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1.1 The existingleclaration

The service of 'the handling of coal at Dalrymple Bay Coal Terminal by the terminal operator' is
declared for third party access purposes unBart 5 of the QCA A¢see Box 1)

The regulatory framework for DB@iider declarations governed by the 201 Zeess undertaking
(2017 AU), which was approved by the QCA and took effect on 16 Februaryr@17017 AU
sets out the terms and conditions under which DB&hagemenprovides access to theervice
It also addresses the process required for an acessees to negotiate access to tiservice and
the way in which any disputes in relation to access are to be resolved.

Box 1: The declared service

Section 250(1)(c) provides that tHéandling of coal at Dalrymple Bay Coal Terminal by
terminal operatofls declared for third party access purposes.

Section 250(5providesthat:

‘Dalrymple Bay Coal Terminaieans the port infrastructure located at the port of Hay Pc
owned by Ports Corporation of Queensland or the State, or a successor or assign ¢
Corporation of Queensland or the State, and known as Dalrymple Bay Coal Termir
includes the following which form part of the terminal

(a) loading and unloading equipment;

(b) stacking, reclaiming, conveying and other handling equipment;
(c) wharfs and piers;

(d) deepwater berths;

(e) ship loaders.

handling of coalncludes unloading, storing, reclaiming and loading.
X

terminal operatormeans

(a) the owner or lessee of Dalrymple Bay Coal Terminal; or

(b) aperson operating Dalrymple Bay Coal Terminal for the owner or Iéssee.

1.2 Dalrymple Bay Coal Terminal

Dalrymple Bay Coal TermindBCTor 'the terminal) at the Port of Hay Pointocated 40
kilometres south of Mackay, is Queensland's largest rugkir coal export terminal. Since its
commissioning in 198HBCThas provided coal handling services to the coal industry in central
Queensland

! See also QCABCT Management's 2015 draft access undertaKingl decision, Novelbrer 2016, chapter 1.
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Theterminal is owned by the Queensland Government through a wholly governcoaititolled
entity, DBCT Holdings Ptyd (DBCT Holdings). In 2001, DBCT Holdings leas¢erthieal to
DBCT Management Pty Ltd and the DBCT Trustee (collectively referred to ad&aBagement
in this draft recommendatio). DBCTManagementhas the option to extend the lease, which
expiresin 2051, for a further 49ear period

An aerialphoto of DBCT is provided in Figure 1.

Figurel DBCT at the Port of Hay Point

Source:DBCT Managemern¥aster Plan 2016p. 11.

DBCTManagemenis 100 per cent legally owned by its Australian parent, BPIH Pty Ltd (formerly
Brookfield PIH Pty Limited). BPIH Pty Ltd is inwdrolly owned(through a number of interposed
entities) by Brookfield Infrastructure Partners (BIP), with 29 per cent oh&tPby Brookfield
Asset Management (BAM) and 71 per cent publicly listed on the New York and Toronto stock
exchanges. BAM is 100 per cent publicly listed on the New York and Toronto stock exéhanges.

DBCManagement operation of, use of, and investmentthe terminal are subject to legislative

and contractual arrangements put in place by the Queensland Government prior to the lease of
the terminal in 2001.In particular, he Port Services Agreement (PSA) between DBCT
Managementand DBCT Holdings estizbles the rights and responsibilitiesBCT™anagement

with respect to the operation, management, and expansion of the terminal.

Coal producers contract directly with rail operators dM8CT Managemefidr relevant rail and
terminal serviceaccess rightsBelowrail rights may be contracted directly with coal producers,
or may be held (usually on the customer's behalf) by rail operators.

A range of cal companies hold user agreements at tteeminak they refer to themselves as
'users. Theterminal'suser agreements provide users with the ability to ship coal through the
terminal, assign some or all of their access rights to a third party and/or permit another user or

2QCADBCT Management's 2015 draft access undertaKingl decision, November 2016, pg3




Queensland Competition Authority Introduction

third party to ship coal through théerminal using their access rights. Importantlige QCA
understands thathe agreements give users a#vergreerfxight to renew their contract on
expiry.

1.3 The changing landscape

The coal handling services were declared for third party access in 2001 in the context of the long
term lease of the terminaby the Queensland Government to DBCT Management. At the time,
the government said:

The government has a range of objectives that it requires the lessee to meet and that will be
embedded in specific lease arrangements in order to attain the best outcomthéocentral
Queensland coal industry and the Queensland community. In particular, the government will
ensure that the efficiency of the total coal supply chain is enhanced and that the competitiveness
of the central Queensland coal industry is sustained.

The government is committed to ensuring that the current users of the terminal are not adversely
affected3

The Queensland Government subsequently outlined its (then) view of the DBCT access regime
when it sought National Competition Council (N@&ommendation for certification of the
regime in 2010.

The DBCT access regime has facilitated competition in the market for Queensland coal tenements

and in the market for the shipping and export of coal. It means terminal users are not charged

access pdes higher than those that would apply in a competitive market, while ensuring sufficient

returns for the operator to facilitate significant expansions of the terminal. Upon commencement

of regulation, access charges fell by around 17 per cent and the gpisroved by the QCA was

FNBdzy R nn LISNJ OSyid t26SNJ KKy GKIFId LINRBLRaSR o6& 5./
by the QCA also ensures that only the prudent costs of infrastructure expansion are passed

through to customers.

Since then, a numberfadevelopments have taken place in the Queensland coal handling
environment, fuelled in part by the mining boom. Among the key developments are the following:

i1 In 2011, a longerm lease of Adani Abbot Point Coal Terminal (AAPT) was granted to
Mundra Portsa subsidiary of the Adani group of comparties.

1 In 2011, the Goonyella to AAPT expansion (GAPE) was completed, connecting the existing
Goonyella and Newlands rail systefns.

SAustralian GovernmenParliamentary Debated egislative Assembly, 22 June 2001, p. 1838,
http://www.parliament.qgld.gov.au/documents/Harasd/2001/010622ha.pdf#search=dbct

4 Queensland Governmenipplication to the National Competition Council for a recommendation on the
effectiveness of an access regim@@10, p. 7http://ncc.gov.au/images/uploads/CECTQIRGR. pdf

5> Moneylifg 'Adani bags lease for Australia's Abbot Point Coal Terminal', 3 May 2011,
https://www.moneylife.in/article/adanibagsleasefor-australiarsquosabbotpoint-coat
terminal/16066.htm} A Bligh, & R NolaRremium price for Abbot Point Coal Terminal boosts disaster
recoverymedia release, Queensland Government, 3 May 2011,
http://statements.gld.gov.au/Statement/Id/74576

8 QCAGoonyella to Abbot Point Expansion Reference Tdréft amending access undertaking, July 2013, p.
iv, http://www.gca.org.au/getattachment/32486a45b534c2ea839917b70357a0f/DrafDecision.aspx



http://ncc.gov.au/images/uploads/CECTQlAp-002.pdf
https://www.moneylife.in/article/adani-bags-lease-for-australiarsquos-abbot-point-coal-terminal/16066.html
https://www.moneylife.in/article/adani-bags-lease-for-australiarsquos-abbot-point-coal-terminal/16066.html
http://statements.qld.gov.au/Statement/Id/74576
http://www.qca.org.au/getattachment/32486a45-7b53-4c2e-a839-917b70357a0f/Draft-Decision.aspx
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T In 2015, the private Wiggins Island Coal Export terminal (WICET) was commissioned a
Gladstone, with a capacity of 27 million tonnes per annum (mtpa).

i1 In 2015, BHP Mitsubishi Alliance (BMA) completed a 11 mtpa expansion of its Hay Point
terminal, which is adjacent to DBET.

During the recent coal boom, further developments were planrssine of which have been
progressed. For instance, the AAPT Expansion Stage 3, which doubled the port of Abbot Point's
capacity from 25 mtpa to 50 mtpa, was commissioned.

Other projects appear to be at the conceptual stage, but have not yet been applyvéie
Queensland Government. These include further potential developments at Abbot Point, which
are:

1 GVK Limited's proposed 60 mtpa T3 coal terminal to potentially service up to three mines in
the southern area of the Galilee Bakin

1 Adani Mining's propsed 20 mtpa TO expansion of the existing T1 ternithal.

Other projects have been cancelled or deferred. Most notably, the Dudgeon Point Coal Terminal
LINE2SOGQa adliadza Fa | UO22NRAYIFGSR LINPR2SOGUY
More broadly absent changes to existing legislation, any future port development will have to
occur within the framework of the&Sustainable Ports Development Act 20This Act places

restrictions on port development and focuses on developments related to the ‘tyripoirts' of
Gladstone, Abbot Point, Townsville and Hay Point/Maékay.

14 Summaryofi G { SK2ft RSNJ adzoYAaaAirzya | yR
recommendation

The QChasconsideredstakeholder submissiorend has formed a draftosition that it should
recommend declaratio of the DBCT servicd summanof some of the key issuese presented
in Table 1 below. Further information is available in the following chapters.

" Department of Transport and Main Roads (DTMRl transport infrastructure dev@dment, Queensland
Government https://www.tmr.qld.gov.au/businessndustry/Transporisectors/Coatransport
infrastructuredevelopment#brisbane

8 A Palaszczuklew BMA Hay Point coal terminal berth boosts state coal expogslia release, Queensland
Government, 16 December 201Bitp://statements.qgld.gov.au/Statement/2015/12/16/neviboma-hay-point-
coakterminalberth-boostsstate-coatexports

% DTMRCoal transport infrastructure developmer@ueensland Government
https://www.tmr.gld.gov.au/businessndustry/Transportsectors/Coatransportinfrastructure
development

UDTMR, Coal transport infrastructure development, Queensland Government
https://www.tmr.gld.gov.au/businessndustry/Transporisectors/Coatransportinfrastructure
development

11 The proposed Dudgeon Point Coal Terminal was to be located at the Port of Hay Point. Bepatsoent
of State Development, Manufactugn Infrastructure and Planning (DSDMIP), Dudgeon Poinflf€oainals
Project, Queensland Government websittps://www.statedevelopment.qld.gov.au/assessmerdad
approvals/dudgeorpoint-coatterminalsproject.html,

12 DTMR Sustainable port development and operatidritps://www.tmr.gld.gov.au/business
industry/Transporisectors/Ports/Sustainablport-developmentand-operation

gl


https://www.tmr.qld.gov.au/business-industry/Transport-sectors/Coal-transport-infrastructure-development
https://www.tmr.qld.gov.au/business-industry/Transport-sectors/Coal-transport-infrastructure-development
https://www.tmr.qld.gov.au/business-industry/Transport-sectors/Ports/Sustainable-port-development-and-operation
https://www.tmr.qld.gov.au/business-industry/Transport-sectors/Ports/Sustainable-port-development-and-operation
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Tablel Summary okey positions anddraft recommendatiort DBCTservice

QCA Acts.76 Draft recommendationand draft view of each access criterion

TheQCA is satisfied all criteria are naetd ecommend declaration of the service

Criterion (b) Criterion p) issatisfied

The relevant market for criterion (b) is the marketfor / ¢ Q& 02l K
in the Goonyella system

In this market, there are no viable substitutes to DBCT

DBCT is able to meet totfareseeable demand in the market thte least cost
compared to any two or more facilities

Criterion (a) Criterion (a)s satisfied

DBCT Management has an ability and incentive to exercise market power, suc
in the absence of declaratioefficient entryto the coal tenements market would
be discouraged anthere will be a material impact on competition inatmarket

Access (or increased access)ite DBCBerviceon reasonable terms and
conditions as a result of declaration would promote a material increase in
competition in the coal tenements market

Criterion (c) Criterion (c) is satisfied

DBCT is dfignificancehaving regard to its siz;mdimportance to the Queensland
economy

Criterion (d) Criterion (d) is satisfiéd

Access (or increased accessjite DBCBerviceon reasonable terms and
conditions as a result of declaratiomould promote the public interest

The QCA has balanced the costs and benefits and considers, among other thir

1 Declaration is likely to have a positive effect on investment in other markets
particulaty in the coal tenements market

1 The administrative and compliance costs incurred by DBCT Managemeet
declarationare notexcessiveas many of these costs would have to be incurr¢
in the absence of declaratioDBCT Management can manage compliance ca
associated with any underking at any time by proposing amendmentsthe
QCA

1 There are efficiency impacts if new (and more efficient) users are crowded ¢
from the upstream tenements market

13 As the DBCT facility does not extend outside Queensland, the QCA has not considered s. 76(5)(a) any further.
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Criterion B- Meet total foreseeable demand at least cost
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2.1 Introduction

The access criterion in86(2)(b) of the QCA Act is expressed as follows:

that the facility for the service could meet the total foreseeable demand in the market

(i) over the period for which the service would be declared; and

(i) at the least cost compared to any 2 or more facilities (which could include the facility for the

sewice)

Sectiors 76(3) and (4) of the QCA Act further state:

(3) For subsection (2)(b), if the facility for the service is currently at capacity, and it is reasonably

possible to expand that capacity, the authority and the Minister may have regard to tiieyfas
if it had that expanded capacity.

(4) Without limiting subsection (2)(b), the cost referred to in subsection (2)(b)(ii) includes all costs
associated with having multiple users of the facility for the service, including costs that would be

incurred if the service were declared.

The key matters in respect of s. 76{8)for the coal handlingservice provided bypBCTare
summarised below iTable 2Matters that require a more detailed explanation are discussed in

sections 2to 2.7.

Table2 Summary of key positions s. 76(2)(b) of the QCA Act

handling services for
mines that are
proximate to the Port of
Hay Point

user coal handling
services market

Criterion(b)
Issue DBCT Management Other gakeholders QCAdraft
recommendation

The service As per s. 250(1)(c) As per s. 250(1)(c) As per s. 250(1)(c)

See section 2.2
Thefacility As per s. 25@) As per s. 25@) As per s. 25@()

See section 2.3
The market The market for coal The Hay Point common| Therelevantmarket is

0KS YIFNJ]Si
coal handling service in
the Goonyella system.

See sectior.4

Period for assessing
total foreseeable
demand

10 years

15 years as a starting
point, but criterion (b)
should be tested over a
shorter period

10 years
See sectior2.5

Total foreseeable
demand

Varied estimates

151 mtpa to 187 mtpa
(throughput)

Varied estimates

77 mtpa to 84 mtpa
(throughput)

76 mtpa to84 mtpa
(throughput)

85mtpa to 93 mtpa
(contract entitlements)

See sectiorR.6

¢
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Criterion B- Meet total foreseeable demand at least cost

Criterion(b)

At the least cost DBCTcannot satisfy
total foreseeable

demand at least cost

DBCT can satisfy total
foreseeable demand at
least cost

DBCT can satisfy total
foreseeable demand at
least costtompared to

any 2 or more facilities

See section 2.7

The declared service dhe handling of coal at Dalrymple Bay Coal Terminal by the terminal

All stakeholders were in agreement that the relevant service that is the subject of the declaration

The QCA notes that the coal handling service is an integrated service that essentially comprises
the following key elements unloading, stockpiling, coal blending, cargo assembly and out
loading services to mines using therténal. DBCT Managemeiiso has a coordination role,
helping to ensure that the delivery of coal by rail meets the demands of customers in terms of

DBCT operates under a cargo assembly logistics methodology, which requireditigeaf the

In the DBCT cargo assembly operation, a vessel typically arrives and once all parcels to be loaded
on the vessel are produced and available for railing, the above rail operators bring the coal to the
terminal where it is assembled in a space allocated to the parcel in the DBCT stockyard. Railings
to complete the vessel are subject to the availability of the mine-oail DBCT stockyard space,

Blendingof the different types of coal is undertaken at the terminathile blending can be done
at the mine site, blending at the terminal allows coal from different mines to be combined into a
single productDBCT processes three commercial coal categomestallurgicalcoal, PCI cotl

2.2 The service

operator is defined in s. 250(1)(c) of the QCA Act.
2.2.1 QCA analysis

review is definedris. 250(1)(c) of the QCA Act

scheduled ship arrivals.

product to meet the arrival of the vessel.

above rail assets and below rail pathittg

and thermal coal which can be blended into a possible 58 registered prodticts.

2.3 The facility

The facility (DBCT) that provides the declared service is defined in s. 250(5) of the QCA Act as
follows:

Dalrymple Bay Coal Terminaheans the port infrastructure located at the port of Hay Point
owned by Ports Corporation of Queensland or the State, or a successor or assign of Ports
Corporation of Queensland or the State, and known as Dalrymple Bay Coal Terminal and includes
the following which form part of the terminal

14 QCADalrymple Bay Coal Terminal Draft Access Undertakiiradt decision, October 2004, ppc&
http://www.qca.org.au/getattachment/dd6f9368c2844e593507549981b461e/200Draft-Decisionre-
DBCDraft-Accesdndertaki.apx.

15DBCT Managementjaster Plan 2018: Expansion Opportunities at the Dalrymple Bay Coal Te20it@l p.
29, http://www.dbctm.com.au/_files/Documents/MP2018.pdf

16 pulverized coal injection.

17DBCT Managemembout the Terminalhttp://www.dbctm.com.au/aboutdbct.aspx



http://www.qca.org.au/getattachment/dd6f9368-3c28-44e5-9350-7549981b461e/2004-Draft-Decision-re-DBCT-Draft-Access-Undertaki.aspx
http://www.qca.org.au/getattachment/dd6f9368-3c28-44e5-9350-7549981b461e/2004-Draft-Decision-re-DBCT-Draft-Access-Undertaki.aspx
http://www.dbctm.com.au/_files/Documents/MP2018.pdf
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231

(@) loading and unloading equipment;

(b) stacking, reclaiming, conveying and other handling equipment;
(c) wharfs and piers;

(d) deepwater berths;

(e) ship loaders.

QCA analysis
Stakeholders did not disagree with the description of the facility in s. 250(5).

The terminal opened in 1983 as a common user coal export terminal, servicing mines in the
Goonyella system of the Bowen Basin coal fi€lde terminal has been expanded fraime to

time to service the growth in demand for co@ 'shortterm gain' expansion was completed in
2006, which increased terminal capacity from 54.5 mtpa to 59 mtpa. This was followed by a
dredging program by the Ports Corporation of Queensland, whirieased terminal capacity to

60 mtpal®In 2009, DBCT was further expanded to 85 mtpa, following the commissioning of the
7X expansion projec?.

