Economic Regulation Authority

Draft decision — Determinations of
depreciated optimised replacement
costs and depreciation schedule for

the Public Transport Authority

Attachment 4: Forward depreciation schedule

14 July 2026

D312749




OFFICIAL

Economic Regulation Authority

Acknowledgement of Country

At the ERA we value our cultural diversity and respect the traditional custodians of the land
and waters on which we live and work.

We acknowledge their continuing connection to culture and community, their traditions and

stories. We commit to listening, continuously improving our performance and building a
brighter future together.

Economic Regulation Authority

Level 4, Albert Facey House

469 Wellington Street, Perth WA 6000

Telephone 08 6557 7900

Email info@erawa.com.au

Website www.erawa.com.au

This document can also be made available in alternative formats on request.

National Relay Service TTY: 13 36 77

© 2026 Economic Regulation Authority. All rights reserved. This material may be reproduced in whole or in part provided the
source is acknowledged.

Draft decision — Determinations of depreciated optimised replacement costs and depreciation
schedule for the Public Transport Authority — Attachment 4: Forward depreciation schedule



OFFICIAL

Economic Regulation Authority

Contents

Attachment 4. SUMMAIY ........ooo e r e ss e e s s s s s sssss e e e s s s s s s smnn e e e e e s sas s s snnnneenessassssnnnnns 1

Forward Depreciation SChedule ......... s e 2

gl 17N o o o X7 | 3

RP Infrastructure adviCe.........cccoiiiiiiiiiiiii i ——————— 7

ERA CoNSIAErations ........ciciiiiiiminisisii s s s s s s s s e s e 8
NEeW Capital @XPENAITUIE ... e e e e e e e e e e e e e e aeeas 12

List of appendices

Appendix 1 List Of Tables........oci i csscsrr s sssss s e s s s sssns e e s s e s s s mnnn e e e e s sns s snnnnns 13
Appendix 2 List Of FIQUIeS ... s rs s e s s s s ssmms s e e s s smmnn e s e e s sn s s nmmnns 14
Draft decision — Determinations of depreciated optimised replacement costs and i

depreciation schedule for the Public Transport Authority — Attachment 4: Forward
depreciation schedule



OFFICIAL

Economic Regulation Authority

Note

This attachment relates to the draft determination for PTA’s Forward Depreciation Schedule.

This attachment forms part of the ERA’s draft determination on the PTA DORC and PTA
Depreciation Schedule. It should be read in conjunction with all other parts of the draft
determination, which comprises of the following documents and attachments:

Overview

ERA'’s draft determinations of PTA depreciated optimised replacement costs (model)
ERA’s draft determinations of PTA depreciation schedule (model)

Attachment 1: Total construction replacement costs

Attachment 2:  Accumulated depreciation

Attachment 3:  DORC summary and draft determinations by route

Attachment 4: Forward depreciation schedule (this document)
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Attachment4. Summary

The depreciation schedule sets out the profile of annual depreciation of the initial regulatory
asset bases, relying on the ERA’s determination on the PTA’s initial regulatory asset base and
the remaining life of assets.

The PTA’s proposed Depreciation Schedule provided annual percentages for depreciation for
each year by route and asset group. The PTA did not calculate the total annual amounts of
depreciation expenditures over time for each route based on its proposed initial regulatory
asset base. Our consultant RP Infrastructure (RPI) added the required passenger assets to
form what we refer to as the PTA corrected amounts for depreciation.

The PTA’s corrected depreciation schedule resulted in a network weighted average remaining
life of 44.9 years. This resulted in network-wide depreciation payments of $853.9 million (real
2024 dollars) for the first five years, averaging around $170 million each year. Over this five-
year period the proposed depreciation schedules would result in recovery of over a fifth of the
PTA'’s corrected initial regulatory asset base.

