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Appendix 1 -Terms of Reference 

Terms of Reference 

Aurizon i\"etwork 2013 Draft Access Undertaking 
Finan rial Assessment oi Operating J::xpendlture 

13 August 2013 
I. PROJECT BACKGROL~"D 

The Queensland Competition Authority (the Authority) " an mdependeut statutory body 
responstble for asslStmg wtth the unplemen:tatton of competition policy Ul Queensland. 

Aunzon Holchngs Limited ( fonnerly l:nown as QR National Lmuted) ts a wrttcally wlegrnted 
r.ul busmess wluc.h provides both abo,·e-r.ul aod below-rat! ~1ces. That 1-', 1t operates ttaw 
servtcts aOO proV1~ access to its tracks for Its own and tlurd-party opera t«n. 

Aunzon Networi.: Pty Ltd (Aurizon Networi.:) operates the below-r.ul networi.: semng coal 
lliiJleS Ill c.nttal Queenslao.d and is a wboUy owned subsiCbary of Aunzon Holdmgs Limited~ 
The seJVJc~ of Aunzon Nen\·ork's below-ratl coal network art a declared servtce for third party 
access und5 the Queensland Comp<rilion Amhonl)• .i ct 1997 (the QCA Act). The dedarab on 
excludes tte mli11structure associated '"th train opernhons (e.g. fretghl cen:res aod maintenance 
facilities). 

1.1 Aurtzou ~t>twork .Acctss LndertaJ.jog 

Aunzon N~twork i<> subject to an access tmdenaL:ing, appro\?d by the Autbonty, that sets out 
the terms and condit10ru: under whtch AW1ZOo Nen,rork wdJ prov1de acctss to ratl w.frastmcture 
covered by the undertaking. These include referroce tan!fs for coal -can)l..ll8 tram sen1.ces for 
central Queensland and processes to estabhsh access charges for new train services. The 
w1dertaking also sets out the process required for an access seeker to negotL.1te access to the 
i.nfrastmcture and how m y djsputes in relation to access rue to be resolved. 

Aunzon Network1 s current access oodertakmg {liT3) was ongmally due to temunate on 30 
Jwle 2013. but has bee:1 extended, mcludi.ng transitional tariffs for 2013-14, to 30 JlUle 2014. 
Aunzoo Network submitted a replacement lmdtrtakmg (lTT4) to f11e Authon ty on 30 Apnl 
2013, wlucb "antlcipared to apply for a four-yearregulatoty penod (2013-14 to 2016-17). 

The central Queensland coal region (CQCR) cotnpnses four systems, namely, Moura, 
Blaclwater, GoonyeUa illld New lands Anrizou Network also operates tlte Goonyella to Abbot 
Pomt Expmston (GAPE) system which conn,.,ts the Goooyella and Newlaods systelllS. 
(FW1ber mfannat:on on these systems IS a\·atlable at 
bttp·/1\vw .. , .aunzon.com.aulnen\·orksvstems/Pages.l'~etworkSHvtcf's aspxl 

A Significant component of the reference ta.tUfs for each system 15 an allowance for 
m:untenance, operatmg and capital expenditun'. 1 he Authonty has already appowted a r.ul 
en~ consultant to perform a tf"Chrucal assessu1e11t of the cap1tal, lll3Jlltenance and 
operatmg expendirw-e forecasts, for reasonableness, wxler a separate arrangement. 

The Autho:-try ts now see.kmg to enga.ge a consu113.0t to ass1st w1th lbe asse;sment that ~lates to 
the finance, msurance and tax aspect; of operatm~ and capttal ~xpendtrure (OJ"e('asts. 

TlllS analysts will wfOIDl the Authority' s decJs1on on Aunzon Network's replacement access 
WJt.koJ·tal..iug. 

-I-

2. 

The PlUllOS? of this consultancy ts to asstst tht Autbonty Ul 2.SS~SUlg spenfiC .aspectS of 
Aurizcn Network'!. for~ast operntin~ and capital ex~diture far the UT4 rep;ulatory penod. 

In S\Ullluary, thE" principal tasks for the consult:mt are to: 

{a) revtew spectfic aspeciS of Aurizon Nen.vork 's forecast operatmg and capdaJ expenditure, 
and assist the Authority to identify my ac!ditiooaJ wfomuuion r!'qUU'td; 

(b) asses~ the ~asonableness ood effictmcy specific a~ct.5 of Awuou Nelwcrlc· .s fort'Cast 
opcrnting o.nd copitO.: cxp.-"Uditurc pnrttculmly the allocc:.hOtt of Aunzon Network's 
eorpc:r.1t~ ov@I'bead costs; 3Dd 

(t") "rln"'" tlw- AmOOrit"f m nmtff>f'. r.JI~ hy d~kf"hn'~ tlnnnt fhp 1 Tf4 puhhc- rmo;;11ltahon 
process. 

As noted above. the Atibori.ty ts also ste:L:mJ, techwcal etlA!D-~ adnceo on the 
reasonablen..>ss of Anrizon Network·s mamtenaoct, operattng aod oapltal I!XJl'OcbtuTe forecasts, 
thrrugh a >epm~~e coosoltancy~ Sinclair K.mghl l.ttrz (SKM) has been awowted to this 
consullancy. 

llus nquest foc pro;><>sals relates only to !inanttal aspects of Annzon .~er,,·<ri: s cperatwg aod 
capnal expendltur'e forecast~ in UT4_ HO\\·ever, consultaats m.1y WISh to l'e\'lew tb~ tmns of 
reference for SKM's rE\1ew to fon.n an wDe:'SUndmg of the overall scope oftalis on \\1uch the 
Authonl) ~~~k.iugac.Jvil~-