Coal trains arrive at the terminal, where they pdisough a rail receival station where coal is
dumped out @ the bottom of the train onto conveyorswvhich then transfer the coal to the
stockyard The stockyard holds different types of coal in stockpildsch can then be reclaimed
and transferred(via kilometres of conveyoysto shiploaders 3.8 kilometres offere. The
shiploaders load the coal onto customer vessels which then transfer the coal to variousports

DBCT Management's 2018 Terminal Master Plan indicates that the facility makes use of the
following facilities, plant and equipment to achieve an 8paihameplate capacity:

3 rail receival stations

4 stackers

3 reclaimers

5 stackesreclaimers

8 stockpile rows, each approximately 1,100 m in length

3 outloading systems

=4 =4 4 =4 -4 -4 -

4 berths capable of receiving cape size vesiels

18 QCADalrymple Bay Coal Terminal 2006 Draft Access Undertadd@gsion, June 2008, 1,
http://www.qca.org.au/getattachment/1e3051a¢48d-43b9-a07¢601188601dd2/DBG2006-Draft-Access
Undertaking.aspx

1 QCADBCT Management's PGS8H Mtpa Expansion Study Cqdtaal decision, April 2013, 1,
http://www.qca.org.au/getattachment/eaald5b443d47cc81d+9c8d7d6c05fd/POSE5-Mtpa-Expansion
StudyCosts.aspx

20DBCT Managem, Coal Chaimttp://www.dbctm.com.au/coalchain.aspx

21 DBCT Managemenijaster Plan 2018p. 13.



http://www.qca.org.au/getattachment/eaa1d5b4-c43d-47cc-81df-9c8d7d6c05fd/POST-85-Mtpa-Expansion-Study-Costs.aspx
http://www.qca.org.au/getattachment/eaa1d5b4-c43d-47cc-81df-9c8d7d6c05fd/POST-85-Mtpa-Expansion-Study-Costs.aspx
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2.4 The market
2.4.1 Background

The demand for coal handling services is spread across Queensland, with mines transporting coal
to four portst Abbot Point, Hay Point, Gladstone and Brisbane (Figjure

Figure2 Coal systems in Queensland
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Source: Department of t&e Development, Manufacturing, Infrastructure and

Planning,
https://www.statedevelopment.qld.gov.au/resources/map/cg/caehnsportsystemmap.pdf

The terminals that provide coal handling services in Queensland are identified in Table 3.



https://www.statedevelopment.qld.gov.au/resources/map/cg/coal-transport-system-map.pdf
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Table3 Coal terminals in Queensland

Criterion B- Meet total foreseeable demand at least cost

Terminal Location No.mlnal Contracted capacity status Accesstatus
capacity(mtpa) (mtpa)
DBCT HayPoint 85 769 Multi-user
Open access
HPCT Hay Point 55 Contract status unknown Not multi-user
Vertically
integrated
Closed acce8s
AAPT Abbot Point | 50 Fullycontracted” Multi-user
(near Bowen)
WICET Gladstone 27 Partially contracted. Spare Multi-user
capacity of 11 Open access
under an access
policy
RG Tanna Gladstone 75 Contract status unknown, but | Multi-user
no evidence received of spare
capacity
Barney Point Gladstone q q Terminal has
closed
Brisbane Brisbane 10 Contract statusinknown, but Multi-user
no evidence received of spare
capacity

a BMA provides BMC (a related party) with limited access to HPCT, pursuant to an agreement between the parties
(BHP, sub. 18, p. 4).

b The QCA understands that even though AAPT may be dullsacted, the terminal is not operating at full
capacity, with take or pay penalties comprising a large proportion of its revenues. See IEEFA, Australia: Adani's
Abbot Point Coal Terminal Faces Escalating Financial Risk, 2017, p. 9.

SourcesACCC, Applitan by the RG Tanna Coal Export Terminal Producers in respect of collective negotiations
with Gladstone Ports Corporation Limited, determination, 16 April 2014, p. 2; BHP, sub. 18, p. 4; DBCT
Management sub. 13, p. 50; DBCT Management DBCT Review Evenge in Reference Tonnage, letter to the

QCA, 11 July 2018; DepartmentToinsport and Main RoadMaster plan: Priority Port of Gladston2018
Department of Transport and Main Roads website, Coal transport infrastructure development; FIIG, Adani Abbot
Point Terminal Pty Ltd., 2015; New Hope Group website, Port Management; Sourcewatch website, RG Tanna Coal
Terminal; WICET website, Access.

2.4.2 Defining the market

A market is an area of close competition or rivalry where purchasers can substitute between
different products given a sufficient price incentive (sebapter 2).In this respect, s. 71 of the
QCA Acprovidesthat:

[iIf market is used in relation to goods or services, it includes a market for
(@) the goods or servicesand

(b) other goods or services that are able to be substituted for, or are otherwise competitive
with, the goods or services mentioned in paragraph (a).

The QCAhereforedefinesthe marketfor the declared servicby reference to the market served
by the DBCT coal hdling service and any substitutes in this marlés.thedeclaredservice is

10
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not provided by means of rail @apipeline network across a broad geographic area, the QCA does
not consider it relevant to consider the start and end points of the service

2.4.3 Stakeholder submissions

Stakeholdersocused on the geographic region that defined the relevant market for the purposes
of criterion (b).

DBCT Management said the relevant market represents the geographic region in which it is
physically feasible and finamdlly preferable for a mine to use coal handling services at the Port
of Hay Poin#? In contrast, both Peabody and the DBCT User Group said the relevant market is
the Hay Point commonser coal handling services markét.

2.4.4 QCA analysis

The QCA considers th6f S@F y i YINJ SG F2NJ ONAGSNARA2Y 0600 Aa
service in the Goonyella syste¥hin this market, there are no viable substitutes to DRGT O 2 I f
handling service

In reaching this draft position, the QCA has explored the mark& for/ ¢ Qa O2F f KIF yRf A\
FYR 6KSGKSNI 2GKSNJ 021t KIFIyRfAy3 &ASNBAOSaA | NB
before determining total foreseeable demand.
This section considers the following key aspects:
i the approach to determining the relemamarket
i the nature of the demand of Goonyella coal chain customers and the factors that influence
this demand
i the demand of other coal chain customers
i the relevance of the facility at HPCT
The QCA has also considered the views stakeholders have eg@sshe relevant market in
their submissions.
Approach to determining the relevant market
The QCA's focus in defining the relevant market has been on whether other terminals provide a
closely substitutable service to the coal handling service at DBETs Thnsistent with the QCA's
views of how a market should be defined (Chapter 2).
Section 71 of the QCA Act contains the phrase 'able to be substituted for, or are otherwise
competitive with'. This reflects the fact that undehe QCA Act, markets are to be definied
terms of substitution possibilities.
The QC#s of the viewthat market definition is purposivé.In that context, the QCA has focused
on what is happening in the market as part of determining whether other teatsjprovide a
competitive constrainto DBCT™Managementby virtue of providing a substitutable servitethe
coal handling service at DBCT
22DBCT Management, sub. 1, p. 27, para 120, which refers to its HoustonKemp supporting report.
>*DBCT User Group, sub. 3, p. 56; Peabody, sub. 2, p. 2}.para
2Ly 20KSNJ 62NR&X SEAaGAY3I 2N FdziidzNB YAy Sa GKIFG | OOSaa

25DBCT Management, sub. 1, ppg28 (para 106); DBCT User Group, sub. 3, p. 14.
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Queensland Competition Authority Criterion B- Meet total foreseeable demand at least cost

It can be difficult to define a markegirecisely ingeographicterms, as there can be some
substitutions or overlps, at the edge of the market, with other markets.While DBCT
Management and the DBCT User Group have different means of defining the market from a
geographic perspective, there is not a material difference in the geographic configuration of their
respective market definitions. Both DBCT Management aedDBCT User Group focus on a
subset of the Bowen Basin coal fields; that is, on the location of mines with reference to the Hay
Point region.

Figure 3 shows the mines in the Bowen Basin coal fields and the various terminals that satisfy the
demand for cobhandling services.

26 DBCT User Groupiib 15, p. fwhere DBCT User Group mentioned 'the usuakifiess' at the edge of the
geographic dimension of a market.
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Figure3 Mines in the Bwen Basin coal fieldsand coal terminals that service the mines
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DBCT Management, Master Plan 2018, p. 10.

Considering the market from the outset by reference to Hay Point will nedlyssaolve a range
of views about which mines should be included in or excluded from the market definition.
Notwithstanding the geographic focus of both DBCT Management and the DBCT User Group on
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the Hay Point region, they approach the concept of martetinition from fundamentally
different perspectives:

1 DBCT Management, in essence, defines the market in terms of mines that would prefer to
usethe coal handling service ®BCT on the basis of cost. DBCT Management does not
consider existing barriers tosethe coal handlingerviceat DBCTelevant, such as rail
infrastructure and contractual constraints. DBCT Management also does not consider non
cost factors relevant or material to this issue.

1 The DBCT User Group focuses on demand for the DBCT sétivaa considering other
mines which, although ioloseproximity to mines that use DBCT, are currently accessing
coal handling services at terminals other than DBTHe DBCT User Group considers that
existing barriers to using DBCT, such as rail anttactual constraints, are relevant.
Moreover, it considers that nenost factors are relevant and material to defining the
market.

For the purposes of providing greater clarity to the analysis, the QCA has considered the relevant
market by reference tonines that accesar are reasonably likely to access a particular terminal
using a rail system. That is, the QCA has considered:

i the demand for coal handling services in the Goonyella system and whether the relevant
mines would consider coal handling sees at other terminals as close substitutes (for
instance, under a SSNiRest)

i the demand for coal handling services outside the Goonyella system and whether the
relevant mines utilising alternative rail systems on the CQCN would consider switching to
DBQ (via the Goonyella system).

Goonyella coal chain customers

DBCT provides coal handling servicesatound 26 mines on the Goonyella systeft? The
furthest mineson the Goonyellanetwork that access DBCT are:

i1 North Goonyella (north on the network)
i BlairAthol (veston the network)
1 Oaky Creek (south on the network).

DBCT services nearly all of the demandcfanmonuser coal handling services in the Goonyella
system.

The DBCT User Group said other coal handling terminals in Queensland did not provide a
substitutable service to Goonyella system for a range of reasons. DBCT Management disputed
the DBCT User Group's assertions.

The QCA's view of the matters raised by DBCT Management and other stakeholders is discussed
below.

27 small but significant netransitory increase in price.

2 QCADBCT Management's 2015 draft access undertaKingl decision, p. 1,
http://www.qca.org.au/getattachment/081401b3®03e4aeah9fd-9da8e544cf94/Secondatyndertaking
Noticet Attachment QCAdecisi.aspx

2 DBCT Managementjaps,http://www.dbctconstruction.com.au/coalchain/maps.aspx

30The QCA understands that Kiedtis the most southern mine that accesses DBCT; however, it is not on the
Goonyella network.
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Cost factors

The DBCT User Groapd Peabody said substitution to alternative terminals is not economically
viable based on belovand aboverail costs®!

Belowrail costs

DBCT is the closest terminal for the overwhelming majority of Goonyella users (Table 4); hence,
below-rail costs would be lower when accessing DBCT than when accessing other terminals.

Table4 Distancesfrom minesto DBCT and thelosest alternative port

Distance to closest
Mine Location Distance to DBC{km) alternative coal
handling terminal(km)
North Goonyella North on the Goonyella | 217 AAPT 243
network
Blair Athol Weston the Goonyella | 282 AAPT:391
network
Oaky Creek South on the Goonyella | 298 Port of GladstoneRG
network TanndWICEY: 384

Distance calculations based on data reporteAimizon Network, Goonyella Syste8ummarySheetyersion 7.0,

March 2017 Aurizon Network, Blackwater SysteBummarySheet,version 7.0, March 201Aurizon Network,
Newlands Systegsummary Sheetersion 7.0, March 2017

Goonyella system users would also incur additional charges in accessing terminals in other
systems.

The DBCT User Group mentioned that for a mine locatedar@oonyella system to export to
AAPT, it wouldilsoneed to use the GABystem that would involve payment of the regulated
return on the use of the Newlands infrastructure as well as payment of the GAPETke.same
would apply for a Goonyella systemine that sought to use WICET, whereby it would need to
pay the WIRP fee.

These additiondieesare over and beyond the standaagtcessharges that users bear.
Aboverail cost

The greater distances to alternative terminals are likely to be reflectbdjheraboverail costs.

The QCAs satisfied thathaulage rates to AAPand WICET/RG Tanmauld further increase
because of the smaller payload trains allowed on the Newlands and Blackwater systems
respectively compared to that allowed on the Goonyellasgm 33

Cost estimates

The DBCT User Group provided total infrastructure cost estimates of the cost of a Bowen Basin
mine accessing DBCT ($4.86/tonne), AAPT ($18/tonne), RG Tanna ($12.50/tonne) and WICET
($30/tonne)3* The QCA has not relied on these estimates, as it has not seen the detailed
assumptions or underlying data that underpin the calculations. Rather, the QCA has sought to
independently model its ownostestimates for minein the Goonyella system to transpgacoal

S1DBCT User Group, sub. 3, p. 21; Peabody, sub. 2¢pp. 6

S2DBCT User Group, sub. 3, ppc38k

33DBCT User Group, sub. 3, p. 36.

34DBCT User Group, sub. 328 and schedule 3 (PWC report), ppc32
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to other coal handling terminalselative to transporting coal to DBCllable 5 shows these cost
details, andPart C, Appendi& contains the QCA's modelling assumptions and methodology.

Table5 Average supply chainast to Goonyella system users of accessing alternative coal
terminals ($ per tonne)

Cost components DBCT AAPT (GAPE) RGTanna WICET
Belowrail cost $2.62 $9.23 $6.33 $6.33
Aboverail cost $3.70 $5.73 $517 $5.17
Coal handling cost $5.05 $7.01 $5.18 $14.67
Other port and shipping costs $0.05 $0.05 $0.05 $0.05
Supply chaircost $1142 at least$22.02 | atleast$16.73 | atleast$26.22
Cost difference relative to at least$10.60 | atleast$532 | atleast$14.81
accessing DBCT C (93%) (47%) (130%)

See Tabld, Appendix APart C

As explained ifPart C, AppendiR, the estimated belowand aboverail costs associated with

accessing alternative terminals do not include the cost that Goonyella system users would incur

on theGoonyella system before their coal is hauled through another system to access alternative
terminals. To that extent, the cost difference reported in Table 5 is extremely conservative. Even

on an extremely conservative basibgtaverage supply chaicostfor a mine in the Goonyella

system to access DB@&Isubstantially cheaper thathat for accessingther terminalg a cost

difference of 47 to 130 per cent

¢tKS v/1Qa ©OAS¢g Aa GKIG Ay GKS 6aSyo0S 2F¥ RSO
increasetheterminal chargdor accessing DBile. by more than 5 to 10 per cent under a SSNIP

test), and it would still be cheaper for a miner to continueatzes9BCT.

Belowand aboverail network differences

The DBCT User Group, Peabody and®Bs#il there were belowail network differences that

would discourage Goonyella system users from switching to an alternative terminal. For instance,

the DBCT User Group said that as the Goonyella system supported electric and diesel trains,
whereas the Nelands system supported only diesel trains 'there may be limits to what rail
KIFdzf F3S LINPOARSNE 6AGK SftSOGNRO NRffAy3d aiG20]
Newlands systen?® Similarly, Peabody said that there would be substantial switchiosts

associated with moving to diesel locomotives and these would be passed on to it, by its haulage
operator, in the form of higher haulage costs.

BHP noted that the requirement for smaller rollingstock con&iststh lower payloads on the
Newlands sgtem increased cost8.

The QCAonsiderghat the ability of the Newlands line to only accommodate diesel trains may
impact on the incentive and ability of Goonyella system users to switch from DBCT to AAPT. That

35BHP, sub. 18, p. 8; Peabody, sub. 2, p. 7; DBCT User Group, sub. 3, p. 36.
36 DBCT User Group, sub. 3, p. 36.

%7 Peabody, sub. 2, p. 7.

38 A consist is a sequence of railroad carriages.

39BHP, sub. 18, p. 8.

16



Queensland Competition Authority Criterion B- Meet total foreseeable demand at least cost

said, the QCA notes that this restricti@loes not apply on the Blackwater system, which
accommodates both diesel and electric trains.

Insufficient terminal and belowrail capacity

Whetherthere is spare capacity at alternative terminalson the belowrail networkis clearly
relevant to the ality of a DBCT user to switch from DBCT when faced with price epnimmn
incentives.

Terminal capacity

The QCA's preliminary view in respect of terminal capacity is that while there is spare capacity of

11 mtpa at WICEY, there is no spare capacity atieér AAPT or RG Tanna.

In respect of AAPT, the QCA also notestiliétie extent that take or pay contracts will be expiring
overthecoming S NB X (GKS b2NIK vdz$SSyatlryR .dzZ {1 t2NIQa

Existing unused capacity at Adani Abbot Point Terminakgected to be utilised in the initial
stages of the Carmichael Mine and Rail Profét.

The QCA notes that there are considerable uncertainties regarding the construction of the
Carmichael CodMline and Raibproject, including if it will be built.Howe\er, the QCAonsiders

that future spare capacity at AARSTunlikely to becontracted until thedetails of this project are
clarified.

The QCA is also not aware of any planned expansions of AAPT that are likely over the declaration
period, and which will & available for common user access.

Likewise, in respect of RG Tanna, the DBCT User Gotegbthat:

While the exact contracted capacity is not publicly known, the DBCT User Group understands that
RGT is contracted close to its capacity (since the BdPoeyt coal terminal permanently ceased
to operate in 2016}3

The DBCT User Group's position is consistent with throughput data collated by the Department
of Natural Resources and the Environment for the Port of Gladstbne.

In the absence of contrary evides, the QCA's position is that future spare capacity at AAPT is
not expected to be available forommonuser access, and separatelRG Tanna is fully
contracted#®

Rail capacity

The DBCUserGroup and Peabody also said the bel@il network was capacitgonstrained?®

4OWICET, Accedsttp://www.wicet.com.au/irm/content/accessl.aspx?RID=379&RedirectCount=1

41 DBCT User Group, sub. 3, p. 36.

42DBCT User Group, sub. 3, schedule 3, p. 18 (quot&ldd); Queensland Bulk Portannual Report 20kA.7,
https://ngbp.com.au/__data/assets/pdf file/0016/2842/NQBR201-AnnuatReport2017_PRINT _lowes
2.pdf.

43DBCT User Group, sub. 3, p. 39.