The ERA has recalculated the depreciation schedule on the basis of:

e The ERA’s draft decision of the initial regulatory asset base resulting from the DORC
valuation of $5.9 billion.

e The assets’ remaining life from the DORC, which sets the period of time over which
depreciation is recovered.

e A straight-line depreciation approach, which allocates the recovery of assets to equal
annual amounts.

The ERA’s draft decision is shown as the Depreciation Schedule model.’

The ERA’s determined depreciation schedule results in a network weighted average
remaining life of 47.9 years, depreciation payments of $980.8 million (real 2024 dollars) over
the first five years, which average around $200 million annually and would recover around
17 per cent of the PTA’s draft determination initial regulatory asset base.

Our analysis of annual depreciation charges over time reveals a front-loaded profile. With the
full depreciation of signals, there is a material reduction in depreciation charges from year 14
onwards. We seek comment on this depreciation profile as this may result in pricing impacts
that may not facilitate a contestable market for rail operations.

The ERA has made a draft decision for the depreciation schedules informed by the ERA’s
draft decision on PTA’s initial regulatory asset base. The depreciation schedules will be
updated for the ERA’s final decision.

1 ERA’s draft determination of depreciation schedules.
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Forward Depreciation Schedule

1.

The ERA is required to approve an applicable depreciation schedule for PTA under
section 47K of the Code. This is separate to the approval of PTA’s initial regulatory
asset base and the depreciated optimised replacement cost (DORC) valuation exercise.

The applicable depreciation schedule sets annual depreciation amounts and takes into
account the ERA’s determination on the PTA’s initial regulatory asset base and the
remaining life of these assets.

The applicable depreciation schedule can then be used by the PTA and interested
parties to depreciate and roll forward annual balances of the regulatory asset base.

The ERA is required to approve the applicable depreciation schedule with or without
amendments, or to determine what is to constitute the applicable depreciation schedule.

We refer to the collection of applicable depreciation schedules for each route that are
required by section 47K of the Code as the Forward Depreciation Schedule.

The PTA’s Costing Principles detail that the depreciation schedule will describe
depreciation in respect of each year of an asset’s economic life. Depreciation may be
applied evenly over an asset’s economic life or may vary over time.?

Further, the Costing Principles details that the depreciation schedule will, pursuant to
section 47K(5) of the Code, provide:?

o for assets to be depreciated over their economic life (whether depreciation is
distributed uniformly or otherwise)

o for an asset to be depreciated only once over its economic life, such that the
railway owner may not recover a sum exceeding the value of the asset that was
added to the regulatory asset base

o for access prices to vary over time in a way that promotes efficient growth in the
market for rail access

o for adjustments that reflect changes in the economic life of a particular asset or
asset group

o for the legitimate business interests of the railway owner, access seekers and
access holders

2

3

PTA, Costing Principles, November 2024, p. 17.
PTA, Costing Principles, November 2024, p. 17.
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PTA Proposal

8.  The PTA submitted a Forward Depreciation Schedule along with its statement of DORC.

9. This schedule was for each route and asset class from 2025 to 2074. The Forward
Depreciation Schedule was provided as a spreadsheet, but there was no accompanying
report provided.*

10. The PTA’s Forward Depreciation Schedule details the percentage of annual
depreciation of a fixed initial regulatory asset base over time. While an annual amount
is also provided, total amounts are not provided and the materiality of each component
of depreciation is not presented by the PTA.

11. The ERA has constructed a comparable depreciation schedule using the PTA’s
corrected initial regulatory asset base values and stated remaining lives to calculate the
annual depreciation dollar amounts in Table 4.1.

Table 4.1: PTA’s corrected depreciation schedule by asset group for five years (real 2024
$ million)

Asset Group 2025 2026 2027 2028 2029
Plant, Equipment, Vehicles 0.6 0.6 0.5 0.5 04
System Infrastructure 202.3 199.1 142.3 134.8 1291
Railway Infrastructure 11.9 10.7 8.7 6.7 5.5
Totals 214.8 2104 151.5 142.0 135.1
Source: ERA analysis.

