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Introduction

1. Pacific Mational welconees the opportunity to coinment on the draft deternunation on
costing principles, Pacific Maticnal is a major alove rail tain operator in Auvstealia
which incorporates the businesses previcusly conducted as Freight Rail Corpocation,
Mational Rail Corporation Limitad, Toll Rail and Patnck Rl As suche il cummently
providss mierslate services using the WesiNel track that 1= (he subject of the access

regime and i a potential provider of other above rail services within Weslern Auvstralia.

2 In this submission, Pacific Matonal docs not seck to conument in detail on each of the
matters identificd in the draft dotermination bot rather to tocus on what it considars kay

aspects which anise from the draft determination. Those matters focus on:

{al the need for greater fransparency and deall in the asset valuation approach
which has been vsed by WestMet in derermining both the tloor and ceiling

prices;

(b transparency and further detal s relation o (he operating cosls and

mainfenance costs of WestMet,

el the necd for service quality standards o be included and explicitly linked with
pricing.
(d} the inappropriateness of CPI linked escalation of rates.

Transparency in capital cost components

3 Pacitic Mational supports the introdection of @ new section 1.1 (o the proposed costing
principles as set out o section 3 of the draft deternunation. The inclusion of this new
secticn batter reflects the objectives which the costing principles are designed 1o achieve
ind. in particular, clarifies that it is an important part of the objectives of the costing
principles to ensure that there iz proper data provision to assist in the ransparency of

underlying cost information.

:.I'A.

The draft determination noted (hal a significant parl of the request in submissions was for
Tar greater detail on e rules and practices (hat WestMet wtilized (o calculate floor and
ceiling costs. In Pacific Mationals submizsion, the lack of transparcney in the cost
caleulatioms used in the GRY spprosch is a significant issue which needs to be

addeeszad,
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The drafl determinalion recommends that [or those routes with polential to breach the
ceiling, there is merit in having WestNets GRV independently reviewed by a railway
enginecring cxpert. For others, henchmarking costs against besr practice capital cost wnit

ratcs is approprate.

In Pacific Maticnal’s submission, there is merit in having WestMets GRY independeant]y
revicwed by a railway engincering cxpert for all rontes, As is implicit in the dratt
determination, there is no clarity in WestMNets assertion that there iz tull optimization 1o
schicve 1 modemn equivalent asset comparisen. Given the inberent information
asymmery which cxists between the track provider and an access sesker, much greater
transparcney an this issue should be required. [n addition to the information which the
regulator has (oreshadowed he will ask WestMNet to produce (sec page 21) of the draft
determination, the regulator’s imdependent railway engineer should be asked to review
the capital cost drivers uzged by WesiNet againsl best practics. Those key cost drivers are
identified at page 20 of the draft deternunation and are key issues in detenmmng the
appropriate capital base, Given the significance of these and the relatively limilad
number of key cost drivers identiticd, this wonld be a reasonable requirement to be

imposied on WestNet

Transparency in operating costs

The costing principlas are designed (o demonsirate that efficienl cosls are being
achicved, In osscnce, WestMet relies on cutsourcing as a demonstration of efficient

COSES,

In addition, this appesrs to be based on a misconceived notion given a GRV and MEA
assumptions arc the hasis of costing in the regime. Some recognition of this appears to
have boen sccepted by WestMer in that it will treat MPM as zoro. However, given the
lack of detail it s not cloar that this issue will be adequatzly addressed based upon the
currenl information available. 11 the hypothetical GRY of 2 MEA iz assumed then the
infrastructure is us new.  Therelome the scope of maintenance that is required is less than
the actual maintenancs performed. Tt 1% therelome Paciiic Notional™s view that lor pricing
purposes (he assumead maintenance scope should be the hypothetical mamtenance scops

required for new infrastmecture,

It iz Macific Mational's reconunendation dual e criteria on weather WHE iz operating at
efficient levels (which are outlingd on pages 12 and 13 in the draft determination) should
be expressly incorporated into the costing ponciples. This will increase ransparency and

cemainty in the pricing of access for both WHE and access seckers,
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[ Pacific Mational is generally supportive of the changes required to section 3.1 of the
costing prnciples. In addition, however, an aodit of the operating costs 15 required to

determine whether they ars efficient operating costs.
Service guality standards

1. As the draft determination notes, sarvice quality is inextrically linked with price.
[MTowever, service quality is not coverad by the costing principles. This nezds o be
rectified and a direct link Detween service qualicy and piice sheuld be included. The
need for this has been recognised by the Avstralian Competition and Consnmear

Coinmizsion. For example, see its decision on the ARTC access undemaking where it

£aid:
"A relored Isswe Is whether there exdsty an appropriole relalionship between
price and guality of service. That iz, in o siteation where an access provider
fng ket power there may b g incentive fo increase profitability iy
reducing quality af service.”
[2. Conteary 0o the commeant made in the deaft determination. it s Pacific Mationals

experience thal sgrvics qualily standards are not freguen(ly deall with in pccess
agreements and access seekers have enormous difficully 1n ohlaining any commitment to
service gualily levels from the aceess priovider. Given the lindamental relatiomship
belwesn service quality and price, it is Pacific Malionals view thal rather than simply
monitoring WestMNets service quality standards, explicil service gualily standerds should
be incorporated in the costing primciples. This should be along the lines of the KPT

reporting system which the regulator has proposed.

13. P*acitic Mational supports the inclusion of a new sarvice quality commitmant section in
the costing principles. Pacific MNational supports the service quality commitment sought
by the regulatar in the draft determination and specifically, the commitment to nogotiate
specific KPls (covering hath WestMNet and operator performance) within the accoss

agresment which 15 linked o 2 systemn of Gnancial incenlives.

In ferms of service quality it is the reconunendacion that the following items or indicizs
be used a5 KPTs:-

O ‘Track Condition Index (TCI)

O Xignal failurzs
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0 Minutes delayved dus (o spesd restrictions
U Averapge transit fines
Appropriateness of CP'l - X escalation of rates

15. The draft determination allows WMNE to raize their rates each year. This is despite the fact
that as a business with a high fixed cost base WHNI benefits greatly by operator”s increase
of volume hauled on the petwork, This nerease is largely exorenous 1o any actions by

WK and is basically o windfull for the access provider.

End costomer expeclalions are dismelrically opposed Lo this “price up™ mindser. |t is
widely recognised thal rail costs have fallen dramatically in the post-Hilmer cra. Eoad
fraight prices have also increased af rates that are significantly lower than CPL The chart

below illustrates how road and rail price trends have differed from CPL in recent timeas,
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Togive these trends a more specific orentation, Toll Bail has been forced (o nepotiale
lower nominal froight priccs on the Hast-West corridor for nine majer cestomers, for two
of whom the busingss was entirely lost by mil. Patrick has experienced a four year
dechming trend in nedininal contaiser freiphl rates between Melbourne and Adelaide.
These have averaged 1.3% decline per annum over that period. Pacific National

reilerales s view thal CP'T linked role increasss ane inappropriate.
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Conclusion

13, Dverall, Pacific Mational sees the draft determination as providing an impertant step
towards achicving a satisfactory sct of costing principles. It is imperative in Pacific
Marienal’s view thar cach of the recommendations made in the draft determination is
reflected in the final decizion as it provides the minimum level of certainty sbout the costing

principles which in their prescat form are clearly inadequate and |ack transparency.
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