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Dear Matthew Schroder  
 
General Manager Infrastructure & Transport 
Access & Pricing Branch Australian Competition and Consumer Commission 
GPO Box 520 Melbourne VIC 3001  
Email: transport@accc.gov.au 
 

Executive Summary 

Pacific National (PN) welcomes the opportunity to engage with the Australian Competition and 
Consumer Commission (ACCC) and provide a submission on the Issues Paper and views on the 
regulatory framework for the Australian Rail Track Corporation’s (ARTC) interstate network. 

In PN’s view, continued and harmonised regulation of the entire Interstate Network should have a 
focus on utilisation, investment and resilience as core objectives. This would deliver on ARTC’s 
Charter objectives of: 

 Providing seamless and efficient access to users of the interstate rail network. 
 Pursuing a growth strategy for interstate rail through improved efficiency and 

competitiveness. 
 Improving interstate rail infrastructure through better asset management and coordination 

of capital investment. 
 Encouraging uniformity in access, technical, operating and safe working procedures; and 
 Operating the business on commercially sound principles. 

In turn, this would deliver improved investment, sustainability and throughput. Provided that the 
revised regulatory framework is underpinned by a sound regulatory pricing methodology that 
facilitates the achievement of these objectives. PN believes that this will lead to better service 
outcomes for our customers. 

PN considers that a Regulatory framework built around the following principles would deliver on 
those charter objectives: 

 Continued regulation of the entire Interstate Network.  

 Conversion of freight to rail on North-South corridor.  

 Utilisation, investment and resilience of the Interstate Network at the core of its objectives. 

 Sound pricing methodology. 

 Optimised for safety and long-term sustainability. 

PN elaborates on these principles in its submission below. 
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At the same time the increased utilisation of the interstate network will reduce the negative 
externalities associated with the movement of freight by road. A number of negative 
externalities/costs are associated with road transport. These include: 14 

 Accidents – across the road network, the rate of involvement in fatal accidents is 
significantly higher for heavy vehicles than for other vehicles. Deloitte Access Economics 
estimated that rail accident costs were up to 14 times lower than road accident costs for 
every kilometre of freight moved15; 

 Carbon / greenhouse emissions – heavy vehicles contribute to 14 percent of total 
transport sector greenhouse emissions (or 3 percent of total Australia emissions) whereas 
rail freight contributes less than half of 1 percent; and 

 Pollution – in addition to carbon emissions, road transport is a predominant source of 
nitrogen oxides, carbon monoxide and particulate matter emissions. Deloitte Access 
Economics estimated that rail freight produces up to 16 times less carbon pollution than 
road per tonne kilometre travelled16; and 

 Congestion – this is an external cost well established in the economics literature as the 
cost that an additional road user entering a congested traffic stream imposes on all other 
road users.  One additional PN services will, on average, remove up to 110 “B double” 
heavy vehicles from the road.   

The Inland Rail is designed, amongst other things, to reduce a number of these negative 
externalities, such as: 

 Reducing Accidents – Inland Rail is estimated to save 5 lives and avoid 15 serious road 
accidents per year; 

 Reduce carbon emissions – Inland Rail is estimated to emit 750,000 fewer tonnes of 
carbon and 1/3 of the fuel of road; and  

 Reducing congestion – Inland Rail is estimated to achieve $738 million in reduced road 
congestion costs and $622 million in reduced road maintenance costs, as well as 
reducing the number of trucks in regional towns (160 fewer trucks in Parkes and 356 
fewer trucks in Toowoomba by 2030).17 A regulatory framework that increases the 
utilisation of the interstate rail network will further advance these aims.  

Improved network investment and performance 

The major determinants of modal choice for land freight transport is both price and service 
performance. 

A regulatory framework that has as its objectives increased utilisation of the network, network 
investment, performance and network sustainability would increase the attractiveness of rail for 

 

 

 

14 Bureau of Transport and Regional Economics, Submission to the Productivity Commission road and rail freight infrastructure pricing inquiry, 
August 2006, pp 17 – 25. 