12. The depreciation values for each route for the initial five years are in Table 4.2.

4 PTA, Statement of Applicable Depreciation Schedule, August 2025. Available online.
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Table 4.2: PTA’s corrected depreciation schedule by route for five years (real 2024
$ million)

Routes
49(a) Perth and Clarkson 33.4 32.4 304 27.5 25.3
49(b) Perth and Fremantle 39.7 38.9 23.9 23.7 23.1
49(c) Perth and Armadale 38.6 38.1 19.5 18.6 17.7
49(d) Perth and Midland 31.1 30.5 20.1 20.0 18.7
49(e) Perth and Mandurah 67.3 65.9 54.2 48.8 47 1
50A Beckenham Junction and 2.5 24 2.2 2.2 2.0
Thornlie
50 Robb Jetty and Leighton and 1.6 1.6 0.8 0.8 0.8
Leighton and North Fremantle
51 Armadale and Mundijong 0.6 0.6 0.4 0.4 04
Junction
Total 214.8 210.4 151.5 142.0 135.1

Source: ERA analysis.

13. The PTA’s Forward Depreciation Schedule applies straight-line depreciation, so that the
same amount of depreciation is applied until the end of the asset’s economic life. The
PTA’s Forward Depreciation Schedule is informed by the residual remaining life coming
out of its DORC modelling. For example, tunnels for the Clarkson line were stated to

have a remaining life of 86.1 years which implies a depreciation rate of 1.2 per cent.

14. The weighted average remaining life by asset class is presented in Figure 4.1.

Draft decision — Determinations of depreciated optimised replacement costs and 4
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Figure 4.1: PTA corrected implied weighted average remaining life by asset class (years)
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Source: ERA analysis of PTA DORC Model and Depreciation Schedule Model.
Note:  Observations are weighted by corrected DORC RAB.

15. Figure 4.1 illustrates the large range of remaining lives as stated by the PTA in their
statement. Civil structures such as tunnels have remaining lives close to a century,
while signals and communications assets are closer towards a decade.

16. The distribution of the PTA’s proposed economic lives on an asset level basis is
presented in Figure 4.2. The ERA observes that:

e The distribution of remaining asset lives ranges from a minimum of 0.2 years (a
communications asset) to 102 years (a tunnel asset) with an overall weighted
average residual life of 44.9 years.

e Some assets still have very long residual lives, with 82 assets having over
50 years of residual life, including tunnels, viaducts and rail bridges.

e Some assets have remaining lives which exceed the design lives specified in the
Costing Principles (a tunnel with 102 years of remaining life, but tunnels have a
design life of 100 years). Further, some asset types do not have design lives
assigned to them in the Costing Principles (for example, viaducts).

Draft decision — Determinations of depreciated optimised replacement costs and 5
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Figure 4.2: PTA remaining life by asset (years)
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Note:  Observations are on the asset level. Bubble size represents the relative size of the PTA corrected DORC
RAB for each asset. The WARL is the weighted average remaining life of rail assets based on the PTA
corrected DORC RAB. WHFNC means works held not further classified. PE&V means plant, equipment
and vehicles.
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RP Infrastructure advice

17. RPIrecommended that the ERA not approve the Depreciation Schedule put forward by
PTA.

18. RPI separately provided the ERA with an estimate of the DORC, which would inform an
alternative Depreciation Schedule.

Draft decision — Determinations of depreciated optimised replacement costs and 7
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ERA Considerations

19. The ERA is required to either make a separate determination for the PTA’s Forward
Depreciation Schedule or approve the PTA’'s statement either with or without

amendments.

20. In reviewing the Forward Depreciation Schedule, the ERA must consider the following
requirements of section 47K(5) to (6) of the Code.