3. CO:->St:LTA.'>CY TASKS 

-~- 1 Tnfol'ln:uinll RP\iPw :~ml R pqnP<it 

In or~r to perfOilll its asse-ssment. the constdtant is requued t.o revle'w AlUUOo ~e-rwork's 
foreca~t operatmg and capital expe11dtture contamed Ul the relevant SKtjons of Uf4, along ·wtth 
any supportutg nuterial, by: 

(a) •nsurutg that the data and material pro·.;ded by Aunzon Network are m a fonn (and 
tonnat) to enable the consultant to romplt-te tasks ut3 .2·3.3 below: 

(b) tdentlfYing 3I!Y additiornl data or mfomtanon lhat tlle com:ultant rf'<!.lutes to complete 
ta>k."n 3.2-33: 

(e) prt'pOtUlg r.n mf.>n:lfltion request t.h.at th~ Authonf) wdl subo:lt ro AlnZOD Network on 
tbe balS of the r~views i:::J. 3.1 (a) and (b)~ and 

(d) keeptng a reg151er of the eocstitant's requests for Ulfomunoo. mdudwg the status of 
Alrl1DD ~t:n\-orlr::'s re>pOtl.Sf'S. 

The proposed operatmg expenchrure for 2013-14 ,; hlgter by 44% thao the allowance approved 
by theAuthoruy m ~012-13 under the 2010 tUldertalang. 

Pan ot the m:'l"nst m opmttt.n,g expenditure can be attnbured to Aur.zoo ~etworlt"s new 
methodology to ealru.late corponte overnead costs - t.e to quanufy tM C'Of'J)Ont'e o\·erbead 
costs dtat would be attributable to tile pto\isioo. of sernces lll thf L'Q<.:K Lf Aun.zon !\etwork 
operated on a stand--aloce basB (Aurizon Necwork. sub 3. p.ll9, avatlable here: 
htly_//v.Yt\\ .m:a u:v.aulfill".JR.~AunL.OIJ-QR201 3DAU-E.UV!otiBB-O.S 13.000 
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J.l .-\<!HSmt nl of Fortca<l Optrating El:pt odlturt 

Aunzoo Network' s forecast op=nng exptndllure lS presented m Chapter 10 of Subuussum 3 
of the liT4 materials (av:nlable here: http \1)\W <~~'" O!'j awfilcVR-A\U]zon-OR1013DAU
ExMatBB~513 .pdf) and rompnses of a numl>er of categones. Each of these categones 
conlanlS elemems of chrect <0515 (1.e. w!uch can~ annbuted to a spec1fic S)"'lem) and elements 
of common costs (i e. which caru1o1 ~ nHnbUied 10 a specific systom) Key operanng 
expend !lure mdudes · 

corpornte. 

mfrastrucrure management; 

lrnlfl contro~ safeworkmg and operanous admuustraboo, 

1~1Kommuwauons. 

tranSilllSSIOD CoonectlOD CostS a5SOC13t ed wJtb eJe<'tnC tracUOO traulS, and 

eovuorunental charges. 

Sub-rosk 1.1.1: Re>;tm' of cosr allocmion methodolog;) for corpomre OIV!rheod cosrs ro .~11ri:on 
Nem'Ork 

Aunzoo :-lflwork has a ~onlllllSStoned repor1 from Ernst & YOllllg lo delero:llU<! the approprule 
cost alloalllon methodology for COIJlOt"le (Aunzoo Holdlngs ') overhead costs to Aunzoo 
:-lttwork. Ernst & Youog's repon lS Annex G of liT4 (avrulab!e bere· 
hnp Wl\W Q!1! <q.awfilo:s/R-AunzooG-Subanmon•-I>AU!l-513 pdO Tbe descnphon of the 
allo<allOll ruetbodology and rallonale are !ugbbghted m sectlou 10 2 of SubOllsSlou J of the 
liT4 matenals 

nus sub-task reqmres the consultant lo re\leW Ernst & Young' s repon, and any 1l10fe 

wfonnnhon Aunzoo Network can pro\1.de 011 tills matte'l\ and prov1de an OpullOD oo the \-al.Jdtty 
of the cost allocallon methodology used by Aunzoo Network. 

S!1b-UJSk 1.2.1: Benchmm·Jring of cosr of i l lSIIn>llce prem1mns 

Aunzon :-letwork has a colllllll5stoned repon from \Vllill thai pn>VIdes au opuuoo on the cost of 
lDSllfllUCf for staud-alooe l!lSU1111lCe pohcles co,·enog Aunzon Nttwork lD relalton to 11s 
oerwork ul the CQCR Willis' repon lS prestnled ns Annex I of liT4 (available here 
http www gca oro au filesiR-Aunzonl-SubtrusSloovDAU13-5!3 pdQ 

nus suJ>.task reqmres the consullaDI to m,_w Wdlts report ~rk the UlSU11Ul"" costs 
agamst comparable conlpatlles and proVIde an opwoo on tl1e vnhdlry of the cost of lllSlll'2IICe 
proposed Ill the route.'(( of the assUlllphOO thnt AtUlZOO NttWork operates as a s tand-alone 
OOslllt'SS 

Sub-task 1.1.J: Re>ie>• of Calculanon of Mmt Dcprtoanon Profilt 

nus sub-task requ= the coosultanl to pronde an opuuon on the proposed change lD 

calru!anoo of DllDP deprec13noo profiles as discussed w seclloo 6 ~ of SubDllSSlon 3 of the l!T4 
ruattnals. wcludtng whether tlus ~would han• any taX ~hcallon. 

- J-

S!1b-rask 1.1.4: Bencllmarkrng offorerast audri costs 

Aunzon Network bas forecast annual cost for compliance audits as presented m table 65 
(SubnusSloo 3, p. ll6) 

nus sub-task reqmres th e consultant 10 proVIde an opuuon on tl~e reasonableness of the nudll 
fees forecast . 