44 Pollowing the closure of Barney Point, the only coal handling terminals at the Port of Gladstone are RG Tanna
and WICET. See also Queensland Government 2014, calendar Coal sales statisti¢s
https://data.qld.gov.au/dataset/annuatoalstatistics/resoure/c522fcaa89d 7-4¢c76bd6e-064d39617d38

45The QCA's consultants, Balance Advisory, as part of advising the QCA on criterion (a) also note that RG Tanna
is fully contracted. (Balance AdvisoBBCT Management Declaration Reviesport for the QCA, 31 Augus
2018, p. 8).

46 DBCT User Group, sub. 3, p. 39; Peabody, sub. 2, p. 7.
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DBCT User Group's consultant, PWC, said existing available capacity on the Newlands and GAPE
systems is 2.31 mtpand the majority of the Newlands system has betw@®snd 10 mtpaof

available capacity. PWC saidrsficant capital expendire would be required to expand the
existing network to accommodate additional capacity requests. As a result, transferring capacity
from DBCT would likely result in a sfgrant cost penalty for users.

Consideration of DBCT Management's views

In contras, DBCT Management said capacity constraattsalternative terminals oron rail
systemsare not relevant

The appropriate time dimension of the market is the period over which the market opecates
that is, the period over which transactions are normaignducted A normal transaction for a
coal handling service is a long term contract and the time dimension of the market should be
O2yaraiasSyid sgAGK GKA& XINIheSshok @& wiuld@dt hdlexpdciedto O2 y & G NI A y (
affect market definitiorf
The QCRa Gthasmbstkulion must be considered over the period the market operates. For
the purposes of this review, the QCA has considered the market oveetbenmendedlLO-year
declarationperiodand assessed total feseeable demanduringthis timeframe.

However,the QCA has not received compelling evidence ofalability ofspare capacity at
RG Tanna chAPTover this period®

Moreover, there is no certainty that alternative coal handling terminals would be expanded over
this period.

There may also be changes that reduce the attractiveness of alternative terminals. For example,
users may consider AAPT less attractive in the future to the extent that it represents part of
AAPT's vertically integrated operations. That said, the QCAdtasonsidered relevance of
Adani's future operations at AAPT any further, given the absence of submissions on this matter.

The ability of users in the Goonyella coal chain to switcAA®T(via theNewlands system) will
alsobe constrained to the exterthat there is limited capacity on thnetwork to accommodate
crosssystem traffics.Some may argue that it is reasonable to assume that capacity will be
upgraded to reflect demand, but uncertainties about the timing and pricing of any upgrades, and
the need for alignment across belerail, aboverail and coal terminal capacity are likely to impact

on the extent to which Goonyella system users consider alternative terminals as substitutes.

Thelack of alternaive coal handling and rail capacity are a comerad reality for entities that
may otherwise consider a swit@way fromDBCTIIS v/ ! Qa @A Sg Aa GKFd (KA
be relevant to defining the relevant market.

The ACCC's merger guidelings which both DBCT Management and the DBCT User Getem

in defining the markat have regard to limitations on the ability of customers to access
alternative sources of supply in alternative regions as part of its approach to defining the
market>°

4"DBCT User Group, sub. 3, schedule 3, ppl2.5

48 DBCT Management, sub. 13, ppc2D, paras 8788.

4“While there is spare capacity at WICET, the costs of this capacity is sidigificaater than the costs of
using DBCT (see analysis of criterion (a) in Part C, Chapter 3).

50 ACCOMerger GuidelingsNovember 2008 and amended November 2017, p. 17,
https://www.accc.gov.au/system/files/Merger%20guidelines%20Final.PDF
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Metallurgical coal ceshipping opportunities

The DBCT Us@&roup said cahipping arrangements are highly sought after by metallurgical coal
producers3!

For a metallurgical coal producer with smaller production volumes or who has steel mill customers
which seek a specific combination of metallurgical coal foir tt@al blend, coal handling services

[at AAPT] as a terminal that provides much lesseshipping options is not a close substitute for

the Serviceé?

In the same vein, the DBCT User Group saa handling services &G Tanna and WICET are
also not a Ibse substituteto that at DBCTbecause of their lesser «hipping options compared
to DBCP?

DBCT Management's consultaHibustonKempsaid:

[TThe availability of cehipping opportunities is not an intrinsic property of the DBCT service.
Rather, it§ an advantage conferred on miners who use DBCT as a result of the mix of miners that
use the terminal. It would equally be available at other terminals should those miners use
alternative coal handling servicés.

The QCAnotes that DBCT predominantly haled metallurgical cozit®® and the geographic
proximity of metallurgical producers to one another in the Goonyella system allows them to
exploit cashipment opportunities available at DBCT rwetallurgicalcoal, over and above those
available at otheterminals.The QCA alswotesthat such ceshipment opportunities are of value

to Goonyella system users.

In the absence of evidence to the contrary, the QCgatisfiedhat co-shipment opportunities at

DBCT are a material reason why DBCT users pregezoal handling service &BCT tahat

provided at other terminals which are located further awayall other factors remaining

unchanged While the availability of eshipping may be due to the nature of users that access

the terminal, rather than the ptsical characteristics of the terminal, that in itself does not mean

that it is not a relevant consideration when considering substitution between terminal services.

To the extent that users value the-sbipment opportunities at DBCT such that they woubdl n

switch away from DBQif response toa SSNIP 1 KS v / | Q& is@kevant matterinK I K
defining themarket.

Blending

As explained by DBCT Management, DBCT can blend coal into 58 registered coal pradhects.
2016 DBCT Master Plan states:

Under normal operating circumstances, twreclaiming machinesdig from two stockpiles
simultaneouslyto complete one loading activity into the vessel. If the product is ndead,both
stockpileswill contain the same product, however if the parcelis a blended product, both
stockpilesassociatedwith the reclaimingoperation will contain two different productsto be

SIDBCT Usdgroup, sub. 3, p. 28. See also Anglo American, sub. 14, p. 7.

52DBCT User Group, sub. 3, p. 37.

S3DBCT User Group, sub. 3, p. 39.

54DBCT Management, sub. 15, p. 20, para 82.

55DBCT Managemembout the Terminalwww.dbctm.com.au/aboutdbct/facts.aspx

561n 2017, metallurgical and thermal coal sales from mines utilising the CQCN were 151 mtpa and 51 mtpa
respectively. See Queensland Government data, 2017 calendar =l statistics,
https://data.qld.gov.au/dataset/annuatoaltstatistics/resource/c522fc@a89d 7-4c76bd6e-064d39617d38

5" DBCT Managememibout the Terminalhttp://www.dbctm.com.au/aboutdbct.aspx

19



Queensland Competition Authority Criterion B- Meet total foreseeable demand at least cost

reclaimed simultaneously.This feature enablesDBCTto blend cargoesfrom the stockpiles,
allowingterminal Producerdo createuniquecoalblendsto matchS y' R 1t dzilifeii@ntsss

The DBCT User Group said:

There is no existing or proposed terminal which offers the same stockyard space with a similar
ability to process coaP

In contrast, DBCT Management said that users value a variety vitesrfrom CQCN coal
terminals and the users fail to acknowledge where other terminals could be considered to provide
better services, including in terms of blendiitgy.

The QCA understands that blending at the terminal is likely to be cheaper than aturadiiviines,
given the need for specialised machinérgclaimers)o undertaking blendingThe QCAs also
satisfiedthat the blending capabilities at DBCT may be different to those provided at other
terminals, such that it may impact on the decision ob@yella system users to prefer DBCT to
other terminals all other things remaining unchangethat said, while the Qd# of the view

that blending capabilities at a terminal are important to meet the specifications of particular end
users, detailed submissions have not been received that demonstrate that the blending
capabilities at DBCT are superior to those at other terminals, oiittiah material consideration

for usersaccessinghe DBCT servica.

Existing longterm take or pay contracts

The DBCT User Group said rail haulage, rail access agreements and terminal access agreements

are typically entered on a }{ear take or paypasis. As such, a producer would not switch away
from DBCT in response to a SSNIP where such switching would simply exposeghbstantial
take or pay penaltie®

The QCA does not consider that the cost of exiting a contract before its expiry igpthefty
'switching cost' that is relevant to assessing the existence of substittites user would be
willing to switch fronmthe DBCBervice taanother service (e.g. if an existing contract was reaching

its end), and if that switch was nomarginal, it would suggest that the services are
substitutable. Rather, existing contractual constraints are properly taken into account in
assessing the strength of competition within a market, and are relevant to assessing foreseeable
demand in a given year (see seat2.6).

The 2018 DBCT Mastétan indicates that a substantial proportion of existing contracts expire
from 2024, which is during theroposedperiod for declaratiorunder consideratiorf* The QCA

S8 DBCT Managemenijaster Plan 2016p. 15,http://www.qca.org.au/getattachment/d41417929d94460

b15b-753c0e91d63f/DBCManagemeniMaster-Plan.aspxWhile the 2016 Master Plan has been replaced

by the 2018 Master Plan, the QCA has not received submissions indicating the qad&al in the 2016
Master Plan is incorrect.

S9DBCT User Group, sub. 3, schedule 3, p. 17.

80DBCT Management, sub. 13, p. 18, para 68.

51 The QCA notes that some DBCT users may also seek blending capabilities at other ports. In itself, that does

not meanthat other DBCT users do not value the blending capabilities at DBCT. However, while DBCT does
ONBI GS dzyAljdzS O2It o0fSyRa o6Ay 5./¢ alyl3aSySyiaQa
for it to form a view that the blending capabilities DBCT are relevant to assessing substitutability between

DBCT and other terminals.

62DBCT User Group, sub. 3, p. 29; DBCT User Group, sub. 15, pp. 871 5&6also DBCT User Group, sub.

15, schedule 1, p. 8.
53DBCT Management, sub. 13, pp. 20,&ras 888 and appendix 1, pp. £34.
54 DBCT Managemenijaster Plan 2018p. 21, www.dbctm.com.au/_files/Documents/MP2018.pdf
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also assumes that the contracts for coal handlagwel as aboveand belowrail contractshave
broadlysimilarexpiry dates’®

As a substantial proportion of existing contracts expire in 2024, this may indicate that the (port,
above and belowrail) take or pay costs of users switching to an alternaterentnal are not
significant.

That said, the cost® exit existing terminal contracts before their expiry will impose a cost on a
user, which will affect the assessment of foreseeable demartte QCA concludes that a DBCT
user will not switch to anothererminal during the declaration period to the extent that it has
contractual entittements (and take or pay obligations) at DE@@ has considered this aspect in
assessing foreseeable demand

Mine infrastructure investment

Peabody saids mines were confiured to send coal to DBCT and a switch to AAPT would require
additional investment.
t SIo2R&8Qa8 OdNNByYy(d YAYyS&ar LINBR2YAYlyGfé SELRNI FTNRY
mines is set up to facilitate loaded trains exiting the mine site onto theedilork for delivery to
DBCTIn order to facilitate delivery to an alternative port, Peabody would have to undertake
additional investment at its mine sites to reconfigure the relevant parts of the rail network

Peabody has not undertaken a detailed spuaf such investment but estimates that it would be a
material cost at each sit&.

DBCT Management's consultahitoustonKempacknowledged existing infrastructure at a mine
site may reduce the substitutability of the DBCT service with other coal handling services.
However, it considers that these costs are not relevant, as:

the extent of this effect for these miners is limitedl the cost associated with upgrading the rail

AYVFINI 804 NUzOGdzNBE X yR S@Sy AT (kKSas O02aita 6SNB OSNe
option for these miners, it does not follow that they are not in the relevant macketther, the

relevant question is the extent of mines that do have a readily available choice of coal tefffinal.

The QCA considers that whether miners have a readily available choice of coal terminal is related
to switching costs. In particular, if the costs of switching teatsrwas so high because of the
necessary infrastructure upgrades to accommodate the movement of coal to an alternative
terminal, it may be that switching would not be a viable option for a miner. Such a finding of fact
would be directly relevant to whethex miner has a readily available choice of coal terminals, and
hence directly relevant to any market assessment.

The QCA considethe infrastructure upgrades to enable a switch to an alternative terntiaak

the potential to be incurredand dependingmthe configuration of the existing mine and related
infrastructure, the costs of the upgrades could tmaterial. Mine infrastructure investment is
therefore relevant to an analysis of the boundaries of the market. The ability of a mine in the
Goonyella sstem to switch to an alternative terminal is integral to assessing the boundaries of
the market, and infrastructure costs to facilitate switching are necessarily a matter to consider.

The QCAonsidesthere may be additional mine investment cost to switohanother terminal
and the costscould be material, given the need to align the mine/rail infrastructure in an
appropriate manner to allow coal to be transported to an alternative terminal.

85DBCT User Group (sub. 15, p. 37) noted rail haulagel access contracts may not potentially align with a
'recontracting decision' at a terminal, but provide no further information on this matter.

56 Peabody, sub. 2, p. 7.

57 DBCT Management, sub. 13, p. 19, para 78.
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For instance, some infrastructure in the Goonyella system, asicail balloon loops or angle turn
arounds, would have been configured to transport coal from DBCT users in the direction of DBCT.
In this context, where DBCT users have invested in mine infrastructure to facilitate delivery of
coal in the direction of DBT (as opposed to AAPT), there may be additional costs for them in
switching to another terminaFurther information from stakeholders is invited on this matter.

Conclusion on factors relevant to substitution

The QCA considers that there are a range ofdis that are relevant and material as to the
likelihood of DBCT users switching to alternative terminals (AAPT, RG Tanna and WICET) over the
10-year period adopted by the QCA for assessing total foreseeable demand. Indeed, since the
commencement of dectad access at DBCT, there has been a material increase ferthimal
infrastructure charg€in excess of 5 to 10 per cent under a SSNIP test). However, the QCA has not
received any evidence that DBCT users have switched away from DBCT in responsprioesuch
increases.

That said, HPCT is in a different category, and requires consideration of different issues.

Hay Point Coal Terminal
Background

BHP Billiton Mitsubishi Alliance (BMA&)50/50 partnership between BHP and Mitsubishi owns
the Hay Point Codlerminal (HPCTyhich has a terminal capacity of 55 mtpa. The parties have
not chosen to operate the terminal ascammonuserfacility 586°

HPCT provides a coal handling service that is simildwetservice provided bipBCTbut which
forms part of BMA's vertically integrated operations in that coal is transported from BMA's
mines® along the Goonyella system on BMA's own abmikcoal transportation system (BMA
Rail) to HPCT.

BMA does not provide contracted coal terminal services to any party titaerBMA. However,
BMC's South Walker and Poitrel mines ship coal through HPCT pursuant to an arrangement
between BMA and BMCG.BHPhasinterests in BMA and BM@f 50 per cent and 80 per cent
respectively.

Availability of HPCT

The QCA has canvassed gfemeral principles relevant to market definition in Chapter 2.

Given bothHPCTand DBCT are located at the same port, matters that may be relevant to
determining whetheithe coal handling service providedtatminals in other coal systems are in
the sane market aghe DBCTBervice(e.g.aboverail costs and belowail accesg do not applyin
considering whethethe service provided dtlay Points in the same market dbe DBCEervice

DBCT Management considers that DBCT is a close substitute for i@ that the same
integrated rail network links mines to each of DBCT and HHOBCT Management said:

%8 BHP, sub. 18, pp. 2, 4.

89 BMA, submission to the Standing Committee on Transport and Regional Sdndegy, into integration of
regional rail and road networks and their interface with ppsisbmission 47, 2005.

"BMA's mines are Caval Ridge, Peak Downs, Goonyella/Riverside, Broadmeadow, Saraji, Daunia and
Blackwater.

"1BHP, sub. 18, pp. 2, 4.

2DBCT Management, sub. 1, p. 33, para 156 and p. 34, pare871.65
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[T]he question raised by criterion (b) is not whether HPCT will be an effective constraint on DBCT
absent regulation of DBCRather, criterion (b) sks whether it is lowest cost for DBCT to serve
foreseeable demand in the market far that demand to be served by more than one facility.

The difficulty with this proposition is that it leaves unanswered the question of whether HPCT is
capable of meetig any part of the total foreseeable demand in the market over the period for
which the service would be declared and at least cost compared to any 2 or more facilities. If,
based on a proper analysis, HPCT operates in a different market, then it woiddllyodpe unable

to satisfy any part of demand in the market in which DBCT operates.

The QCA considers that defining the market is a necessary precondition to determining total
foreseeable demand and to identifying the facilities capable of meeting deatand. This
necessarily involves assessing substitution possibilities for the services provided &t OBET.
extent to which another facility (such as HPCT) would constrain DE©agement in the
absence of regulation is directly related to assessihgthher HPCT operates in the same market

as DBCT.

The question, in this particular case, is whether the coal handling service that BMA provides to
itself (and related entities) at HPCT is a sufficiently close substitute for the coal handling service
provided at DBCT. The possibility of substitution between a vertically integrated and a vertically
separate service was discussed by fgstralian Competition Tribunal iRe Fortescue Metals
Group Limited® The Tribunal stated:

[1038] Accepting there is a sepae functional market, the question that then arises is: Should
the in-house producer be included in that market? Thénguse producer should be included in

the dependent market if a hypothetical monopolist of vertically separated supply could not
profitably increase its price. This is frequently the case with end products, where consumers do
not consider whether firms are vertically integrated or not when making their consumption
choices. The same analysis may also apply in upstream input markets.rtfcallyeseparated
supplier of an input increases its price, the increase is likely to be passed through to consumers of
the end product. The imouse producer may help to defeat the price increase by selling the input
to vertically separated suppliers oajternatively, it may continue to supply it-louse but
increase its production of both the input and the end product. In that way, tHeimse producers

will either directly (by selling) or indirectly (by increasingp@use supply) constrain the behiaur

of vertically separated sellers in the upstream market.

[1039] There is another way in which the vertically integrated producer can be treated. It can be
excluded from the market but taken into account when analysing competition in the market
becauseit acts as a constraint on market participants. The better view is that if the vertically
integrated producer responds directly or indirectly to a price increase, it should be included in the
market because it is in competition (whether directly or indilgcwith the other firms in the
market.

The QCA considers that in determining whetH&Cprovides coal handling services in the same
market as DBCT, the threshold question remains whether there would be substitution between
the terminals in response ta suitablepriceincentive In other words, if there was small, but
significant and nosransitory change in the DBCT terminal infrastructure charge, would DBCT
users switcHrom or to the coal handling services at HRGTwould HPCT otherwise respoimd

some other way that may help defeat the price incréagéne material before the QCA indicates

that this would be unlikely to occur, because BMA does not operate HPCT as a common user
facility and, in the QCA's assessmaéinis not likely to do so.

