement;
= Removal of the separate definition of the SSFL ftbmIAU; and

= Recognition of the SSFL for the purposes of Pertoroe Indicator reporting.

The proposed drafting amendments can be viewdtkeimiarked up version of the
IAU at Appendix B to ARTC’s Supporting Submissiavhich is available on the
ACCC'’s website®

6.2 ACCC preliminary view

6.2.1 Inclusion of the Indicative Access Charge for the SSFL

ARTC has proposed amendments to clause 4.6 tosstpiarescribe the Indicative
Access Charge for the SSFL and the characterigtios which the Indicative Access
Charge will be based.

In particular, ARTC has proposed to insert the wdathd Southern Sydney Freight
Line” to subclause 4.6(a)(iii)(c) to clarify that thainh length of 1800 metres will
apply to the Indicative Service on the SSFL. ART&S hlso outlined the SSFL
Indicative Access Charge and the 1 March 2013 ofagdfect in clause 4.6(b).

For the reasons outlined in Chapter 5 of this Dietision, the ACCC does not
object to ARTC’s proposed Indicative Access Change proposed Indicative Service
characteristics for the SSFL. Therefore the ACC@saters that the proposed drafting
changes in clause 4.6 are likely to be appropriate.

6.2.2 Other minor drafting changes

ARTC has proposed several other minor drafting geann the Proposed Variation.
The ACCC considers that these changes are likebg @@mppropriate.

% ARTC, Supporting SubmissioAppendix 2: Proposed Amendments to the 2008 I1AU.
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6.2.2.1 Removal of the process for determination of the SIF

ARTC has proposed to delete clauses 2.1(c), (d{e@nand the wordsExcept as
provided for by clause 2.1(cfrom clause 2.1(b). Similarly, ARTC has proposed
delete clause 2.4(b) from the IAU and renumberdémeaining subclauses. These
clauses outlined the process by which the SSFLagadciated Indicative Access
Charge would be determined and incorporated intitkertaking.

The ACCC'’s preliminary view is that this draftingnendment is appropriate because,
if the ACCC consents to the Proposed Variation, 8Rilill have fulfilled these
requirements. Retaining the clauses in the vaAétlwould be of limited value as
they would no longer be in operation and would hineepotential to create confusion
regarding ARTC’s ongoing obligations under the 1AU.

The ACCC notes that ARTC’s drafting change contaims minor oversight in the
renumbering of clause 2.4. Clause 2.4(b) does @®d o be included as part of this
Proposed Variation, as it was deleted as part of@R previous variation to include
the capital expenditure forecasts in Schedule H.

6.2.2.2 SSFL definitions

Inclusion of the network boundaries of the SSFL

ARTC has proposed to amend Schedule E to incluel&8FL in the network
boundary definitions of the New South Wales leagkranumber the remaining
definitions. ARTC has also reflected this chang8ahedule 1 of the Indicative
Access Agreement.

For illustrative purposes ARTC has also includewa Annexure 4 to Schedule E
which incorporates an illustrative map of the S$#b the undertaking.

Removal of the separate definition of the SSFL

ARTC has deleted the “Southern Sydney Freight Loefinition from clause 9.1 of
the 2008 IAU. ARTC has stated that the definitismo longer relevant nor necessary
given that the SSFL is now defined in Schedule Ehefvaried I1AU.

Recognition of the SSFL as a separate segment

ARTC has also amended Schedule | of the 2008 1At¢tognise the SSFL as
separate Segment for the purpose of setting tegaet access charge.

The ACCC'’s preliminary view is that these amendrae@mée appropriate because they
provide certainty and transparency to access seekeut the definition of the SSFL
and its use in the calculation of access charges.

6.2.2.3 Excess network occupancy charge clarification

As discussed in Chapter 5, ARTC has proposed deaffhanges to clause 4.5 to
clarify that the Indicative Access Charge for tf&F% will not include an excess
network occupancy component in the access chamgibe this component already
exists on the Melbourne to Macarthur Segment angldvaot result in any significant
incentives. The drafting changes will also proid®TC with the discretion toot
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apply the excess network occupancy component &r didicative Service access
charges.

The ACCC'’s preliminary view is that the draftingappropriate as the excess network
occupancy component will no longer be a strandition of the structure of access
charges (see section 5.1.1.2 of this Draft Dec)sion

6.2.2.4 Performance indicators to apply to SSFL

ARTC has made a minor amendment to Schedule Gatibycthat the service quality
performance reporting will extend to the SSFL fog transit time performance
indicators. ARTC has removed the reference to “Mhaca” and replaced it with
“Sefton Park East Junction”, which is the end pointhe SSFL.