Sub-rask 3.1.5: High Lt!rel Re>;ew of Foruasr Ope1ormg Expenduure 

n us sub-task mvo!ves cooducnng a !ugh le\·e! reVIew of Aunzon Network' s forecast operatmg 
txpen<brure by ~!uoari<mg the forecas1 operanng expenditure for the CQCR w11h rele\·aot 
mdustry comporntors and corupanng the forecast openumg expeodlture 10 curm11 operanng 
expendlnu-e at both the regional and S)>tem levels Accordtogly the consultant "reqmred to· 

(a) btnc!uuatk Aunzou Network' s forecast lola! operatmg expendtrure for the CQCR 10 thnl 
of reltvant bt!ow-r:ul oerwork Ulfrastru<ture opemton (espec1ally btavy haul networks 
511Ch as coal) on the hasis of. 

(1) rot!.! absolute dollars, aod 

(u) dollars I tram path. 

(b) <ODlp3ft Aunzou :-lerwork' s forecas1 operanng expeodlllft to liS Cwmll operanng 
exptndlrure on an otlDual basis at th• re!!Jonal !•vel (1 • 311 four S)'SienlS u1 aggre~ate) by· 

(1) tot!.! absolute dollars aod dollarsttraw path. and 

(u) total abso!ure dollar> for each major cost category 

(c) compare Aunzon Network' s forecast opernnng expenditure 10 liS c=t opernnng 
expendlnu• on on annual baSis at the S)'Siem !evt ! (1 t for each of t he four CQCR 
systenlS) by-

(l) total absolute dollars aud dollan / lrnlll pnlh, and 

(u) tot!.! absohtte dollars for each major cost category 

(d) txplattl the reasons for auy dtfferences between operalmg e.pendlture Identified m (a)
( c), (e g changes m adtnuustraovl' and or labour coslli) 

Sub-U!Sk 1.2.4: Total Cost Benclvnarbng 

Total cost benclunarlang relates 10 asses5Ulg lht total cost of pnl\1dtog the cost of the sen><• 
(operatmg costs. as weU as a meaSllfe of <aJll!al costs wluch can dtffer d<]>eodtog on the 
methodo!O!!Jcal approach adopted). The obJe<hve of toto! cost btuchmarkmg lS to dewlop a 
,,._, of o\·eraU producn\Oty by meiiSUriJlg lh• ralf of clJaoge of total cost 10 the ralf of clJaoge 
of outputs through tune ll c.-an be done based on dlt treods of a SUiglt company or across 
co~arues or \\lth ~~ to the economy as a whole 

Tius task reqwres the consul Ialli 10 btocllmark Aunzou Nelwork s tot!.! com agamsl liS lust one 
perfonna""" and liS future forecas1 perfortllatlCe and lf pra<llcab!e smu!ar comparues, as well 
as prondlng an opwoo on !herr general effioency w oomparuoo to lhe QlleellS!aod economy 
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Sub-task 3.:!.5: Delat/ed Re'ITew of Forecast O}X'I'amrg Expendrtun 

Tlus sub-task ceq= the consultant to assess each of the operotmg expeodlnu-e categones for 
reasonableness and effic:teocy. For each cate-gol)' lhe c-onsultant \\ill 

(a) assess Annzon Network 's forecast operolwg expendtture to ensure tlll11 the forecasl cost 
does not reflect· 

(t) costs tlll11 are olso mcluded mother operntmg expendtture categones (ce. there IS 
no 'doubl~ounting'), 

(u) operatmg expendtrur. assoctated \\1th Aunzon Holdtngs Luruted' s abov,--ratl 
3CU\'llltS, 

(ui) other costs (e.g_ overheads) assoc1ated \<1tb spectfic capual works projects wluch 
are the subject of separate appltcauons to the Authonry; or 

( IV) any other source of double-<:<>unbng rb~ consultant may tdenttfy 

(b) adjust Annzon :-lern·ork' s forecast cost to remove any double<OUlltmg (tf apphcable) , as 
tdenufied w (a), 

(<) benchmar\: Aurizoo Nern·orl:' s forecas1 opernlulg txpendtrure (usmg the adjusted forecast 
cost w (b) tf apphcable) agamst the operotmg e:<pendtture of rele\"3llt mdustry 
comparatoo; for efiiceDC): 

(d) 1denufy and e:<plrun the dtJference befi,-een the (ad;usted) foreca.r cost and the 
benchmarl< cost; 

(t) detemune whether or not Aunzon Nern·ork's (ad;usted) forecast cost IS reasonablt and 

(t) tf reasonable, the coDSU!tant should confinn !Is acceptance of Aunzon Network' s 
(adjusred) forecasr and proV1de tts re3SOlllllH, or 

(u) tf not reasonable, the consultant should detemune a reasonable forecast for the cost 
category wtth reference to the analystS to (c) and proVtde tis reasorung 

(f) detemune whether Aunzon Network's forecaSI opernlulg txpendtrure UJClndes an 
adjusrment to reflect producttVtty Ullpra\'t'UJenrs O\'tr the 1'\'gulotory penod (e g. x-factor 
or other adjustment): 

(t) tf Aunzon. Nttwork has not proposed an ad;ustment to reflect producUVtty 
unprowmenrs, ~s whether or not tlus ·~~wnptton ts "'"SO!lllbl• based on 
relevant factoo; (e g. forecast volumes I capttal expenditure) , or 

(u) tf Aunzoo Network bas proposed an ad;uSlllletlt to rtflect procluctl\1ty 
unprowllli'llts, as~s tht reasonablmtSs of tll3t adJUStultnt takl!lg mto account 
rele\'ant factoo; (e g. forecasr Yolwues I cap1tal expendtture), and 

(w ) w e1ther case, the consultant should confirm 1ts acceptance or not, of Aunznn 
Nttwon :' s proposal If Aunzon :-lern·ork • s proposal tS una«eptablt, the cot'ISUltant 
should detenmne an appropnate adjUS1lllellt to Aunzon Network 's forecasr 
operalulg e:.'<pell<hrure to reflect prodocb\1ty unprm·ements The ~onsultant should 
pro" de tiS reasomng. 