*DBCT Management, sub. 1, p. 34, para 165.
74 Queenslad Competition Authority Act 199%. 71.
75[2010]ACompT 2 at [1036]1039]
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To date, DBCT has been an open accesstasminal, whereasHPCThasnot. Indeed, DBCT
Managementhadsaidpreviouslythat the absence of alternatives for users of DBCT was a reason
for declaration of the terminal.

DBCT was declared for third party accback in 2001 as part of the restructuring process leading

up to the long term lease of the Terminal by the Queensland Government. This was seen as
addressing the concerns of industry regarding the potential for the privatised entity to misuse its
marketpower in the negotiation and provision of access to third parties. At that time the Central
Queensland Coal Network (CQCN) operated as four clearly separate systems and export coal
producers had limited (and in many cases no) alternative choice ofport.

The QCA understands th&8MAhas not providedpenaccess to other useiia the past, even

when there has been excess demand at DBCT (for instance prior to the development of the DBCT
7X expansions whictncreasedDBCD & Yy I Y S LI IHrind 60 nkpaJto @G Ariipd). The
guestion for the QCA is whether this would be likely to change over the period for theiElBCT
servicemight be declared. The answer to this question is informed, to a significant extent, by the
incentives likely to be faced by BMA to db s

Are commercial decisions about the operation of HPCT relevant?

DBCT Management argued that BMA's commercial decisions were irrelevant to assessing
whether HPCT operated in the same market as DBCT.

There is nothing preventing BMA from permitting thpdrties in addition to BMC from accessing
HPCT. The operating regime could change at any ¢iB®A could choose to allow access to
users other than itself and BME.

While this may be true, it does not provide a complete answer to the question befor@@re

It would be open for the QCA to find that there is the possibility of substitution between the two
facilities if the lack of third party access to HPCT reflected nothing more than BMA's approach to
commercial dealings with third party access seek€tsarly there would be the potential for this
approach to change in response to price incentives, even if no access was currently offered.

However, this does not appear to be a situation where access to HPCT is temporarily dormant
due to commercial dasions by BMA. HPCT has always been operated as part of a vertically
integrated supply chain, in which third party access has played no part. To open the terminal to
third party access would involve a significant change by BMA in the mode of operating the
terminal. The question for the QCA is whether there is any likelihood that market conditions or
commercial considerations can be expected to prompt such a change in the foreseeable future.

Lack of incentives on BMA to allow commuaser access

The QCA doesot consider that BMA will face incentives to alla@mmonuser access to its
terminal in the foreseeable future. There are several reasons for this conclusion.

Firstly, the QCA understands that HPCT is currently operating at, or near, full c&pasituch,

the QCA is not aware that there is spare capacity which could be provided on a ceumseron
basis without BMA investing in an expansion of the terminal. BMA has given no indication that it
has any plans to do this.

7 DBCT Managemer2016 DAU Submissipd October 2015, p. 7.

”DBCT Management, sub. 13, p. 30, para 138.

®DBCT Management, sub. 13, p. 30, para 139.

"DBCT User Group,subl3® on® [A]1S¢ArAasSz .1t alea GKFd 1t/ ¢ Aa
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Secondly, the QCdonsiderghat there are incentives for HPCT to continue to be operated in the
manner it has in the past, as it enables BMA to:

i efficiently coordinate its mining operations, abekal operations on the Goonyella system
(including those operated by BMA Rail), and ¢bal handling services at HPCT so as to
eliminate or reduce interface inefficiencies between those functions

1 maximise flexibility and responsiveness in identifying and implementing capital
improvements and capacity expansions at HPCT

1 maximise operationalisplicity, and flexibility at HPCT.
tKSaS OASga INB O2yaraidaSyd oAdRSexpansra YSRAF NB

Importantly, the increased capacity at HPX3 will enhance our ability to run an even more
productive value chaift

These views arelso echoed by th®BCT User Groupiho stated

y GKS AyGdSNBada 2F YFIAYydFrAyAy3a X STFAOASyOASasx . al!
all of HPCT's capacity for its own operations (and possibly for BMC production, at times) and will
not offer coal loading services at HPCT to third party produ@ers.

Use of HPCT by BMA and BMC

The QCA notes that some BMC and BMA mines utilise DBCT as well as HPCT.

The fact that BMA and BMC use DBCT as well as HPCT does not by itself demonstrate that there
is strong substitution between the two services. It appears that BMA's use of DBCT is driven by
capacity constraints at HPCT, rather than by a choice to substitute between the two facilities in
response to price or cost incentives.

Relevantly, BHP indicatedat:

BMA anticipates that it will continue to utilise all of the capacity of the HPCT for its own
operations, and those of BMC where it is efficient to do so. In the interests of preseftving
efficienciesX BMA does not anticipate offering services at tiBCT to third partie®

Where BMA or BMC require additional capacity, the QCA would expect them to seek access to
DBCT. However, the QCA would not expect BMA or BMC to switch from HPCT to DBCT (potentially
leaving HPCT underutilised) in response to priceost incentiveslndeed, despite expansiaat

HPCT being expensj\¢PCT was expanded to accommodate increased demand from BMA mines
BMAdid notseek access to DBCT capadcitisich would have been relatively cheap&his would

indicate that accessingR€ Twould bemore valuable to BMA than accessing DBCT.

The QCA's position when defining the market for the relevant service is to exclude HPCT.

80BHP, sub. 18, p. 4.

81BHP New BMA Hay Point Coal Terminal boosts Queensland's coal expedis release, 16 December 2015,
https://www.bhp.com/mediaand-insightgnews-releases/2015/12/newbma-hay-point-coatterminal-
boostsqueenslandsoalexports

82DBCT User Group, sub. 3, p. 30.

83BHP, sub. 18, p. 4.

84 Refer toMorgans & CIMB Securities (AustralBpecial Report: Wiggins Island Coal Export Terptriday
2014, figure 2 http://www.wicet.com.au/irm/PDF/1017/2014MorgansResearchNoiSee also the Bechtel
website:https://www.bechtel.com/projects/haypoint-expansionstage3/.
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It is relevant to distinguish between mines that hold contract entittements at DBCT and mines
that use DBCT wibut a contract entitlement (presumably accessing the contract entittements
of another party).

DBCT Management noted:
1 BMC's South Walker and Poitrel mines hold contracts at DBCT.

1 BMA's Goonyella/Riverside/Broadmeadows complex of mines, Peak DownsaSd@aval
Ridge either export or have exported from DBQBut do not have current contract
entitlements at DBCY).

The QCA considers that it is appropriate to include the contract entittiements held by BMC mines
at DBCT as part of the market for coal hiémgiservices at DBCT. Mines that can access the BMC
contract entitlements (whether it is a BMC mine or a mine of another entity) are necessarily part
of the market for the purposes of assessing total foreseeable demand (but only up to the level of
the cortract entittements at DBCT). To do otherwise and also include the demand that is presently
satisfied by other terminals would artificially inflate the estimate of total foreseeable demand
(the calculation of which is ultimately central to criterion (b)prglover, DBCT Management has

not demonstrated thato date the use by BMA mines of DBCT represents anything other than
the occasional and opportunistic use of DBCT, indicating that it is not a strong sub3titeit@ CA

has not received evidence that BMAwd switch fromHPCT to DBCT in response to a SSNIP.

Access to HPCT

The QCAnotesthat its conclusion about whether HPCT is in the relevant market rests on its
findings about whether HPCT will be available for third party access, rather than on theaphysic
nature of the service offering at HPCT or its geographic location.

The purpose of third party access is to provide an avenue through which third parties may seek
access to infrastructure services owned and operated by otHdrs.this context, it mighbe

thought odd that the QCA would find that HPCT does not constrain BRGdgementecause

of the manner in which BMA elects to operate the terminal. However, the QCA's review is focused

on whether the coal handling service d&BCT,not HPCT satisfies lhe access criteria. In
undertaking this review, a relevant factor in applying criterion (b) is whether the services provided

by HPCT are in the same market as those provided by DBCT. The QCA has addressed this question
by using principles of market defiiwin that have been widely applied in the past.

It may be that if HPCT was available oropanaccess basis, the likelihood that HPCT would be

in the same markein whichDBCperateswould be stronger. However, the QCA's task is not to
decide whether here should be access to HPCT, but rather to consider and make those findings
about HPCT that are necessary in order to determine whether the access criteria are satisfied in
respect ofthe DBCBervice

Conclusion

For the reasons set out above, the QstAsiders that HPCT is not a sufficiently strong substitute
to place it in the market in which DBCT operates.

85DBCT Maagement, sub. 1, p. 32.
8 BHP, sub. 18, p. 5.
87 Productivity CommissiomNational Access Regimiaquiry report no. 66, 2013, p. 45.
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What if HPCT were declared?

A related question is whether the above analysis and our conclusions would chéreesfvice
provided atHPCT wagresently declared under Part IlIA of the CCRast 5 of the QCA AcfThe
declaration criteria under the two Acts are similar but not identical. In particular, criterion (c) in
s.76(2) of the QCA Act is concerned with the significance of the fahiityng regard to its size

or importance to the Queensland economy, whereas criterion (&. #1CA(1) of the CCA is
concerned with national significance. The crucial difference between the two regimes, if a service
is declared, is that the QCA can raqua service provider to submit a draft access undertaking.
Under Part IlIAsubmission ofan access undertaking is voluntafjhe QCA has no view on
whether HPCT would satisfy the criteria for declaration under eitheaabugh the outcome

of a declaration application under either regime wolikely be the samé®® Rather, the QCA has
considered this question on the assumption ttta¢ service provided adPCT was in fact declared
(either at the time a declaration die DBCTervicetook effect or subsequently)

In the Sydney Airportlecision, the Full Federal Court observed that obtaining access to a service
under Part lllA is a 'two stage' process, in which access arrangements are considered only after a
serviceisdechred® The Full Court stated:

WhilstPartLLL! A& SydAdftSR a! 00Saa (2 {SNWBAOSa¢x GKS
necessarily lead to access or increased access to the service for &iyone.
Importantly, in Part IlIA of the CCA aRalt 5 ofthe QCA Act, there are limits on the extent to
which an existing user can be deprived of its right to use a declared service. Specifically,
s.44W(1)(a) of the CCA provides that the ACCC cannot, in arbitrating an access dispute, make a
determination’preventing an existing user obtaining a sufficient amount of the service to be able
to meet the user's reasonably anticipated requirements, measured at the time the dispute was
notified'. Section 119 of the QCA Act (Restrictions affecting making of accessibetigon) is
similar in effect.

The QCA understands that HPCT is currently operating at, or near, full cagaddgymeans that
even if HPCT was declared, it would be unlikely to result in a third party being able to obtain
access to existing capacitythe terminal. The existing capacity of HPCT is likely to remain part
of the vertically integrated supply chain operated by BMA, even in the event of the declaration
of HPCT. Even if declared, the existing capacity of HPCT would not be offered to thecsaine
market as the coal handling services offered at DBCT.

Declaration of HPCT could, however, result in an access seeker obtaining a right to require it to
be expanded, with such additional capacity to be offered to access se@ktaiever, thisvould

mean successfully negotiating with BMA to expand the capacity of the terminal (or pursuing an
access dispute with BMA to require expansion) at a cost, and in a time frame, which would make
this a viable alternative to DBCT.

The QCA understands thta date, expansions of HPCT on a per unit basis, have been more costly
than expansions of DBGZ.Higher expansion costs, together with the steps that would be

88 For examplethere would be a serious question about whether HPCT doeiekpanded to a size that would
enable it tosatisfy total foreseeable demand for coal handling services from DBCT users

89 Sydney Airport Corporation v Australian Competition Trib[2@6] FCAFC 146 at [30].

% Sydney Airport Corporation v Australian Competition Trib[2@16] FCAFC 146 [813].

%1CCA, s. 44V(2A); QCA Act, s. 119(4).

92 See Morgans & CIMB Securities (AustraBagcial Report: Wiggins Island Coal Export Terpbridhy 2014,
p. 2.
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involved in procuring an expansion of HPCT, sugge$tPCBervice even if declared, is ukkly
to constrainDBCT Management in respectasf undeclared DBGErvice

A different analysis is required if there was also a need to expand DBCT to meet additional
demand. Ithe service aHPCT was already declared, it is conceivable that aceeksrs might
endeavour to negotiate an expansion of HPCT if the terms proposed byNiBagement for
expansion and use of additional capacity, were unacceptable. For the purpose of applying
criterion (b), this scenario would require consideration of wtegtit would be cheaper to meet

the total foreseeable demand (including demand in excess of DBCT's existing capacity) by
expanding DBCT, or by expanding a HR@le HPCT service was declardtigxpansion of DBCT

was still the cheaper option, criterigib) would be satisfied.

Goonyella system users that use other terminals

Some mines in the Goonyella systane users or have beensers ofAAPT. DBCT Management
noted that the following mines in the Goonyella system, which currently (or previouség
DBCT, are currently (or have previously) contracted with other terminals:

9 Jellinbah's Lake Vermont mine (which also expoogl through DBCT) has contracted
capacity of Gntpa at AAPT and 4 mtpa at RG Taftha.

i Yancoal's Middlemount mine (which alsgexts coal through DBCT) has contracted
capacity of 3ntpa at AAPT.

1 BMA's Peak Downs, Goonyella and Caval Ridge mines (which also export coal through DBCT)
export coal through AAPT.

1 BMC's South Walker Creek and Poitrel mines have contracted capacityrokiapgtely 4
mtpathrough AAPT (but also have contracted capacity at DBCT).

i Glencore's Oaky Creek mine (which also exports coal through DBCT) exports coal through
Gladstone

i1 Anglo American, has a contract with R&nato send coal from its German Creelne
(also known as Capcoal), in addition to its contract to send coal to DBCT from the same
mine.

1 The nowshut Gregory and Norwich Park mines previously exported coal througam@
and DBCT

1 Some BMA mines also export coal through R@na(in additionto DBCT, HPCT and AAPT).

Up until 2016, Queensland Coal (a subsidiary of Rio Tinto) had an access agraeDiaGifor

12 mtpa) and AAPTfor 9.3 mtpa) for the Blair Athol (Clermont) mine in the Goonyella system.
Glencore and Sumitomo Corporation acguirRio Tinto's 50.fter centshareholding in the mine

in 2014 and that mine now utilises the DBCT service %nly.

DBCT Management said thite coal handling service provided tiese terminals are a close
substitute for mines usinthe DBCBervice®’

% DBCT Management, sub. 1, p. 29, paras 132.3, 136.1.
% DBCT Management, sub. 1, p. 84, para 373.
%S DBCT Management, sub. 1, p. 96, para 433.
b.1,p.2
b.1,p.2

% DBCT Management, su 9, parax;331
9 DBCT Management, su 8, para 129.
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Tothe extent that DBCT Management's statement applies to Goonyella system users, the QCA
remains unconvinced, and considers tlla¢ coal handling services titese terminals are not a
close substitute for users.

Firstly the QCA understands that some DBG3ers (in the case of Lake Vermont and
Middlemount) would have preferred to solely access DBCT, but that at the time of contracting,
there was insufficient capacity at the terminal. Given commercial considerations, capacity was
then sought at AAP%E.°

The QCA has not received evidence that these entities switched from DB@P1m response
to a price change. Rather, it appears that bofithemwere unable to access additional capacity
beyond their contracted entitlements at DBCT, atitbrefore sough additional capacity
elsewhereln this respect, Peabody said:

It is correct that Middlemount approached DBCTM about the possibility of access at the time it
was developing its mine. However, it was provided with no clear pathway to expand by DBCTM,
who would not commit to any expansion. Faced with a clear offer for supply by [AAPT], and no
clear offer of supply by DBCT, it elected to ship its coal to [AAPT] despite DBCT being a more
proximate port and a significantly lower cost option in relation tolabépped from other Peabody
mines. This does not demonstrate economic substitution, it represents the Middlemount mine
accepting the only firm offer of supply available to it at the relevant tifie.

As DBCT Management acknowledgadhe context of the Q17 DAU process:
uda SNBEQ RSOA & A 2AARTrathe? tha® HRAT Ner® fiot grifarily pribased. AAPT
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expansion and there was considerable new demand. That demwantt have preferred to come
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Secondlythe QCA notes that BHP (BMC), Glencore and Anglo American do have mines in the
Goonyella chain that also have contracts with, or utilise, terminals other thaid DBC

However, the QCA is not persuaded that this represents strong substitution between DBCT and
other terminals (i.e. AAPT and RG Tanna). BHP, Glencore and Anglo American noted that the use
of terminals other than DBCT represented actions to optimise thesiness operations.

For instance, BHP acknowledged BMC's contract entittements at AAPT, but indicated that there
was limited capacity at DBCT during the mining boom and that costs of switching to AAPT are
substantial. BHP also said BMC did not igilificant volumes to RG Tan#H3.

Likewise, Anglo American said there is marginal use by Hay Point catchment mines of alternative
coal export terminals, and moving product to an alternative terminal would allow a user to defray
take or pay expenses undercantract at that alternative terminal. Anglo American also said
contracting at a range of terminals can be part of a broad risk mitigation strategy. This does not

% | ake Vermont was expanded in 2012/13. The QCA understands that in the absence of additional capacity at
DBCT, Jellinbatontracted at AAPT. Further information about Lake Vermont is available on Jellinbah's
website.

% Middlemount commenced full scale productions in 2011. Further information about Middlemount is
@At otS 2y aARRESY2dzyld /2FftQa 6So0aiisSao

100 peabody, sub. 1. 7, para 23.

01 DBCT Management, submission to the QDBCT Management's 2015 DAUraft decision 8 July 2016, p.

3, http://www.qgca.org.au/getattachment/f4531182c534e6¢9870-51d1c38fdaa9/DBCTI8ubmission

Redacted.aspx

102BHP, sub. 18, ppcy.
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mean terminal services are substitutable, but sometimes producers take uneconomic decisions
to protect against disruptions caused by system shutdowns or cycl8hes.

Thirdly, the QCA understands that it is materially more costly for a Goonyella system user to
switch to an alternative terminal. The QCA's modelling suggests that it is substantiesdiyer to

access DBCT than to access alternative coal handling terminals (Tabke GCA notes that DBCT
Management has previously accepted this proposition during the 2017 DBCT DAU process in the
context of DBCT users that secured access at AAPT:

Totd infrastructure costs for Goonyella miners at AAPT were in the range of $25 to $30/t and only
about $15/t at DBCT. But the users still chose AAPT because they had no certainty as to the timing
of expansions at DBG®.

Fourthly, it is not evident to the QC#at Goonyella system users have switctiemm DBCT in
response to price or neprice incentives. However, even if there wew levels ofswitching by
DBCT users to an alternative terminaldoesnot necessarilydemonstrate that an alternative
terminalis in the same markefThere should be evidence of switchiaglevels which indicate
that the two services are close substitutes.