(5) The Regulator must not approve the statement submitted by the railway
owner unless the Regulator is satisfied that the statement —

(@)

(b)

(f)

sets out an annual depreciation profile for each asset or group of
assets that is applicable railway infrastructure; and

provides for each asset or group of assets to be depreciated over its
economic life (whether the depreciation is distributed uniformly or
otherwise); and

provides for each asset to be depreciated only once, that is, so that
the sum of the return of capital that is attributable to an asset over its
economic life, via depreciation or otherwise, does not exceed the
value of the asset at the time at which it is first included in a regulatory
asset base; and

is designed so that access prices will vary over time in a way that
promotes efficient growth in the market for rail access; and

allows, as far as reasonably practicable, for adjustments that reflect
changes in the expected economic life of a particular asset or group of
assets; and

allows for the legitimate business interests of the railway owner,
access seekers and access holders.

(6) If the statement submitted by the railway owner provides for depreciation of
an asset or group of assets not to be distributed uniformly across each year of
the economic life of the asset or group of assets, the Regulator must have
regard to the following when performing its functions under subsection (3) —

(@)

if the statement provides for depreciation of the asset or group of

assets to be accelerated — whether it is appropriate for depreciation of
the asset or group of assets to be accelerated in the manner provided

in the statement to avoid asset stranding;

if the statement provides for depreciation of the asset or group of
assets to be deferred — whether it is appropriate for depreciation of
the asset or group of assets to be deferred in the manner provided in
the statement on the basis that the market for access to the asset or
group of assets is relatively immature.

21. Based on the assessment of the information received to date, the ERA does not
approve the PTA’s proposed depreciation schedule and will determine a Forward
Depreciation Schedule.

Draft decision — Determinations of depreciated optimised replacement costs and 8
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22. The ERA does not approve the PTA’s Depreciation Schedule because:

e The ERA does not accept the PTA’s DORC statement for the initial regulatory
asset base for each relevant route.

e The PTA’s Depreciation Schedule does not meet the Code requirements with
respect to setting out an annual depreciation profile for each route (due to missing
assets).

23. The discussion below outlines the ERA’s derivation of the Forward Depreciation
Schedule. The ERA’s Forward Depreciation Schedule is accompanied by a detailed
Depreciation Schedule Model.> The Depreciation Schedule Model spans over
100 years, to ensure that all of the initial regulatory asset base is recovered by
depreciation over time and that there is no double counting or stranding. For
presentational purposes the tables below extract depreciation for the five year period
until the next review.

24. The ERA’s Forward Depreciation Schedule is informed by:

o The ERA’s initial regulatory asset base resulting from the DORC valuation, which
sets the value of the assets that need to be recovered by depreciation over time.

e The assets’ remaining life from the DORC valuation, which sets the period of time
over which depreciation is recovered.

o A straight-line depreciation approach, which allocates the recovery of assets to
equal annual amounts.

25. The PTA’s Depreciation Schedule did not detail all assets required under the code such
as railway stations. The ERA’s DORC analysis included all required assets and
accordingly, the ERA’s Forward Depreciation Schedule includes all required assets.

26. The ERA'’s forward Depreciation Schedule by asset group is shown in Table 4.3.

Table 4.3: ERA’s depreciation schedule by asset group for five years (real 2024 $ million)

Asset Group

‘ 2025 ‘ 2026 ‘ 2027 ‘ 2028 ‘ 2029

Plant, Equip, Vehicles 0.4 04 04 04 04
Railway Infrastructure 192.9 192.3 190.4 189.9 189.9
System Infrastructure 4.7 4.7 4.7 4.7 4.7
Total 198.0 197.4 195.4 195.0 195.0

27. Depreciation payments largely come from Railway Infrastructure, where over 60 per
cent comes from signal, railway station and tunnel assets.