- S -

The coDSU!tant will undertake tasks (a) to (e) for Aunzoo Network's forecasr operatmg 
expeodtrur. categones for each CQCR system and for each year of tl1e UT4 pennd (expected to 
be 2013-14 to 2016- 17). 

Task (f) need ottly be undertaken at a regtonal le\·el (i.e. total forecast operatlllg expendtrur. for 
the CQCR) over the UT4 period. 

3.3 Assessment of Capital ExpenditurE' Proposal 

Aunzon Nehvork•s proposed Capttal Indtcator mdudes forecast capllal expenditure- of $1.95 
billton over four years for each CQCR system and the GAPE. as descnbed in Chapler 8 of 
Volmne 3 of the- UT4 materials (available here: http://www.gca.org.aulftles!R-Aunzon
OR10!3DAU-ExMatBB-05 13 pdf)_ "Capital Indicator" IS defined Ul UT4 as 'the anntk11 capital 
expendtture allowance approved by the QCA, from hme to tune, for the purpose of assessmg 
the relevant Reference Tariffs'_ 

The Authonty requues the consultant to pro\ll.de an opuuon ou specUic aspects of Aunzon 
Nen\·ork·s forecast capttal expendlrure_ 

Sub-task 3.3.1 Tax Ad\7.ce on Interest d11ring Consm1cnon (/DC) 

The Aurhonry reqtures the consultant to pronde an opuuon on one spectfic aspect of Aunzon 
Network's: forecast capital expenditure_ 

Tlus task reqwres the coDSU!tant to P""'de the Authonry '"th tax ad~1ce on the reasonableness 
of sectton 8.6 of Submission 3 of the trr4 materials_ whtch JS Interest Dunng Construction. 

Sub-tnsk 3 .. U: Re~'iew Capital Cosr Bufld-Up 

The consultant ts to re\lew the capttal cost build-up and 1ts relat1011Slup to nsk management. 
Whenever a project or set of projects is constructed, the ros1. tunt and scope associated wtth 
them 1s assessed based on the risk marugement framework. The cost btuld-up. and parttcularly 
the conungency funds, should bear some relahonsbJ.p wtth the nsk assoctated ·wtth Aurizon 
Network not meeting tb{' targets associated w1th that project. 

Tite collSultant is to review Aurizon Network's methodology to calculate capital cost build-up, 
and how tt links to the investment frnmework and risk contmgency measures. 

3A Ext>trt Opinion ou Further Aspec-rs or Cf4 

Tht Authonty may request further adnce from the consultant on other matters related to the 
proposed UT4. II is therefore unportant that the consultant quotes rhelf standard fee rates for 
any ad hoc tasks or contract vanations_ 

3.~ .-\d\·irt on Public Con~ultarion 

FoUowmg Aunzon Network's formal lodgement of UT4, the Authonty has pnbb.shed the 
undertakmg on 11S websue, and wvited pnbltc connnents by 10 October 2013. 

Tite consultant will provide- the Autbonty \nth techrucal ad\1ce 111 assessmg maners raised 111 

subtrusstons relaung to Aw:izon Nern·otk' s operallng and capttal expendtrur. proposals. 

~- R.ESOl'RCESJD.-\ T.-\ PRO\'IDED 

Tht Autbonty will provide the consulta::tt with mformabon on Awuon Net\\"Ork·s: 

-6 -
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6. 

foremsr total opernllng expenditure (2013-14 to 2016-17). 

forecasr demand (railings) (2013-14 to 2016-17), 

total acnral operabng expendlnlft (2009-10 to 1012-13). 

arn10/ demand (railings) (2009-10 to 2012-13) 

The Authonty "'U also be able to pronde the consultant WJth uJfonnntJon pertauung to the ne>ct 
regulatory penod pro\1Cied by Auruon Network. 

The coosultaut will be required to source additional mfonnauoo required to tutdertake the 
COnsultancy from Aunzon :'>letwork and oth..- stakehold..-. as appropnate- Of parttcular 
relevauce ""' the AutlJonty' s deciStons, workmg pap..-. and consultancy reports related to 
Aunzoo Network's 2001. 2006 and 2010 DCCI5S undertakmgs The-se doc\uneots ""'a\1lilible 
from the Anthonty or for do"woadJng from Jts websne at WWI\' gca 0!'11 au 

The Autbonty will facilitate the acqwsmoo of all ne-cessary wfomuhon mdudJng pro>1dJng an 
tntroduchon and contacts "'th Aunzoo Network represettab\'eS to enable the consulblllt 10 

complete tlus consultancy. 

PRO.Jl:CT TniE FRUIE 

The consultant should be a~1lilible to cOID!llmce work on 2 Stpttmb.r· 2013. Dates for 
comple-uon \\ill be detemnned at the llllle of appowt:JIJOn~ 

PROPOSAL SPECIFIC.HIO~S A.'l> FEES 

The proposal sboold 

mdude the name. address and legal sllltus of the tenderer: 

prD\lde the proposed methods and approach to be apphed, 

proVIde a fL~ed pn ce quote for the proVISIOn oftl1e sem ce. deta tled herem. and 

oomwate the key personnel who will be engaged on the asSignment, togeth..- wtth the 
follomng wformanoo. 