Likewise, the DBCT User Group, having regard to the Court's decistonstits Ltd v TP€ and
Singapore Airlines Ltdaprobane Tours WA Pty ttkaid:

[Marginal switching] between services by one or even a small number of users in particular
circumstances does not demonstrate close substitutability of the type required to support a
finding that two services are provided the same market.

In other words, for the Service to be considered substitutable for the coal services provided at
another terminal it would need to show that at least a significant proportion of DBCT Users would
switch to that other terminal in responde a SSNIP for the Servitg

The QCA is not convinced that other terminals provide close substitution possibilities to DBCT in
the market for coal handling services in the Goonyella coal chain.

Conclusioron Goonyella coal chain customers

The QCA understals thatthe (regulated) terminal infrastructure charge DBCTS lower thanat

comparable terminal$8, a point echoed by other entities, such as rating agencies:

1 According tdFitch DBCT is the lowest cost producer in the Bowen B&%in

1 S&Ps view is thaDBCT will remain the most competitive export point in the regidn
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103 Anglo American, sub. 14, p. 7.

104 DBCT Management, submission to the QUBCT Management's 2015 DAUraft decision 8 July 2016, p.
3.

105(1990) 24 FCR 313.

106(1991) FCA 621.

07DBCT User Group, sub. 3, p. 21.

108 QCADBCT Management's 2015 draft access undertaifingl decision, p. 97.

19 Reuters AfricaTeghFitch Rates DBCT Finance's Senior Secured Debt3®&e’, 7 June 2016,
https:/af.reuters.com/article/africaTech/idAFFit961210

110QCADBCT Management's 2015 draft access undertaiingl decision, p97.
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existing DBCT users switching to an alternative ternfifdihe QCR@easons for its position are
as follows:

i1 DBCT has particular (nqumice) characteristics, which in most instances substantially
diminish the appeal of any alternative terminal as a suitalternative service provider. This
includes HPCTiwvgn the likely unavailability @n open accesdPCT during thproposed
declaration periodunder consideration.

1 While certain Goonyella chain users access other terminals, or have capacity entitlements
with other terminals, the QCA remains unconvinced that these users have switched from
DBCT in response to price or Rprice incentivege.g. ceshipping opportunities)Rather,
any use of alternative terminals appears to reflect a range of other reasahsding the
absence of capacity at DBCT at a time of demand, as well as commercial and risk mitigation
strategies designed to optimise the processing of coal from mines.

i1 Goonyella chain users would incur additional abamed belowrail costs in switchig to an
alternative terminal.

Non-Goonyella coal chain customers

The QCA considers that it is unlikely that #i@oonyella coal chain customers will consider DBCT
as a substitute for other coal terminals.

Newlands and Blackwater lire

The QCA has not begrovided with evidence that it would be economic for minas the
Newlands and Blackwater rail systemasswitch to DBCT. Modelling by DBCT Management's
consultant on which mines would 'prefer' DBCT based ongastrallydoes not include these
mines!t2113

In addition, trains on the Newlands system are diesel only. It is unclear whether Aurizon Network
would be prepared to accommodate additional diesel trains on the Goonyella system, given
Aurizon Network's substantial investments in electric infrastructared considering that
Goonyella largely operates as an electric systenthis respect, Aurizon Netwohad submitted

an application to the QCA under a separate process that proposed to amend its regulatory
arrangements to facilitate recovery of its eldctinfrastructure costs. The QCA's final decision on
this mattersummarisedurizon Network's position as follows:

Aurizon Network was concerned about the possibility of users bypassing its electric infrastructure.
It said that because of rising electticprices electric traction has lost its historic cost advantage
over dieset and that the AT5 pricing framework acts to widen the cost differential, which further
discourages operators from using or investing in electric locomotives. In Aurizon Netwevk's

this puts pressure on its ability to recover its electric traction costs and creates significant

111The ACCC formed a similar draft view when considénegroposed acquisition of Asciano Limited by the
Brookfield consortim in 2015 SeeACCCBrookfield consortium proposed acquisition of Asciano Limited,
Statement of Issued5 October 2015paras 5&53, 8&,89.

1121n defining the geographic dimension of the market, HoustonKemp noted thatélbgant geographic area
can ke well approximated by the locations of mines that prefer to use coal handling services at the Port of
Hay Point (DBCT Management, sub. 1, appendix 10, p. 32). The QCA notes that HoustonKemp includes the
Kestrel and Teresa projects, both of which aresidet the Goonyella system, as part of its estimates of total
F2NESSI0fS RSYFHYR® aalLQa @OASg ol a GKIG GKSNB Aa y2 S
volumes to DBCT, while the status of the Teresa project is unknown.

113BHP also noted that is 'not physically possible to rail the Blackwater coal into the Goonyella system, and
KSyO0S ff 2F . f1 016 GSNDRE LINPRAzOGAZ2Y A& SELERZNISR TNR
on this matter, the QCA has been unable to consider theitsief BHP's position (BHP, sub. 18, p. 9).
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uncertainty over the future use of its electric network (through bypass and ultimately asset
stranding)!14
Moreover, itis unclear thatrain operators waild have an incentive tswitch electric trains from
the Blackwater system to the Goonyella system, because it may result in their existing electric
train supporting infrastructure on Blackwater being underutilised. Simildripay be the case
that train operators may have to augment their supporting infrastructure tbe Goonyella
system to facilitate ioreased electric train services.

That said, stakeholders have not made submissions on these matters.
GAP system

Mines on the GAP system have undervenittthe GAP expansion, so it is unlikely that they will
have an incentive to switch to an alternative termih&lMoreover, mines on the Newlands
system can only access DBCT via the GAP system, which the QCA understands is capacity
constrained (Figure 4).

FHgure4 Goonyella system available capacity and constraints
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114 QCAAurizon Network's 2017 Electric Traction DA#Al decision, August 2018, p. ii,
http://www.qca.org.au/getattachment/e403dddB30f4ec1927¢f6524431eeba/QCA FinatDecision
2017-ElectricTractionDAAU.apx.

115The Newlands and GAPE infrastructure is also not electrified and the QCA has not received evidence to
indicate that Aurizon Network would be prepared to allow additional diesel trains to operate on the
Goonyella system given its concerns that iectlic traction services would become stranded.
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More broadly, there is limited capacityd® mtpa) on the Goonyella system south of G&stem
such that GAP and Newlands miners would be unable to access DBCT without rail capacity
upgrades.

While the QCAotesthat rail capacity may be upgraded to accommodate additional demand for
coal handling services at a port, it is not clear that rail capagityoe upgraded on a network, in
response to miners' desire to switch to an alternative terminal. To do so could mean that the rail
capacity being used by the miner (before any switch) will become underutilised.

In other words, for GABystemusers, it $ not evident to the QCA that DBCT will be cheaper to
access given the costs of rail upgrades.

Evidence to date

More broadly, the QCA notes that there has been evidence to date that users from alternative
systems do not consider DBC@lasesubstitute.

As recently as during the 2017 DBCT access undertaking process, DBCT Management said:

4.3 mtpa is uncontracted from the beginning of 201’6 and it is likely that 6.3 mtpa will be
uncontracted from 201718. If this trend persists, a further 36.2 mtpa magt e renewed in
201718116

If users outside the Goonyella system considered DBCT a suitable substitute, presumably they
would have considered switching to DBCT in the event of spare capacity becoming available at
that terminal.

The QCA understands therosssystem traffic in the CQCN is typically FBWT his would indicate
GKFG WgAGKAY aeéailéaominaxtXoyrSof coat trafficShdivsinyined locadtedl G K
in a coal system do not, in a substantial way, prefer to transport coal to a teroutsitle that
system. For instance, the QCA understands that there currently is spare capacity on the
Blackwater system whereas the Goonyella system is almost fully contracted. So, a mine located
on the Blackwater system may prefercontinue to use Blackater system to access the Port of
Gladstone, rather than seek to access DBCT considering any uncertainty it may face over whether
and when Goonyella system would be expanded to facilitate such a switch, other things remaining
unchanged.

DBCT Management'sD28 Master Plan notes that an increase in access seeker activity has
occurred in the second half of 2017 and into early 28884owever, the QCA has not been
provided with evidence on how much of that relates to increased demand from access seekers
within the Goonyella system, compared to access seekers outside the Goonyella system. For
instance, the QCA is aware that TerraCom has recommissioned the Blair Athol mine on the
Goonyella system and has begun to transport coal to BBCT.

116 DBCT Management, submission to the QUBCT Management2015 DAW draft decisionJuly 2016, p. 7,
http://www.qca.org.au/getattachment/f4531182¢c594e6¢987051d1c38fdaa9/DBCTH8ubmission
Redacted.aspx

117 For example, as per Aurizon Metrk's 201218 revenue cap submission, revenue from cregstem
services was approximately 5 per cent of revenue from within system services (Aurizon NEY2013
Revenue Adjustment AmountExplanatory Memorandupp. 13)

18DBCT ManagemérMaster Pan 2018 p. 46,http://www.dbctm.com.au/_files/Documents/MP2018.pdf

19 TerraComASX Announcemerilair Athol Update Mining, Sales and Marke8 August 2017,
http://terracomresources.com/wpcontent/uploads/2017/08/1699015.pdf
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Mines on other systems thatse DBCT

The QCA is not persuaded that, to the extent that mines on other systems use DBCT, it
demonstrates that the relevant market fahe DBCTserviceextends beyond the Goonyella
system. For example, DBCT Management noted:

Rio Tinto's Kestrel mine the Blackwater system, which is located closest to RGTCT and exports

through that terminal, is also sporadically exporting through DBCT.
While Rio Tinto has divested itself of the Kestrel mine, the QCA understands that in the past Rio
Tinto did not hold apecific contract for coal handling capacity at DBCT for Kestrel. Rather, Rio

Tinto used its excess contract entitlements it held across its various mines that access DBCT to
enable Kestrel to sporadically access DBCT.

Given the above, the QCA does nomsider that this demonstrates that for mines on rail systems
(other than Goonyella}he coal handling services providedZBCT are substitable for other
terminals as asignificant proportion of the users of those terminals would not switch to DBCT in
response to a SSNIP for the relevant setvice

Conclusion on market definition

The QCA has not accepted DBCT Management's approach to defining the market as the region
within which mines would prefer to use the coal handling services at the Port of Hay Po
Specifically, this is the geographic region where it is physically feasible and financially preferable
for a mine to use the coal handling service at the Port of Hay F8int.

The QCA considers that DBCT Management's market definition does not aelggase into
account:

i the unavailability of HPCT to ndMA/BMC miners
i non-price factors relevant to asssing substitutability
i the additional aboveand belowrail costs that would be necessarily incurred

Likewise, the QCA has not accepted the DBCT Gleeip's approach to defining the market as
the Hay Point commonser coal handling market, in which the only supplier is DB0he QCA
considers that the DBCT User Group's market definition:

1 does not provide an insight into the geographical dimensioth@fmarket?3

1 ignores mines that may seek to use DBCT in the future (including by their proximity to other
mines in the Goonyella coal chain that use DBCT)

9 only focuses on demand for coal handling services at DBCT, rather than demand in the
market!?4

The QCAoncludes that the relevant market for assessing total foreseeable demand is the market
F2NJ 5./¢Qa O2Ff KFIyYyRftAy3a aSNBAOSAE Ay GKS D22yxk
based on the following:

120DBCT Management, sub. 1, p. 30, para 137.

121DBCT Management, sub. 13, p. 27, parag,209

122DBCT User Group, sub. 3, p. 16.

123DBCT Management, sub. 13, ppc24.

124The amendments tote QCA Act have refocused the criterion (b) test from an 'uneconomic to duplicate the
existing facility' criterion to a market test which considers total foreseeable demand in the market.
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2.5

251

25.2

1 The overwhelming majority of DBCT Management's aleanfor contracted capacity comes
from mines on the Goonyella coal chain.

1 Mines in the Goonyella coal chain are unlikely to seek coal handling services by a terminal
outside the coal chain (i.e. other terminals do not provide a close substitute to DBCT).

i At the same time, mines in other coal chains are unlikely to seek coal handling services by
DBCT (i.e. DBCT does not provide a close substitute to other terminals).

In this market, there are no close substitute coal handling facilities to DBCT. Raithewidtent
that DBCT is overwhelmingly the dominant coal handhegity in this market.

Period for assessing demand

The QCA has considered the period over which it can be satisfied awhether the facility(or a
combination of facilitiescan satisfy total foreseeable demand at least cdsor the reasons set
out below, we consider that this is a period of 10 years (i.e. the proposed declaration period).

Stakeholder submissien

DBCT Management assumed a declaration period of 10 yeaifsef@urposes of its submission
(and for assessing total foreseeable dematt@l}he DBCT User Group said that if criterion (b) is
not satisfied under one period, the QCA is required to consider whether there are other periods
for which criterion (b) is safied.’?®® The DBCT User Group considered that 15 years is an
appropriate starting point for consideration of criterion (b). However, the DBCT User Group said
that if criterion (b) is to be tested based on a single declaration period, then criterion (b) should
be tested against a shorter period over which there is a high degree of certainty of the demand
profile 1?7

QCA's analysis

The QCA's view is that the appropriate period for declaration is 10 years, which is consistent with
the period over whictthe DBCTBervicehas been declared to date.

Longterm certainty and mine duration

The QCA considers that the need for DBCT users to have certainty over the declaration period
must be balanced with the interests of DBCT Management in having the terminal subject to
declaration only as long as is considered necessary

In this respect, the QCK not satisfiedthat it should adopt the longest period possible that
satisfies criterion (R)as DBCT Management can seek revocation if circumstances cliénge.

DBCT Management dnthe DBCT User Group provided different examples of declaration
periods!?® The declaration periods determined in the examples provided had regard to the
specific circumstances faced in those examples. The QCA has not sought to adopt any of these
periods ginply on the basis that the NCC or the Tribunal had adopted them in the asQCA
considers it appropriate to set a declaration period as is relevard necessary tdhe
circumstanceén this review

125DBCT Management, sub. 1, p. 21, para 93.

126 DBCT User Group, suly.8B 57; DBCT User Group, sub. 15, pp485
127DBCT User Group, sub. 15, p. 46.

128 DBCT User Group, sub. 3, ppcad.

129DBCT Management, sub. 13, p. 12; DBCT User Group, sub. 15, p. 45.
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The QCA has formed the view that no other terminalshe CQCNbffer a closelysubstitutable
service tothat provided atDBCTdiscussed in section 2.4Jhis means that DBCT Management
couldhave the capacity to exert market power setting the prices and conditions for access at the
terminal.

Existing usex are insulated, to some extent, from DBCT Management's ability to ket
power through the operation of existing access agreeméiitat will continue irrespective of
declaration). The QCA also understands that the access agreements have an evéngeear
option in favour of the users?

DBCT Management's 2018 Master Plan indicates that a substantial proportion of these contracts
will expirefrom 2024 ,unless they areenewed Figureb).

Figure5 Contractualposition, March 2018

DBCT Current Contract Profile
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Source: DBCT Management, Master Plan 2018, p. 21.

The QCA considers that a-§6ar declaration period(from 2020 provides an adequate
opportunity for any new user® execute access agreements undee tegis of declaration.

The QCA does not dispute the DBCT User Group's position that mines typically have a life of 10 to
30 years, while aboveand belowrail investments have lives of around #9025 years and 30

years respectivel{3 However, to the exant that these assets are in place at the commencement

of the declaration period, their lives would be partially life expired.

The QCA alseonsiders thatlongterm certainty and the duration of mines are relevant
considerations, as the DBCT facility woglsthtinue to be open access in the absence of
declaration®*? However, he QCA's assessment of criterion (aPart G Chapter 3 establishes
that, in the absence of declaration, DBCT Managementld have thencentive to contract with
new users on a willgness to pay basis, rather than based on the costs of service prowvidianh,

in the presence of existing user agreements, wdikiely discourage efficient entry

A 10year period provides some certainty to stakeholdets may make longerm investments
in the expectation of terminal access(investments in mines and abovail haulage as well as

130DBCT Managemenijaster Plan 2018p. 20.
131DBCT User Group, sub. 3, p. 57.
132DBCT Management, sub. 1, p. 22, para 92.
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in belowrail infrastructure). While some stakeholder investments may have a life well beyond 10
years, other stakeholder assets will have a rerimg life below 10 yeardMoreover, to the extent

that new DBCT users contract at DBCT for new access during the declaration period, the QCA
presumes that they will have the benefit of the evergreen renewal right to the extent that their
mine life exceed 10 years, and therefore beyond the declaration period.

Protections offered bgvergreen renewal rights

,,,,,,

As outlined in Chapter 3, Part Kisting DBCT usesse LIN2 U SOUSR FTNRBRY 5./ ¢ al
exercise of market power in the absence of declaration, due to the evergreen nature of their
existing user agreements. However, potential new users would be exposed to DBCT
alyl 3SYSyidoa SESNDA &S ne #f dedlaratidn NéverthiglessS detlaragion i K S |
of the DBCT service would address that asymmetry between existing users and potential new
users, and to the extent new users seek access to DBCT service during the declaration period,

they would also benefit fom the operation of evergreen access rights during and beyond the
declaration period. In this respect, a-§8ar declaration period is appropriate fpotential new

users of DBCT

Nearly a third of existing cordcted capacity at DBCT relates to mined dra expected to reach

the end of their economic life over the next 10 years (around 12 per cent in the first five years
and around 20 per cent in the next five years). It is likely that the relevant existing users would
seek coal tenements to continue teenefit from their existing user rights. In that respect,
declaration for a period of 10 years would encourggential new users to also participate in

the coal tenements market and compete with existing users (as theywtmdd benefit from
evergreen enewal rights under declaratign

Multiple declaration periods

The QCAdoes not sharehe DBCT User GroOp @it $hé QCA must consider multiple
declaration periods. Indeed, the logical conclusion of the DBCT User Group's position is that it
should kep assessing criterion (b) based on varying periods until it finds a period for which
criterion (b) is satisfied. This position is not consistent with the objeParf5 of the QCA Act to
promote economically efficient investment, with the effect of proting effective competition in
dependant markets, as it means a declaration period of as short as one year (or even less) could
be appropriate.

Certainty of demand forecasts over the foreseeable period

The QCA notes that criterion (b) involves estimatitgltforeseeabledemand over the period of
declaration, which necessarily involves a level of prediction. There is considerable uncertainty in
predicting demand at DBCT in tbat-years, particularly in the period 2028030 (section 2.6).
Indeed, the QCAates that even when the foreseeable demand estimates of DBCT Management
and the DBCT User Group are compared on a common basis, and on a mine by mine basis, there
are differences in views on both the anticipated outputs of existing mines and the timiveyof
developments.