15 Deloitte Access Economics, Value of Rail: The contribution of rail in Australia (2017), p iv. 

16 Ibid. 

17 Inland Rail, February 2021.  
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customers and give PN the confidence to make the investment decisions necessary to increase 
track utilisation.  

Performance 

Reducing transit times distance is a key determinant of both transit time and cost for rail. For rail to 
be competitive it is important that transit times that meet customer requirements are achieved.   

When PN surveys its customers, the top three impediments to modal shift in order of importance to 
customers are as follows: 

 Service availability and reliability; 

 Transit time; 

 Price. 

In PN’s view, service reliability and transit time are affected by factors including: 

 Passenger priority afforded passenger services.  PN and other freight operators lose 
capacity due to passenger priority.  Passenger services use more network capacity than 
freight services and take more paths because they have more services.  When PN 
departs on time, it should expect that its service will arrive on time unless there is a delay 
caused by PN. PN will account for speed restrictions and other factors when allocated a 
path by ARTC. However, even in circumstances where PN’s service is on time, 
passenger priority rules mean that there are circumstances when an ‘unhealthy’ 
passenger service is prioritised over a healthy freight service.  Once PN misses a path, it 
is almost impossible to reset and achieve on time delivery.   

 As a recent example: A passenger train was 10 minutes late and a PN train on time. As 
the passenger train was given priority under the network rules the consequence was that 
the PN train waited for 30 minutes to cross the passenger train instead of advancing to 
the next crossing location. Consequently, the PN train was unhealthy and lost a further 60 
minutes for other priorities on different services. PN’s train was, therefore, 90 minutes late 
to destination. A worst-case scenario could be hours if the train was put aside for multiple 
hours in the case of a clash with Sydney trains peak. This priority convention results in 
inconsistent customer service and impedes rail attractiveness as a mode of freight 
transport.  

 Lack of track investment. PN considers that track investment, particularly on the North 
South corridor is necessary to improve service reliability. The investment on the North 
South corridor to date has been to sustain the status quo which has been insufficient to 
improve service reliability. Recognising that the inland rail project is about changing transit 
times and track axle loads, inland rail is still some years away and PN is of the view that 
more investment should be made now to improve service reliability on the North South 
corridor.  

For example, Infrastructure Australia’s evaluation of the business case for the North East 
Rail Line (316 km passenger and freight line between Melbourne and Albury) upgrade 
noted that,  

There is relatively poor punctuality, reliability and passenger comfort on the North 
East Rail Line, compared with other regional Victorian passenger lines. While the 
ARTC continues to outperform its freight and passenger track performance metrics 
under its current lease agreements, there is a gap between these standards and 
community expectations. Due to the poor condition of the track, passengers on the 
North East Rail Line experience issues with the ride quality, comfort and reliability of 
V/Line services, which has contributed to an 11.8% per annum decline in demand 
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 Commitments on infrastructure quality, rollingstock standards and infrastructure 
operations (eg reducing speed restrictions and improving rail quality) are unlikely to 
feature in a negotiate-arbitrate model.          

Commitments on infrastructure quality are important for above rail operators. They give 
above rail operators the confidence to invest in rolling stock that is more efficient.  For 
example AC traction enables above rail operators to invest in more efficient rolling stock 
which can have positive flow on impacts for track owners. The load benefits from AC will 
enable more loading per train services thus freeing up pathing capacity (below rail benefit) 
and lowering unit costs per train service.  

Preferred pricing methodology  

As noted above, PN considers that the pricing methodology adopted by IPART in its review of 
WaterNSW’s rural bulk water services, the 2017 IPART Determination, would achieve the desired 
objectives.  A description of this pricing methodology is set out in Annexure2. 