11Jlllle , 

professtooal quahficattons, 

geo..-al expeneoce and expenence whtcb IS directly relt~'lUitto tlU5 ass1gnmont; 

expected tune each consultant \\ill work oo the proJect. and 

standard fee rates for anycontracl vanA1101lS 

The fe-e quoted IS to be mclus11·e of all expenses and disbursementS A full bmlkdown of 
consultancy com "requlftd 111th sraff costs reoounled to the coosul tancy work-plan 

To<al payment \\ill be made \VItbm 28 days of rec'el>1118 an ID\'OICO at the conclUSion of the 
consultancy 

-7-

8. 

9. 

TillS consultnncy will be offered m a=rdaoc~ \\1tll tl10 Autlmnty's standard contractual 
agreement 

Tlus agreemem can be vtewed at http:/hA·v,r'IA' qca org .aulnboul!con~ultnm~ynmement php 

REPORT~G 

In carrymg out tl115 projec~ collSl~llng sem ces will wvolve completmg the consultllll<y tasks 
descnbed m secttoo 3 TilO pnmary dehwrables requlftd are 

(a) a deL'Uled wfonnation requ15t (as detruled m secllon 3 I oftlus tenus of ref..-etlCe); 

(b) a draft report wcludJng the consultants. 

(t) asse-ssment of Aunzon Network's forecast opernllng expenditure for the liT4 
regulatory penod (as detailed m secttoo 32 of these terms of rtferenre). 

(u) tf necessary, the coosultanfs mdependent forecast of elements of Aurizoo 
Network' s operallng e.~ture 0\1C"I' the liT4 regulatory penod (as det~ed m 
secuon 32 2(e). of these terms of ref..-ence); and 

(c) a final report that reflects the Autbonty s ftedback on the draft report and stakeholder 
conuuents ansmg from the pubhc ronsultallon process (as detatle-d m secuon J .S of the-se 
tenus of ref..-..nce). 

Tite consultant will be requlftd to pro.,de the Auihonty \\1th progress reports on an "as 
reqwred", and at least we-ekly t.rus 

Project deh1-erables will be reqwred by the dne date agreed betwe-en the Autbonty and the 
successful consultant. All reports lllllSt be finahsed pn.or to project oompletton 

If necessary, the consultllllt should ad\-.se at e-arltest opportulllty any mttcal ISsues that may 
unpede pro~s of tl1e consultancy. partiCularly ISSUes that unpac t on the successfi~ dehv..-y of 
the consultancy tasks w sectton 3. 

At the conduston of the consultancy, the consultant 111 11 be reqwred to pro1~de the Authonty 
\\1lh a personal presentatton on the findmgs of the aoal)"iiS m add1t1on to preseruwg tlu-.e (3) 
coptes of a wntten report. An electromc \-eruon of the fmal report IS also reqwred, sa1·ed ut 
Mlcroso~ Word wtth any oumenc data m ~=so~ Excel 

CO:-o'FIDL''TIALITY 

Under no etmWlS!llllCe IS the selected consultant to dlm lge any tnfonnatton obtatned from 
Aunzoo Network or the Autbonty for the purposes of tlus cousultancy to IllY party other than 
\\lth ihe exphctt pemussion of Aurizoo :'>lerwork aod the Autbonty 

10. CO:-oTUCTS OF L'TERI:ST 

For the purpose of ibJs consultancy, the coosultant IS requlftd to affinn that there ts no. and will 
not be aoy, confhrt of Ull..-est as a result oftlllS coosultaocy. 

I I . Al'THORITY ASSESS~IE:-.'T OF P ROPOSAL 

Tile Authonty uses the follo\\1llg fonnatto assess ten~ 
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RSM Bird Cameron 

W r ight Cti trria DrsCiiption 

Bmdmg Confhcr of r.nterest ldenuficanon of. . actual confhct . per<el\-.d couflrct . current or pas1 work for nny of the stakeholders 
uwolved 

40% Tecluucal experose Do the proposed wdmduals have expenence rn the types of 
of Proposed T eam pt"Oje<.l> requu-.d by tlus cansultancy? What skill sets I 

expenence ntakes them partlcularly appropnate for tlus 
consultancy? 

2<>-• FU'III E.xpenence Pre\.1ous expenence dl8t the finn can bnng to bear on rbe 
project Track record of the fU'III rn undertakwg the same, or 
sllll1lar. t;pes of projects Does the firm ha\•e any spec13l 
resources that g>ve u an advantage owr other firms m 
undertalo.ng rills projecl" 

30'· Proposed Tbe propos.• I clearly rdenllfios the metbodology the 
Methodology and c-onsul rant unends to use to ll!ldertaJ,;e the task. The 
Approach consultant bas mucnnd the proposal such that 11 IS clear 

there IS a """'Pf"hensl\·e undentandmg of the tasks. rssues 
and lhe OUICOilli!S reqUired. 

10% Resoomng (i) the proposal rtenuses the '""""""es tha t mll be used and 
pro>1des a breakd0\>11 of how when and wbere they \\1U be 
used (7%). 

(u) the finn appears ablr to pro"de backup expertiSe 111 tht 
event !liS ~eded (3%) 

Valtlf for Money Constderallon \\111 be gtvtn for . hourlyratos, . total number of hours proposed, and . scope of works proposed 111 the methodology lD 

reJauon to We total cost QUOted 

In maklllg tis assessment agamsr the cntena. th• A uthonty \\111 plaoe most wetgbt on rele\"311! 
expeneoce of the team m<>mhers rnvolved and the proposed method for the rompleuoo of the 
tad:. 

The consultant most hold all necessary workco,·er and proftsStonaluJdemruty UlSUf311Ce. 