The ACCC considers that this drafting amendmetikesy to be appropriate,
particularly having regard to subsection 44ZZA(3)b=cause it provides clarity and
transparency to stakeholders about ARTC’s obligetiiopublish performance
indicators in relation to the Indicative Service foe SSFL.

6.3 ACCC preliminary view on whether the proposed
drafting changes are appropriate

Based on the above, the ACCC'’s preliminary viethé the proposed drafting
changes are appropriate having regard to the matteection 44ZZA(3) of the Act.
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7 Conclusion

On balance, the ACCC'’s preliminary view is that Breposed Variation is likely to
be appropriate having regard to the matters in@eddZZA(3) of the Act. The
Proposed Variation:

» facilitates consistent regulation of ARTC'’s intate rail network (having
regard to subsection 44ZZA(3)(aa));

« complies with the pricing provisions of the IAUHigh is a matter relevant
pursuant to subsection 44ZZA(3)(e)); and

e provides certainty for access seekers and ARTS&tipulating an ‘upper
limit’ on the price ARTC must offer access seeK@isving regard to
subsections 44ZZA(3)(a) and (c)).

The ACCC is seeking submissions on its preliminaeyv and intends to make a final
decision on the Proposed Variation in April 2013.
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Appendix A — Summary of submissions

The ACCC published a Consultation Paper on 18 &dme 2012 inviting
submissions on the Proposed Variation. The ACCEived public submissions from
Asciano, Qube, QR Natiorfdland Sydney Ports. Below is a summary of eachef th
submissions.

Asciano

Asciano submitted that it has a strong intereshénSSFL and SSFL access charges
via its Pacific National subsidiaries. These sulasiéls carry both containers and bulk
goods by rail through the rail corridor served bg SSFL. Asciano stated that Pacific
National is the largest freight rail operator arelght rail access holder through this
rail corridor®*

Competitive pressure on charges for the SSFL

Asciano submitted ARTC's proposed Indicative Acaébarge is of particular
concern to Asciano as ‘these charges do not appéave undergone detailed market
testing to ensure that they can be borne by th&etidf Asciano submitted that
pricing at the proposed level will not be compeétwith either other rail network
access options (RailCorp) or road transfort.

Asciano submitted that ARTC has not had regartieéariarket value of the train path
sought (as required by clause 4.2(c) of the IA@Lduse the freight access services
provided by RailCorp are provided at a substantialver price than the proposed
Indicative Access Chardé.

Asciano submitted that users of the SSFL wouldtlzecampetitive disadvantage
when compared to users of the Railcorp network lezaf the pricing relativities
between the SSFL and the Railcorp netwirk.

Asciano submitted that the SSFL Indicative AccelarGe should be capped by
competitive pressures from both competing netwarldroad transport competition,
but that these competitive pressures have not fadlgriaken into account by
ARTC* To support this position, Asciano stated that:

= if the Indicative Access Charges are not competithere will be few users of the
SSFL, and the substantial fixed costs of the SSEildvneed to be carried by a
small user base resulting in increased chargesmaining users in the future and
increased government subsidy to cover these ddstsano considered that this

40" Since providing its submission to the ACCC'’s Ep@mber 2012 Consultation Paper, QR
National has changed its name to Aurizon Limited.

4 Asciano,Submissionp. 4.

2 bid., p. 9.

3 bid., pp. 4, 9.
“bid., p. 10.

> |bid., pp. 10-11.
5 Ibid., p. 9.
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scenario may result in other users withdrawing ftbenSSFL, creating a spiral of
diminishing usage and increasing per unit costspaives.*’

= if the Indicative Access Charges are not competithen freight on road will
increase. Asciano considered that rail freightgpamt provides a level of
unquantified but real benefits to the communityhie form of reduced road
congestion, increased road safety and reducedtioollievels?®

Asciano considered that the competitive positioradfin both market segments that
are expected to use the SSFL (long haul intermo@aket and short haul bulk
market) would be negatively impacted by the prodd&@8FL Indicative Access
Charges, and that this would be to the detrimeiibtfi ARTC and access holdéfs.

Appropriateness of ceiling price and regulatoryetdsase

Asciano submitted that it has not seen ARTC’s mlodgbo cannot comment on
whether the Indicative Access Charge is betweenr #ind ceiling cost levels.
Asciano also noted the final costs of the SSFLnateyet available. As a result,
Asciano queried how any cost based pricing cangberchined at the current time
with any degree of certainy.In any event, Asciano referred to the fact thatrdmge
between the floor and ceiling cost levels as oatim the ARTC documentation is
very large, and as such other factors need tolkas t@to account in determining the
Indicative Access Charge. In particular, demandbfac as well as cost factors,
should be considered in proposing an access cliargee SSFL>*

The proposed Indicative Access Charge

Asciano submits that it has undertaken an anabaged on a broad range of trains
that may use the SSFL and its analysis showshiegiroposed SSFL Indicative
Access Charges are between 50 per cent and 1@@miegreater than the current
RailCorp access charges for Ascighdsciano submitted that ARTC'’s claim that its
proposed Indicative Access Charges are approxigna@eper cent above RailCorp
prices for the Macarthur to Sefton Park Junctiomidor is incorrecf?