The QCAonsidersthat one option in response to uncertainty about demand estimates is to
adopt a shorter declaration period of, say, five years. However, at this stage, the QCA is minded
to recommend a period of 10 years, given the atfectors discussed in this section. It is always
open for DBCT Management to seek revocation of declaration if the estimates of demand that
the QCA adopts are exceeded, and demand has been underestimated such that DBCT cannot
satisfy criterion (b).
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Timing of market changes in the future

Potential future changes in the markétr coal handling servicesuld impact on the nature and
extent of competition for supplying coal handling services on the Goonyella coal chain. For
instance, in the future:

i AdaniMining's planned expansion of T1 (i.e. TOMNAPTMay be designed with capacity
beyond that necessary to simply support its planned CarmichaelMioaland Raiproject.

1 GVK Limited's planned development of a T3 terminal at Abbot Point may be designed t
support mines in the Goonyella basin as well as the Galilee.basin

1 The Dudgeon Point developmentayrecommence.

The QChiotesthat these developments argpeculative and there is considerable uncertainty
about future changes in the market structure. Moreover, any future terminal development does
not, in and of itself, necessarilychange the competitive environment within whid¢he coal
handling serviceat DBCT is providedRather, the extent to which potential new developments
may offer a substitutable service will depend on a range of factors, including costs, distance and
the specific nature of the coal handling service that is offered.

The QCA also naethat international developments in climate change policy could potentially
impact coal demand, particularly for thermal coal which comprésesind 16percent2 ¥ 5. / ¢ Qa
throughput3® That said, the QCA has not received any evidence, including from DBCT
Management®*, to suggest that climate change policies are likely to adversely impact the
demand for coal handling services in the Goonyella system overetwnmendeddeclaration

period.

To the extent that any future developments do change the competitirreironment for DBCT, it
will be open forDBCT Managemertb seek revocation of the declaratiomar(d it can seek
revocation at any time).

Periodic review of declarations
More broadly, the QCA considers it appropriate for any declaration to be periodeakyved!3®

The DBCT User Group said that, in the context of the certification of the DBCT access regime in
2010, Brookfield supported a period of certification of 'at least ten yé&tThe QCAonsiders

that this statement was made in a separate contextd has not had regard to the previous
statement13’

Despite this, the QCia of the viewthat a10-year declaration periodppropriatelyprovides for

ddzOK I LISNA2RAO NBOASG® ddégSately balaizds thd mtérésts afa G K I |
DBCT Managnent(in having its declaration reviewed for relevahaehile providing a period of

certainty for stakeholderévhodo or will make investment decisions in the expectation of access

as a result of declaratign

133DBCT Master Plan 2018, p. 46.

134 DBCT Management expects demand for thermal coal exports out of Queensland to grow in the medium to
long term (DBCT Master Plan 2018, p. 46).

135 Sedion 87A provides for a declaration to be reviewed at least 6 months, but not more than 12 months
before the expiry date of a declaration.

136 DBCT User Group, sub. 3, ppcad.

13 DBCT Management, sub. 13, p. 11, para887
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2.6

2.6.1

2.6.2

Foreseeable demand over the declaraticeripd

Despite DBCT Management and the DBCT User Group broadly agreeing on the extent of the
geographic region that defines the relevant market, there is a significant difference in estimates
of total foreseeable demand betweedhe parties over the 1§ear period from 2021 to 2030.

Both parties have produced estimates on a throughput basis and under vaggogiptions. The
QCA has focesl on the estimates prepared by DBCT Management's consultant, HoustonKemp
and those prepared bthe DBCT User Group's consultant, Wood Mackenzie (see Table 6).

Table6 Estimates of total foreseeable throughput demand

2021 202 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030
DBCT 150.9| 156.1 | 164.8 | 172.7 | 182.4 | 186.7 | 179.0 | 181.9 | 181.6 | 182.1
Management
DBCT User 79.5 80.7 809 | 835 | 809 | 836 | 773 | 80.2 | 77.7 | 79.0
Group

Sources: DBCT User Group, sub. 15, p. 41 (Table 1); DBCT Management,&tifpdrap212)
A part of the difference in demand forecasts relates to differences in the market definition.

For instance, DBCT Managemeanhsideredhat all mines that would ‘prefer’ to utilise DBCT on
the basis of cost are in the relevant market and prite consiérations should be disregarded.
DBCT Management alsonsideredhat mines (and the resulting volumes) that use HPCT are in
the relevant market, as HPCT is adjacent to DBCT.

In contrast, the DBCT User Grdopusedon demand only at DBCT, while disregagdbroader
demand in the Goonyella system that is presently serviced, or may in the future be sebyiced
other terminals.

Other differences between DBCT Management's estimates and those of the DBCT User Group
relate to:

1 differences in mine forecasts

i different views on the probability of new developments commencing and the dates of
commencement over the foreseeable demand period.

QCA's analysis

The QCA considers that the appropriate market for the purposes of the criterion (b) assessment
isthemarketf?lJ 5. / ¢ Qa O2lf KFyRfAy3a &ASNBAOSa Ay {(KS

In seeking to estimate total foreseeable demand in this market, the QCA has reviewed the
forecasts and calculations provided by consultants of DBCT Management (HoustonKemp, AME
Advisory and the DBCT User Group (PWC, Wood Mackenzie). In doing so, the QCA notes that
there is considerable uncertainty in demand forecasting, and both DBCT Management and the
DBCT User Group have shifted in their respective views in recent years on demawlfor
handling services.

Evolving views on demand

In the context of the 2017 DBGIraft access undertakingrocess, DBCT Management was
concerned about demand at DBCT:
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DBCTM considers its prospects for fully contracting DBCT over the upcoming requésitmyare
limited.138

However, DBCT Management now considers tieahand for contract capacity the market is
as high a468 mtpa3®in 2021 (at the end of the current regulatory period) &@7 mtpa*in
2026 (and as high as 134 mtpa excluding volumeBIRCT from BMA's minesyhich is almost
doubleDBCT's current terminal capacity.

Likewise, during the same 20DBCTdraft accessundertaking processthe DBCT User Group
noted that 'where a small portion of the capacity is not contracted [at DBCT]hptjld be
expected and not seen as foreshadowing a long term decrease in demand' and that ‘users have
very strong incentives to exercise the renewal optidfs'.

However, the DBCT User Group has now provided material on DBCT's contract profiles in future
years (presumably in support of their views) from DBCT Management that, it said, demonstrates
the following:

(i) firstly it shows that over the next 7 years or so until July 2025, DBCTM has a clear view that
demand is well below the existing capacity of DBQIT;

(ii) even in the later years, DBCTM expectations that the demand remains below the existing
capacity of DBCT

X GKS 5./¢ ! Aa5NJ DNRdzL) O2yaARSNB (KABSLLINRE2SOUGAZ2Y YI &

Given the evolving nature of stakeholders' views on the dednin the market over such a short
period of time, the QCA does not consider that forecasting total foreseeable demand for the
market in which DBCT operates can be a precise exercise.

For instanceDBCT Management's 2016 Terminal Master Plan appearechio a similar view:

Consideringhe long leadtimes required for infrastructure development,the difficulty for mine
andinfrastructuredeveloperswill be anticipatingwhenthe demandfor additionalcoalproduction
and export capacityis likely to return. DBCTManagementdoesnot believethe trigger point for
developmentcanbe forecastwith anyreliability and hasavoideddoingsoin this masterplan.144

Likewise the 2018 Terminal Master Platated:

Previous forecasts, based on leading industry analysi® Ibeen unreliable, due to a range of
factors including the global financial crisis and more recently, changes in Chinese government
policy and the volatility of global coal marketghere is no way to reliably predict the timing of
expansions<14s

138 DBCT Management, submissianthe QCADBCT Management's 2015 DAUraft decision 8 July 2016, p.
6, http://www.qca.org.au/getattachment/f4531182c594e6¢987051d1c38fdaa9/DBCTMubmission
Redacted.aspx

139This corresponds to a throughput estimate of 150.9 mtpa in 2021 as in Table 6.

0] 2dza G2y YSYLIQa GKNRdAzZAKLIzO SadAYlFGSa F2NI vHnHc | NB Mycc
from BMA mines.

141 DBCT User Gup, submission to the QCBBCT Management2015 DAJ, 8 July 2016, p. 12,
http://www.qca.org.au/getattachment/9125b42810a48488069 1fb45654818/DBCTUserGroup.aspx

142DBCT User Group, sub. 3, p. 61.

143The QCA has not had specific regard to the material from DBCT Management referred to by the DBCT User
Group, other than to illustrate that the DBCT User Group's position on total foreseeablendeémthe
relevant market has appeared to vary from the 2017 DBCT draft access undertaking process to the
declaration reviews process which subsequently commenced.

144 DBCT Managemenijaster Plan 2016p. 44 http://www.gca.org.au/getattachment/d41417929d9-4460
b15b-753c0e91d63f/DBGManagementMaster-Plan.aspx

145 DBCT Managementjaster Plan 208, p. 7,http://www.dbctm.com.au/_files/Documents/MP2018.pdf
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2.6.3 Total breseeable demand

Both DBCT Management and the DBCT User Group have provided demand estimates supported
by their respective consultant's estimates of demand.

Despite this, there is a material difference in the estimates of demand between the parties.
Ckarly, forecasting demand in the market for the purposes of criterion (b) involves an element
of subjectivity.

DBCT Managemesbughtto estimate total foreseeable demand in the market on a throughput

and contract entitlement basis. The DBCT User Gfocysedon throughput demand for the
services at DBCT under a 'base case' and then provides a 'high case' based on certain capacity
currently contracted to AAPT reverting to DBCT (Lake Vermont/Middlemount), Eagle Downs
being developed and utilising DBCT, aswme marginal tonnage reverting to DBCT from
RGTanna'*® The DBCT User Groppovideda range of other estimates including the contract
profiles at DBCT as part of seeking to demonstrate that peak foreseeable demand is below the
existing capacity of DBCGY.

The QCAassome concerns with the DBCT User Group's estimates, including:
i difficulties in reconciling the various foreseeable demand estimates of the DBCT User Group:

- for instancethe Wood Mackenzie forecasts on page 59 of the DBCT User Group's original
submission do not appear to align with the Wood Mackenzie forecasts on page 42 of the
DBCT User Group's cremsbmission

1 alack of detail on individual mine forecasts (other than table 1 in the Wood Mackenzie
report in the DBCT User Group's crssbmisson)

1 limited visibility on the nature of the adjustments that the DBCT User Group made to the
Wood Mackenzie forecasts

i alack of clarity on the interrelationship between mine throughput and contract
entitlements. For example, the Wood Mackena#secase hroughput estimates peak at
83.6 mtpa in 202848 However, it is not apparent whether the DBCT User Group's conclusion
that peak foreseeable demand is below the existing capacity of DBCT adequately considers
that throughput capacity is typically at least 4€r cent below contract entitlements.

DBCT Management and the DBCT User Group also differ in their views of mine output and the
expected timing of new developments. On balance, DBCT Management's estimates of mine
output and the expected timing of new prajes are less conservative than those of the DBCT User
Group. As such, DBCT Management's estimates of total foreseeable demand can be generally
regarded as subsuming demand estimates provided by the DBCT User Group. DBCT Management
has also been more tranapent about its methodology in estimating total foreseeable demand

and provided a more detailed methodology for establishing its demand forecasts.

Therefore, while the QCA has considered the DBCT$&R dzLJQ&d FT2NB GHani ax A
reviewing Houston&mp's estimates, while having regard to its shortcomings.

146 DBCT User Group, sub. 15, p. 42.
147DBCT User Group, sub. 15, p. 67.
148 DBCT User Group, sub. 15, schedule 2, p. 9 (table 6).
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Potential for overestimation

The QCA's view is that the HoustonKemp data appear to overstate degiged its assumptions
on rail capacity and timing of new developments.

Assumes rail capacity

TheQCA considers it reasonable to assume that rail capacity will be gradually upgraded over the
period the market operates in response to changes in demand.

However, HoustonKempssumel that rail capacity will automatically bicreasedto meet
changes in ttal foreseeable demandnd hence is not relevant to the analy3ise QCA considers

that this tends to overestimate total foreseeable demands clearly miners are unlikely to
develop tenementgand correspondingldemandadditionalcoal handling servicg# there is a

lack of certainty about corresponding rail capacity in the Goonyella system. Relevantly, DBCT
Management acknowledgkethe uncertainty about rail expansions in the context of expanding
the terminat

An expansion to 102 mtpa will also requiggl track improvements. The rail track infrastructure

in the vicinity of DBCT does not form part of the asset owned and managed by DBCT. Rather, that
infrastructure is owned by Aurizon. This also contributes to the uncertainty of expanding to 102
mtpa.149

Moreover, it is not clear thatHoustonKempaddressedthe impact of anypotential lag in
upgrading rail capacity to accommodate changes in total foreseeable dermaed)CA notes
that Aurizon Network's 20kA7 network development plan indicates that caply of the
Goonyella system is 140 mtga contrast, HoustonKemp indicat¢otal foreseeabledemandof
150.9 mtpa(throughput demandland 167.7 mtpgcapacity demangin 2021 (including HPCT
tonnage). The QCA considers it unlikely that Goonyella rabispwill be upgraded by 27.7 mtpa
by 2021 (i.e. from 140 mtpa to 167.7 mtpa).

More broadly, the QCAotes| 2 dza i 2 yprofedidrsieér coal handling demand at the Port

of Hay Pointliffer (and exceed) dzZNA T 2y b S 62 NJ Q& vy GvbigheoNsldesRS @3St 2 L
growth scenariogor alignment between rail capacity on tieoonyella systenand DBCT port
expansion.'*® Clearly, additional demand for coal handling services, i.e. beyond that served by a

140 mtpa Goonyella rail capacity, can only eventuate ®dRtent that there is supporting rail

capacityand this is aligned with port requirements

In this context, the QCA considers that the HoustonKemp demand estimates may represent an
overestimation of the demand for coal handling services.

Early project coomencements

The HoustonKemp data also appear to takeogtimisticview on the likelihood thaprojects will
commence and the timing of such projects. For examfieyuston Kemgncluded Moranbah

South in its foreseeable demand estimate from 202hereas Wod Mackenzie (on behalf of the

DBCT User Group) considered that demand from this mine will only commence in 2035. The QCA
also notes that Anglo Americara developer of Moranbah Southmentionson its website that:

49 DBCT Management sub. 1, p. 39, para 195.

B0Cc2N) Ayaidl yoSz Gl of S olyNetwgrk Dedelfmer? §lan prévides 2 Stknarid forthem c
Goonyella system to be upgraded to 171 mtpa by 2023. However, HoustonKemp forecasts demand for coal
handing capacity at the Port of Hay Point of 18panin this year (DBCT Management, sub. 1, p, 44, para
212).
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our focus has been on securing the enviremtal approvals for the project, providing us with the
flexibility to progress the project when conditions impro\vé

The QCA does not consider that Anglo American's position indicates that any commitment has
been made to commence development and constiarc at the current time.

Growth in total foreseeable demand

At an aggregate level, the QCA considers HoustonKemp's growth in total foreseeable demand to
be optimistic. At face value, it is difficult to reconcile how DBCT can move ffresent levels of
cgpacity and demando operating in an environment where total foreseeall@oughput
demandis 91 mtpa in 2021 and20 mtpa in 2028%2

Engagement of MMI

In the context of the above, the QCA considered that there would be rrerigviewing the
demand forecats provided to it, rather than engaging yet another consultant to undertake a
demand forecasting exercise.

Accordingly, the QCA engaged MMI Advisory to review the HoustonKemp demand forecasts and
make the following adjustments:

1 Exclude demand for HPC®,the QCA does not consider it to be in the market for the
purposes of criterion (b).

i1 Exclude demand for mines within the Goonyella system who contract at other terminals for
the duration over which these mines have current contracted capacity at thoserals.
For instance, while the Q@Ansiderghat Middlemount and Lake Vermont are in the
market (for the purpose of defining the market), the QCA does not consider it appropriate to
include their demand for coal handling services, for the purpose t&rdening foreseeable
demand, in the market for the remaining duration of their contracts at AAPT.

i1 Exclude mines outside the Goonyella system (but undertake a reasonableness test in doing
s0), namely Kestrel and Teresa.

1 Make adjustments for double counting
i Consider the likelihood of projects commencing during the foreseeable demand period.

MMI was instructed to make objectively based adjustments where possible, relying on publicly
available data, rather than undertaking a separate forecasting exercise.

¢KS RS{GIAfAa 2F aalLUa YSGK2R2f23@& YR Fylfeara
GKS v/ ! Qa ¢So0ariGSe® 'a aal ARSYGAFASR:E 2yS 27
development projects and whether they are likely to be commissiooeer the forecast period.

For many of these projects, there is no publicly available information on their current status or

the likely date that development would start. For new developments, there is at least-pefare
development phase, including abihing approvals (including an Environmental Impact
Statement), followed by construction. It is expected that for many of these projects the
proponents are awaiting an improvement in market conditions; however, each company's ‘trigger

point' for developmenis not known.

151 Anglo American, Operations and projedigtp://australia.angloamerican.com/operatiorand-projects
152DBCT Management, sub. 1, appendix 10, p. 62, tabla Adtal foreseeable demand estimata 2026
excluding BMA and BMC.

43



Queensland Competition Authority Criterion B- Meet total foreseeable demand at least cost

In the absence of information to enable the conclusion that development is likely over the
forecast period, a number of these projects have therefore been excluded from the 'base case'.
MMI has also included a 'high case', which assumes @il of these excluded projects are
commissioned midvay through the forecast period (which also accounts for development
timeframes). MMI has not sought to make any specific assumptions on the timing of individual
projects unless there is information a@lable that allowed it to do so. BMA projects remain
excluded, as it is assumed that it will use HEET.

MMI's adjustments are summarised in Table 7.