13. Ql'ALITY .-\SSl 'R.-\ .. .'\"CE 

The consultant IS reqrnred to rndude detatls of quahty assurance procedures to be apphed to all 
mformattoo and outputs pro'1ded to the Autbonty 

-9-

14. C RIE\ "A.'iCE.S 

If dunng the course of your tngagement you wtsh to ~ any gnevances or make a complalDl, 
please contll<t Mt\ Rob)'ll Farley-Sutton. D~t<etor Corporate Srmces, ou (07) 3222 0505 or 
rob}n farley-sunon@qca org.au. 

IS. LODCDrE.'iT OF PROPOSALS 

Proposals are to be lodged \\1th the Authonty by 11:59 p.m. Wednesday 28 August 2013. 

For further mformano n con<mung tlus consultancy, pleasr contact Ms Clotllde ~Ianger on 07 
3222 0587 or Ms. Farbaoa Chowdhury on 07 3222 0554. 

Paul Btlyk, Dlt<Ctor 

Q\Wmlalid CompettllOil Alllhooty 
OPOBox 2257 
Bnsbane Qld -100 I 

Phone (07) 3ll2 0555 
Fa' (07) 3221 0599 
Eru:nl ratl~qca.org.nu 
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Appendix 2- Sources of Information 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

2013 Draft Access Undertaking Volume 3: Maximum Allowable 
Revenue and Reference Tariffs ("Volume 3 of Aurizon Network's 2013 
Draft Undertaking") 

UT 4 Maintenance Submission 

Aurizon Network excel based corporate cost allocation model 

Ernst & Young report - Benchmarking of Corporate Overhead Costs 
for Aurizon Network Operations 

Energex cost allocation methodology- February 2009 

Energex audited annual report- 30 June 2013 

Aurora Energy cost allocation methodology issue 6.3- May 2011 

Aurizon Network audited annual report- 30 June 2013 

Aurizon Holdings audited annual report- 30 June 2013 

Aurizon Holdings- Historical Corporate Costs Spread sheet 

Aurizon Holdings Corporate Fixed Asset Register and Depreciation 
Calculation Spread sheet 

Aurizon Holdings detailed breakdowns of historical and forecast costs 
for selected cost centres 

Deloitte Access Economics - Estimate of QR Netvvork Maintenance 
Services Overheads -1 November 2012 

Thomson Reuters 2013 Boardroom Remuneration Review 

Discussions with Aurizon Network management 

Willis - Expert Opinion on the cost of insurance premiums for the 
purposes of the Aurizon Network Access Undertaking 2013 

Aurizon Holdings Insurance premium information for FY13/14 

• Comparable insurance information provided on a no names basis 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

Excel spreadsheet - '13090 - RINGFENCED - Weighted Average 
Mine Life' 

Wood Mackenzie Coal Supply Service Australia Production and 
Reserves Report -November 2012 

E-mail from Aurizon Holdings Tax Manager -1 October 2013 

Listing of Aurizon Network's historical compliance audit costs fo r the 
years ended 30 June 2011 , 2012 and 2013 

Aurizon Network Compliance audit invoices for the year ended 30 
June 2013 

Aurizon Network Regulatory Compliance audit plan for the year ended 
30 June 2013 

Comparable benchmark information held by RSM Bird Cameron 

Discussions with QCA 

PwC review of Westnet Rail's 2009 Floor and Ceiling Costs report 

ARTC Application - HVAU 2010 - Hunter Valley Forecast 2011-2019 
(public version) 

ARTC Hunter Valley business presentation dated March 2012 

Aurizon Holdings' historical and budgeted corporate cost breakdown 
summaries 

Aurizon Network's historical and forecast system wide direct cost 
summary 

Aurizon Network's historical and forecast train path number statistics 

Excel spreadsheet - 131009 - In Confidence - Calculating IDC for 
UT 4 Model (FINAL) 
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RSM Bird Cameron 

• 

• 

• 

E-mail from Aurizon Holdings Tax Manager- 8 October 2013 

Cost Estimating Procedure (T 1137 Version 1.0 Date 2/08/2007) 

Project Management Manual (PMM 1312, Version 1.0 Date 
14/06/2013) 

• Enterprise Risk Management Framework (Version 6.0 Date 
8/07/2013) 

• 

• 

• 

• 

• 

• 

• 

• 

• 

Project Governance Framework 

Investment Framework Manual Version 3.1 dated 1/11/2012 

Project Summary sheets for the above three projects and updated 
summary estimates for Project HPX 3 (APR 11 007) and WIRP -
Stage 1 Packages 

Risk Register for North Coast Line Aldoga triplication and Wiggins 
Island balloon loop (A02976) 

Aurizon UT 4 Maintenance Submission 30 April 2013 

Excel spread sheet - ROA - STS July 2012 -16112012 - BCD Track 
lifter LK v1 .8 (WACC 6.93%).xls 

Excel Spread sheet - ROA - AM Assets July 2012 - 15112012 -
FY17 duplication out v1.4 (WACC 6.83) .xls 

Excel spreadsheet- Capex cashflow- Resurfacing Feas Nov 13.xlsx 

Stage Gate Process: Capital expenditure Feasibility Investment 
Approval Request - Procurement of 2 high production switch tampers 
and 2 high production ballast regulators- 7 March 2012 

• Stage Gate Process: Capital expenditure Feasibility Investment 
Approval Request - Ballast Fouling Removal Project - Ballast 
Cleaning Fleet Tranche 2- November 2013 

• 

• 

Aurizon Network UT4 return on inventory and working capital base 
calculation methodology explanation 

Aurizon Network Excel Spreadsheet - Inventory Values all plant and 
stores 18042013 
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RSM Bird Cameron 

Appendix 3 - Glossary of Terms and Abbreviations 

ACCC- the Australian Competition and Consumer Commission 

AM -The Asset Maintenance division of Aurizon Network 

APQC - American Productivity and Quality Centre 

ASX- Australian Securities Exchange 

ARTC- Australian Rail Track Corporation Limited 

Asciano - Asciano Limited 

Aurizon Holdings- Aurizon Holdings Limited 

Aurizon Network- AUrizon Network pty Ltd 

BMA- BHP Billiton Mitsubishi Alliance 

BMC- BHP Billioton Mitsui Coal 

Brookfield Rail- Brookfield Rail Pty Ltd 

CPI- Consumer Price Indexation 

CQCN- Central Queensland Coal Network 

CQCN Systems- The Blackwater, Goonyella, Newlands, Moura and GAPE 
rail systems. 