28. The ERA’s Forward Depreciation Schedule by route is provided in Table 4.4.

5 ERA’s draft determination of depreciation schedule.
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Table 4.4: ERA’s depreciation schedule by route for five years (real 2024 $ million)
2027 ‘ 2028 ‘

49(a) Perth and Clarkson 38.7 38.3 37.9 37.9 37.9
49(b) Perth and Fremantle 374 374 37.3 37.3 37.3
49(c) Perth and Armadale 38.2 38.2 38.1 37.7 37.7
49(d) Perth and Midland 249 24.8 24.6 24.6 24.6
49(e) Perth and Mandurah 54.6 54.5 53.5 53.5 53.5
50A Beckenham Junction and 2.5 2.5 2.5 2.5 2.5
Thornlie
50 Robb Jetty and Leighton and 1.1 1.1 1.0 1.0 1.0
Leighton and North Fremantle
51 Armadale and Mundijong 0.6 0.6 0.6 0.6 0.6
Junction
Total 198.0 197.4 195.4 195.0 195.0

29. Inthe near term, the routes separate into three distinct depreciation profile groups:

High forward depreciation: The Mandurah line has the largest near-term
depreciation profile, averaging over $50 million per annum

Middle forward depreciation: The Clarkson, Armadale, Fremantle and Midland
lines are the next largest group, averaging over $30 million per annum

Low forward depreciation: Beckenham Junction, Robb Jetty and Mundijong are
the lowest group, averaging around $1 million per annum

30. Figure 4.3 details the profile of annual depreciation charges over time.

Draft decision — Determinations of depreciated optimised replacement costs and 10
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Figure 4.3: ERA depreciation profile over time

250 6,000
7)) 7))
c c
2 5
E 200 5,000 =
3 =
A ' N
Q “ 4,000
= 150 =
3 g
& II 3,000
c
& 100 I o
2 <
© e 2,000
o SN >
a ‘®»
g 0 1000 8
nnnu/nEann o o o ﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁﬁ
2025 2035 2045 2055 2065 2075

mmm Tunnels, rail bridges and footbridges C—Rail, ballast and sleepers

mmmm Railway stations and carparks === OHLE

3 Signals and Communications === Fencing, roads, level crossings and pedestrian crossings

C—1 Other e Closing RAB (RHS) ($ real 2024)

31. The ERA makes the following observations on the depreciation charges over time:

Depreciation is front loaded in the first 14 years, where the annual average
depreciation charge is around $200 million.

The front-loaded depreciation is driven by signals infrastructure assets. Signals is
one of the largest components of the initial DORC and its relatively short
remaining asset life means that it is recovered faster than other assets.

With the full depreciation of signals, there is a material reduction in depreciation to
around $67 million in the mid to long term.

The regulatory asset base rapidly declines over a 30-year period, but there are
significant residual assets such as tunnels which are depreciated over a longer
period, approaching a century.

Some assets classes representing only a small portion of the initial DORC extend
for years beyond the life of rail and station assets, which is the enabler of the
provision of services to customers. If these assets are not renewed or replaced,
then these assets with very long lives may face recovery risk.

32. The longer run depreciation profile by route is presented in Figure 4.4.
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Figure 4.4: ERA depreciation profile by route
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33. The Mandurah line has the highest initial depreciation payments for the first 14 years,
averaging around $50 million a year which is largely driven by the proportion of signalling
and communications assets which have a lower remaining life than the rest of the assets
on that line. However, after 14 years it still remains the route with the highest annual
depreciation profile. Overall, the longer run profiles maintain a similar grouping as the
near term profiles discussed in paragraph 29.

34. We seek comment on the draft decision depreciation profile as this may result in pricing
impacts that may not facilitate a contestable market for rail operations.

35. The ERA has made a draft decision for the Forward Depreciation Schedule informed
by the ERA’s draft decision on the PTA’s initial regulatory asset base. The draft Forward
Depreciation Schedule will be updated for the ERA’s final determination.

New capital expenditure

36. Any new capital expenditure undertaken by the PTA would need to be rolled into its
regulatory asset base.

37. Depreciation of this new capital expenditure would be consistent with the Standard
Design Life set out in the Costing Principles.
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