Table7 MMI's adjustments to HoustonKemp's foreseeable demand forecasts

2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 2029 2030
HoustonKemp | 150.9| 156.1 | 164.8 | 172.7 | 182.4 | 186.7 | 179.0 | 181.9 | 181.6 182.1
forecasts
Base case 83.69| 80.23 | 80.19 | 76.21 | 77.53 | 72.23 | 59.19 | 64.69 | 70.04 70.74
mtpa
High case 83.69| 80.23 | 80.19 | 76.21 | 78.43 | 8254 | 82.6 96.3 | 107.65 | 109.35
mtpa

Conclusion on total foreseeable demand

The QCAeviewed MMI'ssecommendedadjustmentsin an overall context of what it considers is
a gradually improvingnarket for coal tenement development. The QCA agrees with DBCT
Management'2018 Terminal Mastelan thatstates

PyEAl1S GKS LINB@A2dza aYAYAy3d 622Yés 5./ ¢a SELISOGA G
occur in a much more measured and controlled fasiidn.

Moreover, the 201819 Queensland Governmeudget Papers note that:

Looking ahead, while coal exports volumes are forecast to continue to grow strongly in12018
partly due to a resumption of full operation at the Dalrymple Bay Coal Terminal, the rate of growth
will most likely be moderate in later years. Increased indakproduction in Asia, particularly
Japan and Korea, is expected to underpin demand for-bakihg coal, while new coal fired power
stations in Japan will support demand for thermal cal.

At the same time, the QCA notes, after making adjustments tatthestonKemp forecasts, there

is an increasing difference between the base case and the highasa.2026, the base case
estimates decline, while the high case materially increabess. reflects considerable uncertainty
overwhat will hagen over the éreseeable period (particularly the oyears), and whether new
mines will commence operation during this time. As noted above, the high case assumes that all
of the excluded development projects (except BMA projects) are commissioneslapithrough

the forecast period.

153BMC contracted tonnage at DBCT have been included in the base and high case estimates as these contract
entitlements are no different to those held by other DBCT users. BMA does not have contract entitlements at
DBCT(BHR,dzo ® My S LIJ® pod ¢2 GKS SEGSyd GKFG . a! | 00Saa
0SSy AyOfdzRSR Ay GKS v/!Qa SadAvylrdsSa la (GKAa ¢2dzZ R
154 DBCT Managemenijaster Plan 2018p. 34,http://www.dbctm.com.au/_files/Documents/MP2018.pdf
The QCA does not accept the MasRa&n's subsequent position that spare capacity at other ports will be
more attractive than expansion capacity at DBGTHe reasons outlined earlier in this decision.
155 Queensland GovernmenQueensland Budget 20489, Budget Strategy and Outlook: Budget Paper No. 2
p. 27,https://budget.qld.gov.au/files/BP2201819.pdf
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2.7

The QCA is reluctant to adopt an overly conservative approach to estimating total foreseeable
demand and has adopted an intermediate path between both sets of adjustments applied by
MMI. The QCA has adopted MMI's high case, but maintaime@026 forecast 082.54 mtpa in

the out-years.

The QCAconsidersthat estimating total foreseeable demand is uncertain, and much of the
uncertainty relates to the likelihood of new projects and their expected timing over the
foreseeable demand period-urther information from stakeholders is invited on this matter.

The QCA's preliminary position is provided in Table 8, which shows throughput estimates and
contract capacity estimates. The capacity estimates reflect an assumption that throughput is on
aveNl 3S on LISNI OSyid 2F O2yiGNIOG SydAadtSySyidao
Over the long term, we assume that demand for contract capacity is derived from the demand for
coal throughput, with demand for throughput being 90 per cent of ttemand for contract

capacity. This is equivalent to assuming that, on average, 10 per cent of contracted capacity is not
used16

Given the QCA's view that capacity entitlements are the relevant measure of total foreseeable
demand, Table 8 (the row in boldflects the QCA's estimate of total foreseeable demand during
the 10year period.

Table8 Total foreseeable demand

2021 | 2022 | 2023 | 2024 | 2025 | 2026 | 2027 | 2028 | 2029 | 2030

Throughput

. 83.69| 80.23 | 80.19 | 76.21 | 78.43 | 82.54 | 8254 | 82.54 | 82.54 | 82.54
estimate

Capacity
entitlement 92.99| 89.14 | 89.10 | 84.68 | 87.14 | 91.71 | 91.71 H 91.71 | 91.71 | 91.71
estimate

At the least cost

The QCA considers that DBCT can satisfy total foreseeable demand at least cost, compared to two
or more terminals. Specificallthe QCA considers that DBCT in expanded form can satisfy total
foreseeable demand at a lower cost than a combination of DBCT and an alternative facility.

The QCA's consideration of this matter is separated into the following sections:
1 methodological issue

9 calculation of 'least cost'.

Methodological issues

This section outlines methodological issues related to the QCA's approach to undertaking the
'least cost' analysis, namely what costs are relevant in forming a view on 'at the least cost' and
matters rekvant to the calculation of cost.

Treatment of sunk and incremental costs

The QCA's view is that both sunk and incremental costs may be relevant to the 'least cost' analysis,
depending on the scenarios being compared. The QCA does not agree with DB@Erivianta

156 DBCT Management, sub. 1, appendix 9, p. 37.
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that the exclusion of sunk costs is necessarily required in considering the application of criterion
(b).
DBCT Management said that:

The leasttost calculations should consider the incremental social costs of meeting total
foreseeable demand by usé DBCT alone compared with foreseeable demand being met by DBCT
and one or more alternative facilities, not the private costs to miners of accessing different coal
handling services. Returns to sunk capital investments are not incremental costs fror 8ofiét
point of view. Accordingly, they should be excluded from the least calculations, even though
they typically account for a large share of the charges that miners pay to access existing
infrastructure.

The least cost assessment should recognise tha

170.1 the capital costs incurred to date of the existing terminal and rail infrastructure in central
Queensland have already been incurred. They are sunk costs, which are unaffected by the level
of demand, and are not relevant for the leasist assesment; and

170.2 only the incremental costs of meeting total foreseeable demand over the declaration
period are relevant for the least cost assessment.

DBCT Management said that its approach of excluding sunk costs is consistent with the Tribunal's
decison in the 2010 Pilbara rail decisiéf) and quoted an extract of that decision (in part as
follows):

Ly GKS OlFasS 2F Iy AyOdzvroSyidQa tAyST GKS IRRAGAZYI®
the line on a shared basis plus the capital cost of expansion that is necessary to meet the

RSYIYyRd ¢K2as8 Oz2aida INB (2 0S8 02y GN}r&adSR sA0GK GKS
line (plus the cost of any expansion) for its own use and the cost of constructing and operating a

new line(s) to meethird party demand->®

DBCT Management further said in respect of the Tribunal's decisRitbara

In addition, DBCTM notes that paragraph 906 of the Tribunal's decision sets out all of the capital
and operational costs that the Tribunal considered in canng the cost of sharing a facility
instead of duplicating it. Paragraph 907 goes on to acknowledge that the original costs of the
incumben@ rail line will be the same regardless whether there is one line with shared access or a
new line is built as aalternative to shared acce3€°

DBCT Management also said:

HoustonKemp observes that having regard to incremental costs in the least cost assessment is
appropriate because:

182.1 the sunk costs of existing rail and terminal infrastructure have alreastyibeurred and
will not be incurred again over the period for which the service would be declared; and

182.2 even if the sunk costs of existing rail and terminal infrastructure were to be taken into
account in an assessment of least cost, these costddimicaptured under all scenarios in which
total foreseeable demand in the market is met and are therefore not relevant to determining
whether the facility for the service can meet that demand at least &Bst.

15 DBCT Management, sub. 1, p. 35, paras 169, 170.

1581n the matter of Fortescue Metals Group Limif2810] ACompT.2
159DBCT Management, sub. 1, p, Baral71.

160 DBCT Management, sub. 1, p. éra 173.

161 DBCT Management, sub.1, p. 37, para 182.
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The QCA considers that while earlier decisiapplying criterion (b) in its previous form may
provide guidance, it is the language of the QCA Act that is param@hpter 2) DBCT
Management made similar comments in its submission to the ¥&CA.

However, the QCA understands the position of DB@hagement to be that the test under
criterion (b) is only concerned with a comparisdritee incremental costs to society as a whole

in meeting total foreseeable demand under different scenarios. It therefore follows that costs
which are 'sunk’ (i.e. cajai costs of existing facilities that society has already incurred) are to be
disregarded.

The QCAKI & NBASNDI(GA2ya ¢6AGK 5 Thectapprdcly bf DBETSY (i Qa
Management appears to have its foundation in decisitreg applied the former versin of
criterion (b), which was concerned with the feasibility of duplicating the relevant facility.

In contrast, criterion (b) is now clearly directed towards consideration of the cost of meeting total
foreseeable demand in a variety of possible sc@sarwhichdoes not necessarily involve
duplication of the facility for the service, and may or may not require consideration of sunk costs.

Where the nature of the least cost calculation results in the same sunk costs being considered
under separate scwrios (thereby cancelling each other out), it may be simpler to exclude them,
rather than to go through the process of quantifying those costs. The QCA considers this is
consistent with the Tribunal's decisionRilbarawhereit is stated:
Incomparingk S 0240 2F GAKBKANEYIEYR FROAGHNAYES &a2YS O2ai:
X i KS &2 Nabaingyhe ¢osts tldRwauldide incurred in any event, regardless of whether

the existing line is shared or nqttancel out in either scenariorthe sake of simplicity, we do
not include those cost§Emphasis addedln the end, the differences should come down to:

1 GKS RAFTFTSNBYOS o06SiGsSSy FRRAGAZ2YIFE 2LISNIGAy3 O2ai
versus the operating costs of the new lineda

1 iKS RATFTSNBYyOS 06SiG6SSy (GKS OFLMAGlIE O2aia 2F Lye
line versus the capital costs of developing another Hiie.

This view was neatly described by the Productivity Commission in the following terms:

[Alny costs incueed in both scenarios (that is, costs that would be incurred both where the facility
under application meets total foreseeable market demand and under the least costly alternative
scenario) will cancel out and therefore do not need to be estimated. Thaifaittook this
approach in its Pilbara rail determination (para. 907), where it noted that it was unnecessary to
estimate the capital and operating costs that would be incurred in both scenarios that it
considered64

In this context, the QCA considers thlaé 'cost' of meeting total foreseeable demand in a given
scenario is the total cost of meeting demand, rather than the incremental cost to society. The
QCA considers that criterion (b) is concerned with the question of whether the facility for the
servie has natural monopoly characteristics (i.e. whether there are economies of scale such that
total foreseeable demand would be met at least cost by the facility in question, compared to any
two or more facilities). In this exercise, sunk costs form a kel gfeestablishing the costs of
service provision, as do incremental costs. An approach which focusesrodigntifying the
incremental costs to society is less likely to reveal whether the facility for the service has the

162DBCT Management, sub 13, ppl®.

1631n the matter of Fortescue Metals Group Limif2810] ACompT 2 at [90P07].

164 productivity CommissiomNational Access Regimiaquiry report no. 66, 25 Octob&013, p. 163,
https://www.pc.gov.au/inquiries/completed/accesegime/report/accesgegime.pdf

a7



Queensland Competition Authority Criterion B- Meet total foreseeable demand at least cost

requisite natural monopoly chiacteristics and is not, in the QCA's view, consistent with the
proper construction o.76(2)(b) of the Act.

The QCAonsiderghat sunk costs should be taken into account, and that to do otherwise would
beinconsistent with the concept of 'least coas that term is used in criterion (B

DBCT Management's approach to sunk costs and incremental costs can be contrasted with the
QCA's approach aet outin the hypothetical example iBox2.15¢

165DBCT User Group, sub. 15, p. 47.

166 For the purposes of illustration, Box 2 focuses on the QCA's understanding of how DBCT Management
proposes that facility costs should be treated in the 'least cost' calculation. The QCA notes that the concept
of 'least cost' considers costs beyond faégitiosts (see Chapter 2).
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Box2: Approach to facility sunk (capital) costs ancté@mental costsa
hypothetical example

Assumptions

f Total foreseeable demand is 100 units

1 Regulated facility's capacity is 90 units and can be expanded by 10 units
1 Alternative facility's spare capacity is 10 units

DBCT Management's approach

Least cosinvolves the following comparison:

1 incremental capital costs of expanding regulated facility by 10 units to 100 units +
incremental operating costs of producing an additional 10 units

compared with

1 incrementaloperating costs of alternative facility producing 10 additional units.
TheQCA's approach

Least cost involves the following comparison:

1 capital costs of the regulated facility at 90 units + operating costs of producing 90
units + incremental capital coste expand the facility by 10 units + operating costs o
producing 10 units

compared with

1 capital costs of the regulated facility at 90 units + operating costs of producing 90
units + capital and operating costs of the alternative facility in producingrifs.

Note: Under the QCA's scenario, any costs incurred in both scenarios will cancel out
not need to be estimated (PC 2013; p. 163). These costs thabecaancelled out for
calculation purposes are in bold.

In summary, the relevant considdion with regard to accounting for sunk costs involves
assessing:

i the costs of the facility in questiorrsusthe costs of the facility in question and another
facility

- sunk costs of the facility in question can be included, or can be exclagdé¢heyare on
both sides of the comparisét

9 the costs of the facility in questiorersusthe costs of two alternative facilities
- sunk costs of the facility in question cannot be excluded.

Later in thissection, the QCA compares whether DBCT in expanded fornmsatisfy total
foreseeable demand at least cost compared to DBCT in existing form combined with an
alternative facility. As such, sunk costs are included.

1671n other words, sunk costs can be excluded for calculation purposes, as they are on both sides of the least
cost comparison and therefore cancel each other out.
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Price ersuscost

The QCA notes that there may be a range of ways to undertake an analysis dheiligt or
combination of facilities satisfies total foreseeable demand at least cost. However, to the extent
that a uniform access price reflects a building block methodology of all factors relevant in the
provision of a service (including a return omkwosts), the QCA considers that price is a suitable
proxy for cost.

As the QCAconsidersthat sunk costs are a relevant consideration in assessing which
facility/facilities can satisfy total foreseeable demand at least cost, it ipeuadedoy DBCT
Management's argument that access prices are not relevant to this assesthent.

Average costs versus incremental costs

The QCA notes thmodelling of the incremental costs of expansions by the DBCT User'&roup
and by DBCT Manageméit and considersthat these costs will impact the overall costs of
service provision at DBCT.

However, for the purposes of the least cost assessment required. Bg(2)(b), it is not it
necessary (or appropriate) to have regard to the specific incremental expansion costs of DBCT
expansions, as calculated on a $/mtpa basis.

wlkiKSNE GKS v/! Qa @AS¢ Aa GKIFG GKS NBfSOFyd YlI
of satisfying total foreseeable demand (including expansion costs) is lower than the average per

unit cost at DBT and another facility’! It is not evident thaincremental expansion cost (on a

mtpa basis)s, by itself,enough to form aonclusiveview on whether DBCT is more or less costly

than an alternative terminal to satisfy foreseeable demand

Likewise, it imot evident to the QCA that differential pricing of expansions is a relevant matter in
assessing least cost, as it does not address the average cost of service provision by the facility as
a whole, when it is compared to the average costs of service poaviy two or more facilities.

The QCA concurs with the views of the QRC:

The QRC considers that criterion (b) requires the QCA to consider the average costs of providing
the service from an expanded facility and not the incremental costs of any expassjoined to

meet total foreseeable demand. This is reflected in section 76(3) of the QCA Act, which states
that:

"X if the facility for the service is currently at capacity, and it is reasonably possible to expand that
capacity, the authority and the Mistier may have regard to the faciligs if it had that expanded

capacity"

That is, the QCA should consider the costs of providing the service by the entire facility as
expanded. It is a hypothetical assessment that requires the QCA to average thefqustading

the service (including the costs of any expansion required) across all demand rather than only
focusing on the costs of expansion required to satisfy demand. The QRC therefore agrees with the
use of average costs as set out in the analysippeAdix B of the Staff Issues Papér.

168 DBCT Management, sub. 1, p. 37, para 185.

169DBCT User Group, siy.pp. 6271.

"DBCT Management, sub. 13, p. 48.

1 The QCA published a staff issues papegclaration reviews: applying the access critérigdpril 2018 The
QCA's reasoning here is consistent with the worked example in Appendix B of that paper, where the focus is
on the average costs of service provision.

12QRC, sub. 7, p. 36.
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Calculation of 'least cost'

Criterion B- Meet total foreseeable demand at least cost

The QCA's estimate of the total foreseeable demand over the declaration period is approximately
93 mtpa. However, DBCT's nameplate capacity is 85,mtpigh meanBCwould need to be

expanded to meet the total foreseeable demanél.K S

v/ ! Q& f@ fotaldorededabldi K I G

demand in the market to be met by DB@ie Zone 4 and 8X Phase 1 expansion prejeciuld
be required(seePart C AppendixA). Additionally, & per Aurizon Network'@016¢17 Network
Development Plan (NDP), DBCT Zone 4 and 8X expansions will require expanding the capacity of

the Goonyella system to accommodate the higher tonnage

Therefore, in assessing whether DBCT could meet the total foreseeable demand in theaharket
the least cost compared to any two or more facilities, it is relevant to consideexpansions
costs at DBCT and in the Goonyella syst€able hows the resulting average cost estimates

and Part C, Append&kO2 y i I Ay &

idKS
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Table9 Average supply chain cost to Goonyella system users of accessing alternative coal
terminals with Goonyella and DBCT expansions ($ per tonne)

Cost components DBCT AAPT (GAPE) RGTanna WICET
Belowrail cost $3.61 $10.69 $7.25 $7.25
Aboverail cost $325 $5.03 $454 $454
Coal handling cost $5.14 $7.01 $5.18 $14.67
Other port and shipping costs $0.05 $0.05 $0.05 $0.05
Supply chaircost $12.05 at least$2279 | atleast$17.02 | atleast$26.51

Costdifference relative to
accessing DBCT

at least$10.73
(89%)

at least$4.97
(41%)

at least$14.46
(120%)

As explained in Part C, Appendixfor this assessment, the QCA has considered the highest
estimate of expansion costs that are available withseieking to comment on the prudency of
those expansion costs. Additionally, the approach that has been adopted to estimate the below
rail costs with Goonyella expansion, which would apply for Goonyella users seeking to access
DBCT, is more likely to overigsaite those costs. Despite ihapparent overestimated cost of
accessing DBChe average supply chain cost for a mine in the Goonyella system to access DBCT
remainssubstantially cheaper than that for accessing otrentinalg a cost difference of1to

120 per cent.Thus,DBCTwould be able to meet the total foreseeable demand in the market at
least cost compared to any two or more facilitié3

2.8 Conclusion

C2ftft26Ay3 O2yaARSNIGAZ2Y 27
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DBCT services the demand for coal handling services in the Goonyella system. In this market,
DBCT is overwhelming the dominant coal handilawgjity.'’#* DBCT can satisfy total &meeable
demand in this market over &0-year declaration period (following minor expansion) at least

cost compared to a combination of DBCT and an alternative facility.

