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30 November 2007 

The General Manager 
Adjudication Branch 
Australian Competition and Consumer Commission 
GPO Box 3131 
Canberra ACT 2601 

Attention: Mr Scott Gregson 

Dear Mr Gregson, 

Application for Authorisation A91068 - A91070 lodged by Port 
Waratah Coal Services (PWCS), Pacific National (PN) and 

Queensland Rail (QR) -Vessel Queue Management System (VQMS) 

Your letter of 19 November 2007 and the opportunity to provide comment on 
the request for interim authorization are much appreciated. You would be 
aware that Coal and Allied Industries Limited (C&A) has consented to the 
provision of its historical demand nominations, loading allocations, actual 
usage, demand nominations for 2008 and impact of the various options 
considered by the Producer Working Group for 2008. The following outlines 
C&A's position with respect to the interim authorization of the VQMS and the 
principles that underpin that position. 

C&A wishes to express its full support for all elements of the submission by 
PWCS, PN and QR regarding the proposed 2008 VQMS, including the 
request for interim authorisation. C&A does not see an alternative to the 
scheme proposed by the service providers. Notwithstanding the fact that 
C&A1s allocated coal chain capacity under the proposed system will be 
significantly lower than C&A's contracted capacity in both Port and Rail, C&A 
accepts that some rationing of capacity will be necessary to address the 
imbalance between the demand for coal loading services at the Port of 
Newcastle and the Capacity of the Hunter Valley coal chain to deliver coal to 
the port in 2008. 

Underpinning C&A's support for interim authorisation of the VQMS are the 
following principles: 

o The risk that a very significant queue will develop early in 2008 without 
urgent implementation of the necessary controls 

o Consideration of whole of coal chain obligations rather than basing it only 
on port nominations 
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o A mechanism to facilitate a process of contractual alignment and thus 
the underpinning of investment throughout the coal chain to avoid the 
need for rationing systems in the future 

The urgent need for interim authorization of the VQMS 

There is a very real risk that in the absence of the VQMS, the vessel queue 
off Newcastle will grow significantly in the New Year as demand for coal chain 
capacity, as determined by ship arrivals and facilitated by unprecedented 
demand for coal in the Asian region, will far outweigh the available coal chain. 
capacity. As highlighted in PN, QR and PWCS' application, with no system in 
place after the expiry of the current CBS on 31 December 2007, substantial 
demurrage costs will be incurred by industry largely due to an increasing 
queue that could exceed 70-80 vessels by the end of the first quarter. 

A significant sustained queue, coupled with the very real likelihood of 
increaseddaily demurrage rates being charged by Ship Owners, the industry 
cost of demurrage could well exceed the estimated $400m paid in 2007. 
Additionally, the increased environmental risk, effect on local industries and 
public scrutiny associated with continuing large ship queues off the port of 
Newcastle will be detrimental to the reputation of both the applicants and the 
coal producers. 

Moreover, the interim authorisation of the VQMS will ensure certainty for both 
producers and their customers by enabling a situation whereby sales can be 
aligned with predicted coal chain capacity. allocations and therefore, the 
arrivals of vessels managed accordingly. A growing ship queue, in the 
absence of the VQMS, will only lead to larger queues as producers and their 
customers are incentivised to place their vessels in the queue early for fear of 
not being in the queue. 

This outcome could have significant detriment to more than just the exporters 
of coal from Newcastle due to its effect on the demand and supply of bulk 
cargo vessels. Increasing freight rates, demurrage and a potential shortage 
of shipping in other bulk commodity industries, such as Iron Ore, will lead to 
significant value destruction for Australia's export industries. 

Consideration of whole of coal chain obligations. 

C&A has previously supported the previous vessel queue management 
systems such as the Medium Term CBS as implemented by PWCS which 
have been relatively effective in managing the vessel queue. However, these 
systems have been based on port nominations and completely ignored the 
contractual obligations of the PN, QR and ARTC. This has created 
performance disincentive by making rail contracts and track access 
agreements irrelevant and providing no avenue of recourse for forecasting 
errors, underperformance and contracting well beyond coal chain capacity, 
which has become evident. 



Furthermore, the CBS and its focus on port nominations without any 
consideration of whole of coal chain obligations, invited gaming and inflation 
of port nominations. This is evidenced by the fact that it would appear that 
there were some producers that were not. willing to support their port 
nominations with take or pay rail contracts. 

C&A's view is that it is prudent business practice to align port and rail 
contracts with the installed capacity of its mines and forecast saleable 
production. C&A's investment in its Hunter Valley mines is substantial and 
accordingly, to manage the risks associated with these investments, long term 
contractual arrangements with port and rail service providers are seen as a 
necessity to support investment. Although it is not possible to contract with 
PWCS on a long term basis, C&A's current take or pay contract with Pacific 
National was struck in 2005 and expires at the end of 201 1. This contract has 
been varied subsequently to cover C&A's annual port nominations at PWCS. 

Contractual Alignment underpinning investment throughout the coal 
chain 

Although C&A sees the VQMS as an interim measure for 2'008 only, it is a 
very important first step toward a longer term solution. While the VQMS is a 
necessary solution for managing constrained capacity in the short term, in the 
long term, C&A is a strong supporter of the principle of contractual alignment 
throughout the coal chain as the most effective mechanism for stimulating the 
right investments in additional coal chain capacity at the right time. 

C&A's visibn is a Hunter Valley coal chain whereby long term contracts with' 
the port, the track and the trains facilitates the investment necessary to 
ensure that actual throughput achieves the contracted positions of the 
industry as a whole, such that rationing is not required. This outcome still 
appears to be some years away. In the meantime, systems that maybe 
required for 2009 and beyond should not undermine' the existing contracts 
that have underwritten the investment decisions taken by port, track and train 
operators. 

Recommendation 

C&A recommends that the Commission grants the interim authorisation 
requested by PWCS, PN and QR under sections 88(1) and 88(7) of the Trade 
Practices Act, without amendment. 

C&A intends to meet with the Commission prior to 12 December 2007, and 
provide a more substantial written submission supporting the Authorisation of 
the VQMS for 2008. 

Yours faithfullv, 

Matt Coulter 
General Manager - Corporate Development 