CQCR- Central Queensland Coal Region 

Deloitte- Deloitte Touche Tohmatsu 

FTE -Full Time Equivalents 

FY- the Financial Year ended 30 June 

GRV- Gross Replacement Value 

GTK- Gross Tonne Kilometre 

HVCCC - Hunter Valley Coal Chain Coordinator 

IDC- Interest Duri ng Construction 

IPO- Initial Public Offering 

Km- Kilometre 

MAR - Maximum Allowable Revenue 

MEA- Modern Equivalent Asset 

Mt - megatonne 

Post-tax nominal classic WACC - a measure of the post-tax return required 
to be applied to nominal cash flows that 
do not take into account the tax 
deductibility of interest. 

Post-tax nominal van illa WACC - a measure of post-tax return required to 
be applied to nominal cash flows that 
take into account t he tax deductibil ity of 
interest. 

QCA - the Queensland Competition Authority 

QRC - the Queensland Resource Council 

RAB- Regulatory Asset Base 

ROA - Return on Assets 
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RSM Bird Cameron 

RSMBC- RSM Bird Cameron 

RTCA- Rio Tinto Coal Australia 

STS- The Specialised Track Services division of Aurizon Network 

UT3- the period from 2010 to 2013 being the term of the 2010 Access 
Undertaking, being the third access undertaking covering the CQCR 

UT 4-the four year period from 1 July 2013, being the proposed term of the 
2013 Access Undertaking which will be the further access undertaking 
covering the CQCR 

WACC - Weighted Average Cost of Capital 

Willis-Wil lis Australia Limited 
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Appendix 4- Regulatory Cost Allocation Precedents 

Summary of precedents 

I 
Cc"'p.lnl' R~OJ lllv A Uoc.allor l:.d!.i\ 

Enervex Austranan En~rvv F~t>x's corporate overheacl cost t~llocaUon Is based on a blendl!d allocation method: 
Requlator(AER) • ~or regulo~ted s~r ofl::cs- Tot~:l direct spend <reo serv.us) 

• for non reouto~trd ~ervlcrs 
1 Aneh (pwport on or non reoutatea assets w rsus total as,ets) 
1 H~ount(proportron of non reo~Jatrd hea:lcm.lt vtrS~<S total lleaOCoun!) 
3 . RevrnuetproportJcn of non requl.lted revenue versus total revel'ue) 

The averaoe o! tne three- ba\ls forms the basis of the overlltilllco$1 alloatlon to non 
0 regulated s.ervices .. 
1? .. CltiPower/Pow«rcor Austr alian EntriJV for Sl\areo costs. a blended allocation method Is usl!d where a three factor formula Is ii 

R~ulator (AER) applll!d to tile lunctton cateQOJits to allocate the costs recorl1ed In these functions between 
CJIIPow•rand Power cor. Thettvee I actor formula Is based on equal welgnting of: 

Value of tne Regulated Asset Base 
Dlstnbu~•onrevef'ue 
Customer nu~rs 

Stlared costs are allocated between cateoorles of Distribution Services usJno an appropriate 
causal allocator. 

Aurora Austr<Mian Enl!rcrf The overhead cost altocators vary d4rpendlno on the sharea cosL V.rlous Causal AUocaton 
R•qulator (AER') lnctucte: 

~ 
Number ol PCs. (e.q., rr ~"agement) 

" 
Occupied floor space ( t .Q rec lilies Manaqemert) .., • Oollaf v;alue of contr.Os (e. C). ~ocureonc:nt) u 

s I nE ernOIOVf'l!S (~ o. Pee Ole and Culture-Business Systems) 
.g • Total num.~ of ilqht o~rl() heavv vet~,oes oer otvtslon (e.o. Reel ~~ne11t ... 
> SVStC!111s) 

Aurora usi!S just Of'e non-c.usal alloa1or. De•no tne "'t iQtlted a~aQe ot 1114! total cost 
illocatlons til at hilve a causahty orlver (e.o .• Corporate aflalt5). 

ii J•mena Australian En«9V Jem na·scOfporate overlwo.ld cost allocatfon metlll)d Is based on OlrKt Cous: 
.... ~ulator(AER) The proportion of direct costs !Of each 5ervlce c~ry to total direct costs 

!11 ERNST & YOUNC 
Qwlity '" Ewrytltlo1 )- DD 
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Summary of precedents 

Company Regulator A II ocatron basts 

Victor ian Rail Track Corpor ation Essential Services Vic Track uses a Direct Cost Allocation Method. ViC Track's indirect costs, Including 
( Vic Track) Commlssion (ESC) corporate costs, are allocated In proportion to: 

Pro-rata basis o f total direct cost by business unit. 
Where costs are Incurred tnat cannot be directly attributed to a particular activity of 
VicTrack's r ail business(e.g. the management of the rail bust ness), the costs will be 
allocated on the basis of a reasonable estimate of the causation of those costs. 

t;; 
0 
v Dalrymple Bay Coal Terminal (OBCD Queensland DBCT uses a Direc t Cost Allocation Method. Tt1e QCA commissioned consultant s to 

(operat ed by Prime Infrastructure> Competit ion Authority evaluate the OBCTs overhead costs as compared to a notional stand alone operator: 
(QCA) Using a bottom up approacn Olv ldlno overhead costs Into non-contested costs; 

type contested costs: size contested costs; ant:! excludet:l costs. 
• Using a top down approach by comparing the level of overhead costs as a 

percentage of total termtnal costs or operating revenue compared to other 
terminals (I.e. benchmarking). 