Asciano considered that reducing the IndicativeesscCharge to be only 20 per cent
above the RailCorp prices would be a more reasersthtting position, although at
this level the benefits of the SSFL and market dehfactors would need to be taken
into account before such a position could be supddf

Balancing the interests of ARTC and access seekers

Asciano submitted that the proposed Indicative Asdgharge does not achieve the
necessary balance between the interests of acassdeys and access seekers.
Asciano submitted that in setting Indicative AccE€smrges at the level proposed,

47 bid., p. 9.
8 |bid.
49 |bid., p. 6
" |bid., p. 8
L |bid.
2 bid., p. 7
% bid., p. 8
> Ibid.
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ARTC is not meeting the interests of access sedhksre prices are not reasonable
or efficient given the alternative rail access ops available) or the public (as the
prices do not promote efficient use of the netwankl do not promote a shift of traffic
from road to rail). Asciano submitted that this slo®@t comply with the pricing
principles in Part 4 of the IAU, and the matter®art llIA of the Act®

Asciano states that it recognises that the SSHLpnaVvide benefits, but notes that
these benefits will not be as large as claimedia®RiailCorp curfew remains for trains
travelling through the northern section of the Railp network®

Asciano notes that, while negotiated access changesot subject to ACCC

approval, it should be recognised that any ACCG@pgal Indicative Access Charge
will act as a benchmark in such negotiations anslak the Indicative Access Charge
will impact on the negotiated pricing of non-indiva services.

Qube

Qube submitted that it is the largest potential a$¢he line for rail traffic moving to
and from Port Botany?

Qube submitted that ARTC’s proposed pricing willkmanetropolitan rail
movements for import and export containers uncoitipetgainst road. Qube noted
that while this is not necessarily a competitisues as road will always be a
competitive constraint on rail, it would be incatent with both Commonwealth and
State Government policy and targets for modal $tfh road to raiP®

Qube submitted that a number of Government andrigntities have made or will
be making considerable investments in order toesehimodal shift from road to rail.
Qube submitted that the pricing policy proposedBy C could have the unintended
consequence of rendering these investments reduffdan

Qube stated that Metropolitan port shuttles areiotsd to 600 metre length trains by
ARTC and other regulatory stakehold&ts.

Qube noted that it has the option of remaining ail@rp’s Main South Line, which
would add to congestion and conflicts with passetrg@sport, or using road
transport which ‘defeats the purpose of building $8FL"*

QR National

QR National submitted that it is the largest resight haulage operator in Australia
by tonnes hauled, operating in key freight secami supply chains across the

> Ibid., pp. 5, 10.

% Ibid., p. 4.

> Ibid., p. 6.

8 Qube,Submissionp. 1.
* Ibid., p. 1.

0 bid.

1 |bid.

52 pid., p. 2.
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country. QR National stated that its interest | 85FL is as a potential user for
intermodal traffic on the Brisbane to Melbourne &ydiney to Melbourne corridofs.

QR National submitted that it was concerned thiing the SSFL above the existing
RailCorp access charges is contrary to a positiGugporting volume growth on the
interstate freight network, and incentivises thetowed use of RailCorp’s shared
passenger-freight line running parallel to the S&FL

QR National submitted that the benefits of the S8&%r the RailCorp network
referred to by ARTC are a result of the SSFL nandpsubject to peak curfews. QR
National stated that it will not obtain those batsdbecause it will still need to use the
RailCorp network to access the SSFL from its intedtad terminal at Yennora, and
will therefore still be exposed to the curfews.Agh, QR National submits that it
does not consider the benefits of the SSFL as laimaffset to the access premium
over RailCorp charges.

QR National submitted that it supports settingl@ below the ceiling limit under
the IAU. QR National also submitted that recoveifABTC’s economic costs on the
network must be achieved through volume groh.

QR National submitted that it did not have any @ns about ARTC not including
an excess occupancy charge for the SSFL.

QR National submitted that it did not have any @ns about the proposed drafting
amendments to the IAU (other than the proposedtiidie Access Chargé§.

Sydney Ports

Port Botany volume forecasts

Sydney Ports submitted that one of its objectiveden NSW legislation is improving
‘productivity and efficiency in its ports and therprelated supply chait?® Sydney
Ports noted that it has established and resouheecBdrt Botany Landside
Improvement Strategy and that the NSW Governmesldapted a target of
doubling the proportion of container freight byl tarough NSW ports by 2020,
which would equate to a tripling of rail volumesahsolute term§&’

Sydney Ports submitted that the current competgoation for port rail freight
against road is marginal, particularly in metrofaoii Sydney. Sydney Ports noted that
two smaller intermodal terminals have closed witihia past two years, and until the
larger proposed terminals at Enfield and Mooreb@otke on-stream, there will be no

® QR National Submissionp. 1.