A key feature of the 2017 IPART Determination was the efficient pricing band methodology 
adopted. IPART decided not to set prices based on full cost recovery of the notional revenue 
requirement in areas substantially below full cost recovery because IPART considered that full cost 
recovery was unlikely to be attainable in these areas over the determination period and going 
forward. 

Instead IPART set prices having reference to an estimated efficient pricing band and by 
rebalancing fixed and variable charges. 

IPART’s view was that this approach should provide price stability and certainty for customers 
(particularly because consumers are no longer expecting prices to transition to full cost recovery). 
This approach would in turn provide customers with greater confidence when making long-term 
investment decisions and provide a clear signal to WaterNSW and the NSW Government that 
transitioning to a full cost recovery in areas substantially below full cost recovery is unattainable 
and thereby highlighting the need to assess long-term options and viability in these areas. 

Efficient pricing band 

For the 2017 Determination period IPART set prices having reference to the estimated efficient 
pricing band, where the efficient pricing band lies between: 

 An upper limit that represents customers’ estimated capacity (or willingness) to pay for 
WaterNSW’s services; and 

 A lower limit that represents an estimate of the costs WaterNSW would avoid if it did not 
have to supply an additional unit of water to that customer (avoidable cost). 

The upper limit of the efficient pricing band reflects the prices at which a ‘reasonably efficient’ 
customer’s estimated capacity to pay for services would be reached (i.e. the dollar value up to 
which a customer would pay for a unit of goods or services).  

After receiving feedback from stakeholders, in the 2017 Determination IPART estimated capacity 
to pay by calculating the point where marginal revenue was equal to marginal cost and relying on 
parameters/assumptions for a typical/average irrigator. 

At prices above a customer’s capacity to pay, the customer would no longer pay for a unit of goods 
or services. This would result in demand for those services reducing, further reducing the numbers 
of customers, usage and entitlement volumes, and revenue and level of cost recovery. Setting 
prices below a customer’s capacity to pay in the short-term may help to stimulate demand and 
confidence.  
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Safety  

The inclusion of safety as a relevant consideration in the economic regulation of infrastructure is 
not new. The original access criteria included in Part IIIA of the then Trade Practices Act 1974 
(TPA) included safety as a relevant criterion. That is, a relevant service could only be declared 
under Part IIIA of the TPA/CCA if it was safe to provide third party access to the relevant service.   

Safety is also a central feature in the regulation of the following economic sectors:  

• Town planning and zoning, especially as it relates to the availability and sale of alcohol in 
the community. Such regulations control the sale of alcohol, limit the trading hours of 
outlets, the type of outlets that may sell alcohol and the number of outlets permitted in the 
community; 

• The supply of consumer goods (under the Australian Consumer Law); 
• The supply of pharmaceutical drugs to consumers; 
• Workplaces; 
• Passenger and freight transport, by all transport modes; 
• Manufacture and supply of motor vehicles.  

Environmental outcomes 

Similarly, the inclusion of environmental factors or outcomes in a regulatory scheme is not 
uncommon.  

The whole scheme of State and Commonwealth laws and regulations concerning environmental 
protection have at their heart the need for residential, commercial and industrial developments to 
have as minimal an adverse impact on the natural environment as possible and to require the 
abatement of any adverse impacts in appropriate circumstances.   
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Annexure 2 - IPART pricing methodology adopted in its review of Water NSW’s rural bulk 
water services from 1 July 2017 to 30 June 2021 

Context for pricing methodology being developed 

When determining prices for WaterNSW’s rural bulk water services, IPART apportions costs 
between customers and the State of NSW (on behalf of the broader community), according to the 
impactor pay principles. That is, those that create the need to incur the costs, should pay the 
costs. 

Once IPART determines the customer share of the notional revenue requirement it then looks to 
set prices to recover this share. 