Cll APAGroup Aust ralian Enen;~y A PA Group corporate overheat:ls are allocated to each asset based on the forecast 
:::> 

ReQUiator (AER) revenues received for each asset. c: 
~ ... 
Q:: 

Australian Rail Track Corporat ion Au stralian Competition ARTC Non-Segment Specific Costs for the Hunter Valley Coal Network are allocated in 

"' ltd (ARTC) and Consumer proportion to: 
E Commission(ACCC) Gtkm (Gross tonnes multiplied by kilometres) for Non-segment Specific Costs ::.:: ..... associated with track maintenance 
"' "' Train kilometres for Non-Segment Specific Costs not associated with track c: 
c: maintenance. 0 
I-

28 C2013 Ernst & Young Australia. Liability limited by a scheme approved under Professional Standards Legislation. iU ERNST & YOVNC 
Quality In Everylhin& We Do 176 

~ 
c: 
<I> 
-g 
0 
<I> ... 
0.. 
c: 
0 

+=i 
('(S 
0 
0 --<( -~ 
(.) 

>. ... 
~ 
:::::,: 
0') 
<I> 

0::: 
I 
~ 
)( 

"C 
c: 
<I> 
0.. 
0.. 
<( 



RSM Bird Cameron 

Appendix 5- Ernst & Young -Corporate Cost Benchmarking - Process Overview 

Aurizon Network - Operations 

Corpor ate Cost Benchmarking- Process Overview 

SteQ 1: 

ldtntl ty & 
Enqaqc Ra11 
Companle~ 

Stop 2: 

O...Qnlnd 
•uue Oi" 
ReQu.,l 

5101> 3: 

Rocowen 
Rt ... ttw Cost 

O.to 

Sltp4: 

AIIQntMnlot 
c .. t sue•••• 

Stop S: 

Gtn~ate 

BenctwT!arll.s 

Stop6: 
Collate 

Altouttons& 
&encrw-nan.s 

Stop 7: 

Analy"'l 
Repo<t 

nnd..,qs 

ldentolled suitable comparison oroantsatlonslrom the rall lnaustry (I.e. ··Rail Comp.1ny 
l'' and "'Rat! Company 2"'). 

Enqaged w tn third p.1rtv rail comp.1nles to roquest partlchxrl lon In bencnmarkino 
exercise with Aurlzon Network. 

Confirmed corporate processes and cost cateoorles to be benchmarked (i.e. tina nee, 
ll(ocurement. IT. etc> ana designed format of dDta request (Excel temptato). 

Cost cateoones matcn APOC's standard bUSiness process taxonomy 

Issued data reQuest to partldpat nq companies. Data to tncluoe b<eakdown of 
corpo<ate overheads, FTEs and total revenue for 3 year oerioo up to 2012. 

Cost data checked lor Issues and anomalies. e Q. lncomprete data or nlgn/low value 
ouUi~. 

Examtned stability of costs across thrPil year penod to assess surtabrllty of data. Cost 
data lor 2012 was used for oencnmarklng 

LlaiseO with thlro part.es to undl!fStand and/or resolve dlscrepancoes. 

Aligned costs across the three organizations to llnsuro meaningful comparison. e.9-
comblnQ cost buckets (e.g. HR and tra'nlr>q) or ldentlfylnq areas with limited 
benchmark data (e.g. "national policy• and "ooeratronal excellence"). 

Cost data was D<ocessed to eslabl,sh •no<mallsed"' oenchmarxs tor eacn cost cateoorv. 
Benchmarl<s were e>pressea as a "cost as II or revenue•. 
This actlvrty InvOlved calculatlno the level of expend. ture as a percentage of total 
revenue for the re'evant company. 
The percentages were then apPlied to Aunzon Networt<'s total revenue llgure to derive 
a SAUD btnchmar1t. This rs perlotmeo tor e.JCh category or cost. 

Collated tho t>encnmarklno data <Company 1 & 2 plus otner sources) toqethor w·th 
output or Network corporate cost ••tocauon oxerase and produce rt$ults oraf)hs lor 
eacn cateoorv of corpor.~te cost. 
The aFQnment or a tocated costs with benchmar• data was evaluated to ensure 
comparisons were valid. 

Any material variances between corporate cost allocations and benchmarks were 
tnvestloated to determine unaenylno causes. e.g. one-olf costs, divergent business 
models or dllrorent approaches to recordlno costs. 

Results and analysis were summarized Into a s•nq.e report 177 
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Our one-firm structure enables us to provide strong connections and a focus on 
client relationships. Clients can readily connect to our national and international 
expertise and networks, our extensive understanding of Australian business and 
to our senior advisors. With RSM Bird Cameron you really are ... Connected for 
Success 

For more information please do not hesitate to contact: 

Glyn Yates 
Director 
Level 21, 55 Collins Street 
Melbourne Victoria 3000 
Tel: +61 3 9286 8167 
Glyn.Yates@rsmi.com.au 

www.rsmi.com.au 

© RSM Bird Cameron 2014 
Liability limited by a scheme approved under Professional Standards Legislation. 
RSM Bird Cameron is an independent member firm of RSM International, an affiliation of independent accounting and consulting firms. 
RSM International is the name given to a network of independent accounting and consulting firms each of which practices in its own right. 
RSM International does not exist in any jurisdiction as a separate legal entity. 