* Ibid.

® bid.

®  Ibid.

" Ibid., p. 2.
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% Ports and Maritime Administration Amendment (Poon@etition and Co-ordination) Act 2008
No 89 (NSW).
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step change to increasing rail volumes and gemgrattonomies of scale to support
sustainable port rail freight.

ARTC'’s proposed Indicative Access Charges

Sydney Ports submitted that quantifying the follogvivould assist assessment of the
proposed Indicative Access Charge:

= The actual operating benefits to users includingrowed asset turnaround and
Train Crew shifts avoided as a function of any siatime reductions and
reliability improvements.

= Impact of the increased quantum of access chavgesr¢ access charges already
constitute a significant portion of end user costspodal contestable markets
(both interstate and port freight).

= The role of the submitted ceiling price in consatem of the appropriate Access
Charge and in this respect, the quantum of thenggilrice submitted and its
underlying asset base structure.

Sydney Ports submitted that it would support angase in Access Charges where
there is a demonstrable benefit to users suchiag bble to use paths at times of day
not currently available and there is demand for tinae of day’?

Impact of charges on interstate and port freightkets

In respect of the floor and ceiling levels propobgdhe ARTC, Sydney Ports noted
that in a modal contestable non-bulk market thotigg proposed ceiling price is not a
conceivable proposition as it would price the nailde out of the market. It submitted
that there is a risk that attempting to link anesmsccharge to this ceiling price, even at
a large discount, may create unintended consegsiéhce

Sydney Ports suggested that any changes to thivest@onomics of rail and road
should be considered in the context of improvingsraompetitive position (from a
low base) against road, and to maximise total sugipin efficiencies?

Sydney Ports warned that where performance levelsamparable to existing paths,
increases to rail freight access charges in a nomtdkestable environment may have
negative impacts on rail and Sydney Ports’ contaroéumes, and contribute to
congestion on major roads around Port Botany amd\itport.”

Appropriateness of ceiling price and regulatoryetdsase

Sydney Ports also suggested that the ACCC shoukider the following aspects of
the ceiling prices:

= whether the $1 billion asset base valuation is gmate;

™ Ibid., p. 4.
2 Ibid., p. 3.
3 \bid., pp. 8-9.
" bid., p. 5.
> \bid., pp. 3-4.
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=  whether ARTC's asset base and charging model ®6®FL is consistent across
its various access regimes;

= whether the economic benefit to end users is comsorate with the $1 billion
asset base; and

= that other appraisals for the asset base mighd gielifferent asset valuation (such
as applied for ARTC’s Hunter Valley network).

Sydney Ports also noted that if volumes used inetliod the price were
underestimated, this could lead to increased atgsrand hence revenues. Any
projected volumes should be carefully revievi’d.

In a supplementary submission, Sydney Ports subdnitiat the aim of the SSFL is
not to ease capacity constraints but as an impertgiremove rail commuter conflicts
with freight services and to increase time of dpiians for users. Sydney Ports notes
that ARTC’s proposed revenue has been set at artQdger cent of the revenue
floor and 5 per cent of the stated revenue ceilinguiggests ways in which the ACCC
could assess the SSFL asset base, including loyagstg the optimised replacement
cost of the network, benchmarking using the Huxdlrey Coal Network, and
industry consultatiod’

Differential Pricing

Sydney Ports proposed that it may be appropriapeadeide a differentiated price for
Port Botany shuttles (i.e. metropolitan and regiddia\W trains servicing Port
Botany) on the SSFL consistent with pricing onMetropolitan Freight Network, in
order to not further erode port rails’ competitp@sition compared to road. It
suggested that differential pricing for port shegtbn the SSFL (or a segment of the
SSFL) at a competitive price with road may be saslé compromise to assist both
port freight rail growth and ARTC charging/revenue.

In a supplementary submission to the ACCC, SydmtsRBubmitted that opportunity
pricing could increase the efficiency of the SSHitlee following basis:

= |onger freight services typically have loads mattctetheir motive power,
providing slower acceleration curves;

= conversely Metropolitan Port traffic trains are ghowith motive power
potentially in excess of loads; and

= Metropolitan Ports traffic trains may thereforedbatted in between other freight
services on an opportunity basis.

Sydney Ports submitted that it may promote netvedfikiency to price differentially
to encourage fulfilment of these opportunities.

®"bid., pp. 8-9.
" Sydney PortsSupplementary Submissijgup. 2-3.

32



