
 

Attachment C 

Memorandum 

To:  PWCS 

From:  CDS Administrator 

Date:  Tuesday, 1 June 2004 

Subject: Capacity Distribution System 

 

PWCS has requested the Administrator to provide advice on the following topics in relation to operation of 
the Capacity Distribution System. 

1. Suspension/termination of the CDS based on queue length 

• A reducing queue is a signal that the CDS is achieving its objectives, not that the need for a 
mechanism to align demand to available capacity has passed. Suspension or termination of the 
CDS without a fundamental change in the underlying level of excess demand is likely to result in 
a reformation of the queue. At the time of writing the Administrator is not aware of any changes in 
market conditions that are likely to have reduced the level of excess demand that was anticipated 
at the commencement of the scheme. 

 

2. Suspension/termination of the CDS due to unused allocation by a single producer 

• The existence of any unused allocation by an individual producer, while undesirable due to its 
impact of reducing throughput, does not provide an indication that the level of excess demand for 
coal chain capacity has reduced. Under-utilisation of loading allocation for an individual producer 
may arise for a variety of reasons not related to demand (e.g. production problems at a mine). 

• The CDS already provides for re-distribution of loading allocations in the event that they cannot 
be used, either through re-allocation by the Administrator, or via the loading allocation exchange 
mechanism. Both these mechanisms have been effectively applied by producers during the first 
two months of operation of the CDS. 

 

3. Notification Period for Under-Utilisation of Loading Allocations 

• To minimise potential for under-utilisation of coal chain capacity it is important for Producers to 
provide advance notice of loading allocations that may be un-used, thereby allowing sufficient 
time for re-distribution to those Producers who can use it. 

• A strict deadline for notification (for example, notification within 10 weeks of the close of a 
quarter) is not practical given that producers may not be able to identify their inability to use 
allocation within this period (e.g. as a result of equipment failure at a mine in the last month of the 
quarter.) Producers are required to advise the Administrator “as soon as practicable” after 
becoming aware of their inability to utilise loading allocation, and there is a significant incentive 
for them to do so as un-used allocations greater than the flexibility provisions attract a penalty.  

• Experience has been that producers are responsible and cooperative in their ‘release’ of unused 
allocation. In Q2 230,000 tonnes have been ‘released’ before the beginning of June due to a 
mine having difficulty in achieving its production forecasts. The Administrator is, and will continue, 
actively monitoring Loading Allocation usage with each individual producer so as to support the 
scheme objective of maximising throughput. 

 

4. One-way Exchange of Loading Allocations/Capping the Volume of Allocation Transfers 

• One-way exchange of loading allocations supports the achievement of an economically efficient 
outcome by enabling the redistribution of loading allocations to Producers that value them most. 
For example one-way exchanges enable producers to enter into production sharing 
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arrangements (as they have done historically), and provides increased flexibility to Producers to 
manage normal fluctuations in their production and sales contract volumes over time.  

• Imposing a cap on the volume of loading allocation allowable for exchange would by definition 
reduce the flexibility of producers to ‘fine tune’ their loading allocations, as well as potentially 
disproportionately impacting smaller producers.  

 

5. Transparency/Availability of Information 

• Transparency is an important principle in the design and operation of the CDS. The Administrator 
provides a high level of reporting to facilitate transparency (while ensuring confidentiality 
requirements of participants are preserved). In addition to working directly with each individual 
producer on specific ad-hoc queries, the following information and reporting on the operation of 
the CDS is provided:  

o Daily reporting to each individual Producer on the: 

 actual tonnes of coal received by rail by PWCS and the consequent utilization of 
loading allocation 

 forecast usage of quarterly loading allocation 
 balance of quarterly loading allocation still to be loaded into vessels 
 aggregate of all quarterly loading allocations still to be loaded into vessels 

o Weekly reporting to PWCS and all its customers (including Producers) on the operation 
of the CDS, the aggregate usage of loading allocations against plan and a summary of 
the weeks events, activities and transactions. 

o Monthly consultation sessions with all PWCS customers on the operation of the scheme. 
This is an important forum to solicit industry feedback on the operation of the scheme. 
Two industry forums have been held since the launch of the CDS. 
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