At the time of IPART conducting its review for the 2017 Determination period, IPART aimed to set 
annual bulk water charges at prices to recover customers’ share of the efficient costs of delivering 
WaterNSW’s rural bulk water services (i.e. the customer’s share of the notional revenue 
requirement). These charges were levied as a two-part tariff, comprising: 

‒ fixed entitlement charges ($ per megalitre of licensed entitlement); and 

‒ variable usage charges ($ per megalitre of water used (extracted from the river)). 

However, for the 2017 Determination period, IPART decided not to set prices based on full cost 
recovery of the notional revenue requirement in valleys substantially below full cost recovery (all 
other valleys were at full cost recovery). IPART considered that full cost recovery was unlikely to 
be attainable in these valleys over the determination period and going forward. 

Instead IPART set prices having reference to an estimated efficient pricing band and by 
rebalancing fixed and variable charges. 

IPART view was that this approach should provide price stability and certainty for customers 
(particularly because consumers are no longer expecting prices to transition to full cost recovery). 
This should then provide customers with greater confidence when making long-term investment 
decision and provide a clear signal to WaterNSW and the NSW Government that transitioning to a 
full cost recovery in these valleys is unattainable and that they need to assess long-term options 
and viability in these valleys. 

Pricing methodology – efficient pricing band 

For the 2017 Determination period IPART set prices having reference to the estimated efficient 
pricing band, where the efficient pricing band lies between: 

‒ an upper limit that represents customers’ estimated capacity (or willingness) to 
pay for WaterNSW’s services; and 

‒ a lower limit that represents an estimate of the costs WaterNSW would avoid if it 
did not have to supply an additional unit of water to that customer (avoidable 
cost). 

The upper limit of the efficient pricing band reflects the prices at which a ‘reasonably efficient’ 
customer’s estimated capacity to pay for services would be reached (i.e. the dollar value up to 
which a customer would pay for a unit of goods or services).  

There are a number of different methodologies for estimating a customer’s capacity to pay. In its 
draft determination IPART used a proxy to measure capacity to pay by comparing the cost of 
irrigation pasture production (to which water costs are a substantial input) to the cost of dry matter 
bought-in feed (a substitute for pasture) in valleys that are below full cost recovery. After receiving 
feedback from stakeholders, in the 2017 Determination IPART estimated capacity to pay by 
calculating the point where marginal revenue was equal to marginal cost and relying on 
parameters/assumptions for a typical/average irrigator. 
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At prices above a customer’s capacity to pay, the customer would no longer pay for a unit of goods 
or services. This would result in demand for those services reducing, further reducing the numbers 
of customers, usage and entitlement volumes, and revenue and level of cost recovery.  

Setting prices below a customer’s capacity to pay in the short-term may help to stimulate demand 
and confidence.  

The lower limit of the efficient pricing band was estimated by IPART as a percentage of 
WaterNSW’s total cost of supplying rural bulk water services, reflecting the fixed costs of providing 
services and the avoided cost of not supplying an additional customer. 

The efficient pricing band estimates can be refined over time. 

The question is what an appropriate proxy for a rail operator’s willingness may be to pay. One 
option would be to calculate a road equivalent linehaul price and deduct the costs of an efficient 
rail operator. 

Setting prices – tariff structure 

Having established the efficient pricing band, IPART then adjusted the fixed to variable tariff 
structure so that overall prices fell within IPART’s efficient pricing band estimates. IPART decided 
to adjust the tariff structure rather than using the mid-point of the efficient pricing band to set 
prices. 

IPART adjusted the fixed to variable tariff structure in order to achieve a lower usage charge. 
Specifically, IPART rebalanced the fixed and variable charges to reduce the latter to the point 
where demand might be stimulated and revenue increased in the medium-term. 

The 2017 Determination does not propose an adjustment to the regulatory asset base in order to 
determine appropriate pricing. 

 

 

Kind regards,  
 

Jade Hooper 
Head of Strategic Access Regulation and Policy 
Pacific National 

 

 