173 The QCA is required to have regard to all costs associated with havinglenuttgrs of the facility for the

service (s. 76(4)). Given the outcomes in Table 9 and given DBCT will remainusenaéirminal
irrespective of whether the service was declared, these costs have not been estimated.
174 HPCT, which is a vertically intetgrd facility without open access, is discussed in section 2.4.
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3.1 Introduction
The access criterion in s. 76(2)(a) of the QCA Act is:

that access (or increased access) to the service, on reasonable terms and conditions, as a result of
a declaration of the service witd promote a material increase in competition in at least 1 market
(whether or not in Australia), other than the market for the service

The focus of the QCA's assessment of criterion (a) in respect of the DBCT service is whether, in a
future without declaation, DBCT Management (the access provider of the service) would have
an ability and incentive to exert market power such that it would adversely affect the
environment for competition in at least one dependent market. If so, the next issue to consider

is whether declaration of the service would improve the environment for competition & th
dependent market byconstraining DBCT ManagemenrdbBility and incentive to exert market

power such that opportunities or conditions for competition in the dependmiatket would be
materially better with declaration than they would be without declaration.

Broadly speaking, the QCA's assessment of criterion (a) for the DBCT service consists of the
following steps:

(1) Identify marketsother than themarket forthe DBCTEewvice(i.e. dependent markets) and
confirm that each such market is separate from the market for the DBCT service.

(2) Assess whether DBCT Managemenotlld be constrained from exercisingarket power
in the absence of declaration compared to the scenario wienservice is declared.

(3) If DBCT Management has an ability and incentive to exercise market power in the
absence of declaration, assess the environment for competition in one or more
dependent markets if the DBCT service is not declared and comparéé to t
environment for competition in one or more of those dependent markets if the DBCT
service is declared

(4) Conclude whether access (or increased access) to the service as a resaladdtion
would promote a material increase in competition in at leasé @ependent market

Stakeholders made a number of comments in respect of the assessment of criterion (a) for the
coal handling service at DBCT. Those comments are summariseldl&i0, and are considered
further in sections3.2 to 3.80f this chapter.

Table10 Summary of key positions s. 76(2)(a) of the QCA Act

Criterion(a)
Issue DBCT Management's Other stakeholders' QCA draft view
position position
Identify markets Dependent markets Dependent markets Dependentmarkets
other than the include: include: considered in section
rsne?\r/li(i f(:loerp;[(ra]ﬁdDeEtCT 1 mining authorities 1 coal tenements market 3.2
markets marllzez (coal tenements 1 coal haulage services
market) market
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Criterion(a)
9 coal haulage services | 1 DBCT secondary
market capacity trading
9 coal export markets market
DBCT Management's Without declaration, DBCT| Without declaration, DBCT Management
ability and incentive | Management's ability and | DBCT Management woul¢( would have the ability
to exercisemarket incentive to exert market | be able to exert market | and incentive to
power. with and power would be power because: exercise market powel
without declaration | constrained by: 1 other coal export without declaration
9 competition from cher terminals do not See sectior.3
coal export terminad compete with DBCT
1 DBCT Management's 1 DBCT Managemén
proposed access access frameworkas
framework for the never been
future without implemented and
declaration DBCT Managememan

easily amend it

Whether access (or
increased access) to
the service a
reasonable terms
and conditions as a
result of a
declaration of the
service would
promote a material
increase in
competition in the:

9 Coal tenements Declaration would not Declaration would Environment for
market promote competition promote competition competitionin coal
Declaration would not Without declaration, tenelments markeltl
promote competition in the| there will be unequal would b? matenially
coalexport markets; access terms between better with

declaration than it

therefore, there would be | existing usersind new )
would be without

no flow-on effects in any entrants, which will

related markets distort competition in tre | declaration
tenements market See sectiors.4
1 DBCT secondary | Declaration would not Declaration would Not apparent that
capacity trading | promote competition promote competition environment for
market (i.e. Declaration would not Distortion of competition | COMPpetition would be
market for trading | promote competition in the| in tenements marketin | Petter with _
capacity rights at | c45| export markets the future without declaration;
DBCT) therefore, there would be | declaration would have | Stakeholders invited to
no flow-on effects in any | flow-on consequences in | SuPmit additional
related markets other dependent markets | Material
See sectiord.5
1 Coal haulage Declaration would not Declaration would Not apparent that
services market | promote competition promote mmpetition environment for
Declaration would not Distortion of competition Compet't_'?‘” would be
promote competition in the| in tenements market in bettler with
coal export markets the future without declaration;

stakeholders invited to
submit additional
material

therefore, there would be declaration would have

no flow-on effects in any flow-on consequences in
related markets other dependent markets
See sectior3.6
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3.2

Criterion(a)
1 Coal export Declaration would not Declaration would Not apparent that
markets promote competition potentially promote environment for
Under DBCT Management: competitionin competition would be
metallurgical coal market.| better with

proposed access _
framework coal volume declaration; o
exported through DBCT stakeholde_r_s invited to
would be the same with or submitadditional
without declaration material

See section .3

Whether criterion (a) | Criterion () is not satisfied| Criterion (a) is satisfied Criterion (a) is

is satisfied in the satisfied as declaratior
context of the DBCT would promote a
service material increase in

competition in coal
tenements marketn
the Hay Point
catchment

See sectior.8

Market(s)other than the market for the service
Criterion (a) requires identification of markets other than the market for the service.

The service is the handling of coal at DBCT, and the market for the service is thefordDRED a
coal handlingservicein the Goonyella systerfseePartC,Chapter2).

Therefore this sectionis about theidentification ofother markets (which may be referred to as
dependent markets) and confiration whether each such market is separate from thrémary
marketfor DBCD &  @mdlin§serce irthe Goonyella system.

Stakeholders DBCT Management and DBCT User Qradentified the followingdependent
markets as separate from the market for the coal handling service at:DBCT

(@) coal tenements market

(b) coalhaulageservices market (ab@vwrail services)
(c) DBCTecondarncapacity trading market

(d)  coal export markets

(e) rail access market (belovail services)

(H  anumber of other markets such pert serviceqe.g.pilotage and towageservices)coal
shipping services; andarious mining inputs and services markets (such as geological and
drilling services, construction servicesining safety serees, and mining technology
services}.’

Of thesemarkets DBCT Managemeahdthe DBCT User Grogpllectivelyfocusedon the efect
of declaration on competition in the markets listed at (a) to (d) above. Therefore, for the purpose
of the draft recommendationthe QCA hasonsideredonly those fourmarkets

175DBCT Management, sub. 1,74; DBCT User Group, sub. 3, p. 40.
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3.2.1

Coal tenements market

A tenement is the right to carry out prospectirggploration or mining activity in respect of a
specific piece of larda right created through licence issued by ttate. Coal tenementsefer

to resource authorities under thMinerals Resources Act 198Queensland) thaallow mining
companies to expla, develop and operate coal mines in Queensla@dal ¢énements are
grantedfor a specific locatioand for a given duratio#’®

The life cycle of a coal tenement ranges from exploration through development to production;
accordingly, there are three type$ coaltenements

9 exploration permit for coal an exploration permit allowtenement holdergo prospect,
conduct geophysical surveys, drilling, and sampling and testing of matanhlsse other
advanced exploration methods to determine the quantity amhlity of coal present

i1 mineral development licenaeamineral development licencallows the tenement holder
to conduct geoscientific programs (e.g. drilling, seismic surveys), mining feasibility studies,
metallurgical testing and marketing, and environmanéngineering and design studi&s
evaluate the development potential of the defined resource

9 mining leasgproduction tenementj amining lease allowthe tenement holderto conduct
largerscale mining operationand other activities associated withining”’

Stakeholders' submissions

The DBCT User Grosgid thatthe coal tenementsnarket is separate from the tenements market

for other minerals as (i) the Queensland Government grants separate tenements for coal and for
other minerals; (iibuyers ofcoal tenements are different to those of other mineral tenements
and (iiijvalue of coal tenements effectedby factorsthat are different to those that affedhe

value oftenements for other minerats most notably, the price of coal® DBCT Management
also noted that firms wanting to acquire resource authorities are unlikely to substitute between
resource authorities for different mineraté®

The DBCT User Group also said that market for exploration and development tenements,
which characterise the prproduction stages of a tenement life cycle, is separate from the
market for production tenements This was because, among other things, greater rights and
obligations are attached to production tenements than éxplomtion and development
tenements; andthe risks, prices, suppliers and acquirers are fundamentally different for
operating mines relative to exploration and development tenemé#its

The DBCT User Group noted that coal tenements can be acquired from the government (usually
through a competitivéender); by directly purchasing tenement rights from parties that hold such
rights; and by acquiring entities that hold such rights. It provided a list of recent transactions
involving acquisition of exploration/development and production tenemé#gts.

176 DBCT Management, sub. 1, appendix 9, pg387DBCT User Group, sub. 3, pg4® Aurizon Network,
2011 AT5 DAAxplanabry submission, December 2014. 55.

177 Queensland Government, Business Queensland: Mineral and coal authorities, @e\ugnlist 2018
https://www.business.qgld.gov.au/industries/miningnergywater/resources/mineralsoal/authorities
permits/applying/authorities

178 DBCT User Group, sub. 15, p. 54.

179 DBCT Management, sub. 1, appendix 9, p. 38.

180DBCT User Group, sutb. p. 54.

181 DBCT User Group, sub. 3, ppg4d and schedule 2, p. 10.
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Therwe was, however, disagreement between DBCT Management and the DBCT User Group over
the geographic dimension of the coal tenements market.

The DBCT User Grospid that the geographic dimension of the coal tenements market is the
Hay Point catchment regiofi? It argued thatminers valuedtoaltenements on a discounted cash
flow basis and thatvaluation oftenements in the Hay Point catchmemias distinct from
tenements in other parts of theentral Queensland coal regiatue to, among other things

i infrastructure cost differencegacross rail and port charges

i portfolio effectsarisingfor existingminesin the Hay Point catchment region, as they would
be able to use existing port capacity for new projeetsdto achieve economies of scale
through calocation

9 greater cashipping and blending opportunitieparticularly for metallurgical coal
producers*®

DBCT Managemenisagreedvith the DBCT User Group's view that the geographic dimension of
the coal tenements market is the Hay Point catchment region. Yet DBCT Managefeeaed

to the view of the DBCT User Group's consultant (Castalia) abougfettgraphic dimension of
coal tenements marketto provide support forits ownview about thegeographic dimension of
the market in whichthe DBCT service is suppliéor the purposeof criterion (b)¥* DBCT
Managementtated:

The Castalia Report supports an approach to market defirityomhich the geographic dimension
of the market in which the DBCT service is supplied incorporates all mines within the 'Hay Point
OFrGiOKYSYyiliQd ¢KAa Aa O2yaradsSyid sAldK GKS 5./7¢ alyl 3¢
on (b). Castalia defines the coahements market as 'the market for the supply and acquisition
of rights to explore for or develop resources of coking coal, thermal coal or both Haypéoint
OF G OK®™Sy (i Q

DBCT Managemenmisoexpressed differingiews in respect of the geographic dinséon of the

coal tenements markefor example

1 Mining authorities are provided for a specific location, and so the geographic dimension of
the market may be quite small, although there may be some scope for substitution between
exploring different area$®®

1 In the Port of Newcastle matter, thedilonal Competition Council @ did not consider it
necessary to precisely define the relevant markBXBCT Managemeratided that,
consistent with the NCC's position in the Port of Newcastle cas@asitot necessary to
precisely define the relevant markets or geographic boundaries of the relevant market to
establish that declaration will not promote a material increase in competition in any of the
dependent market38’

182The DBCT User Group referred to the Goonyella rail system as the Hay Point catchment, and acknowledged
that the Hay Point catchment is not perfectly aligned with the Goonyellgsyaiem, as tenements that are
not connected to the rail system, but for which that [Goonyella rail system] would be the most efficient rail
network for export, would be within the market (DBCT User Group, sub. 3, pp. 34, 44).

183DBCT User Group, sub. 15, px56.

184 DBCT Management, sub. 13, pp. 23, 84.

185DBCT Management, sub. 13, p. 23.

186 DBCT Management, sub. 1, appendix 9, p. 38.

187DBCT Management, sub. 1, ppc73.
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1 TheAustralian Competitioffribunal(referred to as Tribunallietermined that there was an
iron ore tenements market in the Pilbara in relation to the applications for declaration of rail
services. In the Port of Newcastle matter, the Federal Court said that there were 'markets for
the acquisition ad disposal of exploration and/or mining authorities'. Based on these
decisionsPBCT Managemewbncluded that there are likely to be markets (or a market) for
mining authorities in Queensland

i1 The buyers of tenements are investors who face a vast afrafioices about where to
acquire the rights to potential resources. Additionally, the Queensland Government, which
runs tenders for coal exploration permits, does not tender on the basis of a Hay Point
catchment area or the DBCT service being declarezbrdingly, there is no basis for
defining the geographic dimension of the tenements market as narrowly as the Hay Point
catchment!8?

QCAanalysis

The QCA notegsakeholders did notontestthat the coal tenements market is separate from the
market for othe minerak, andthat the market for exploratiorand development tenementss
separate from the market fgoroduction tenements.

The QCA engaged Balaratvisory®® (referred to as Balancé) provideanindependent opinion

on the QCA'analysisf the effectof declaration in the coal tenements market. Balance agrees
with the view presented by stakeholders that coal tenements in the exploration and development
stage have a different value and a different market, compared to those in the production
phase!®!

However, DBCT Managemenand the DBCT User Grougisagreed about the geographic
dimension of the coal tenements market.

Whenidentifying the geographic dimension of the markétis relevant to consider the factors

that would affect valuation of a tenemenbtprospective buyerdDBCT Managemerand the
DBCT User Grougonsidered that the demand for coal tenements (or the valuation buyers
attached to coal tenements) was influenced by a number of factors, including infrastructure costs.
Balance agreed with thigew 192

For a given price of coal the coal export marké?®, a material difference in infrastructure costs
across different geographic regionsould likely affect the expected return from mining
operations across those regions on the presumption that mi@ production costs across
Queensland are not spread over a wide range.

Givensignificant differencen infrastructure costbetween the Goonyella coal supply chain and
other coal supply chains across beloail, aboverail and port charges (in the ordef 47 to 130

per cent®), the valuation of coal tenements in the Goonyella system would likely be different
from other regionsTherefore,coal tenements in the Hay Point catchment regésa unlikely to

be a close substitute for tenements in othearts ofcentral Queensland. This leads the QGA

188 DBCT Management, suh.appendix 9 p.38.

189 DBCT Management, sub. 13, ppc83.

190 A consulting firm that provides commercial advice to the resources sector on rail and port transactions.
191 BalancePBCTM Declaration Revigwport for the QCAAugust 2018, p. 6.

1%2Balance, August 2018, ppc 24

193 productivity CommissiomNational Acces Regimeinquiry report no. 66, 2013, p. 89.

194 See Part C, Chapter 2.
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3.2.2

agree withthe DBCT User Grogpview that the geographic dimension wouikely be the Hay
Point catchmentegion Balance agregwith this view!®s

The QCA'siew is consistent withits conclusion for criterion (b) on the geographic location of
mines that would seek to access the coal handling service at.B8CT

In conclusion, the QCA considers there are separate markets for coal exploration and
development tenements, and production tenemts in the Hay Point catchment region.

Coal haulage services market (aboaé services)
Stakeholders' submissions

Both DBCT Management and the DBCT User Group presented consistent viewa titsatsport

is the only practicable way to move significambounts of coal tgort terminals, and customers
are unlikely to substitute rail haulage for other modes of transp@BCT Management and the
DBCT User Group also said tthetre arethree rail operators Aurizon Operations, BMA Rail and
PacificNationat that provide coal haulage servicesdentral Queenslangdnoting that BMA Rail
only provides haulage servicés BMArelated minesfor export through Hay Point Coal Terminal
(HPCTY*’

However, DBCT Management and the DBCT User Group disagreed on thie ppeahifct and
geographic dimensions of the market.

On the one hand, DBCT Management identified that there was a separate market for 'coal
haulage services', and analysed the effect of declaration on competition inceénéral
Queensland coal haulage sem®$ market. Yet, on the other hand, DBCT Management argued that
there was a Queensland bulk rail haulage market on the basis that train operatyrasily
switch between providing haulage for coal amaulage fora range of other bulk commodities
DBCT Mnagement noted thafurizon, Pacific National and BEBMA Railgan and do operate
across the Goonyelleoal rail system in addition to other rail systems in Queensland and other
states!®®

However, the DBCT User Group disagreed that thereQaeerslandbulk rail haulage market,
which would otherwise mean that rdibulage on the Mount Isaine (bulk minerals), North Coast
Line (intermodal) and West Moretosystem(coal) are in thesame market as coal haulage in
central Queensland®® The DBCT User Group argued that:

i different wagons are used in central Queensland tinekrainsthat operatein central
Queenslandire different to those irother parts of the broader Queensland rail netwdfr

195 Balance, August 2018, p. 4.

1% There is no requirement for the geographic regions for the primary and dependent markets for the purposes
of criterion (b) and (a) respectively to be idieal. The focus of criterion (b) is the market in which DBCT
Management provides coal handling services, whereas the focus of criterion (a) is whether DBCT
Management has the ability and incentive to exercise market power, such that competition in acibpe
market is materially impacted.

197 DBCT Management, sub. 1, p. 80 and appendix 9, @343®BCT User Group, sub. 3, pp. 50, 86.

198 DBCT Management, sub. 1, &0 andappendix 9 pp.33¢34.

19DBCT User Group, sub. 15, p. 56.
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example, coal trains operating in the Wédbreton network are much shorter and axle
loads applicable for trains itentral Queensland are different to those in other regitfiis

i given othermregionsin Queenslandre geographically distajé haulage provider could not
enter anew region without sigificant investment in new maintenance and provisioning
facilities and for that reason a coal rail haulage supplier in a region cannot simply switch to
providing services in a different coal haulage region

1 the buyers in tlose regions/raihetworks are dilerent.?0!

TheDBCTUser Group argued that at the wideggeographic levethere is acentral Queensland
coal region rail haulage market, noting that even within that region there are differences in
substitutability, as electric locomotives can only operate ¢he Goonyella and Blackwater
systemg9?

QCA analysis

Identifying strong substitutes, both actual and potential, is relevant to defining the boundaries of
a market by reference to its product and geographic dimensions.

Astarting point is toconsider thenarrowest product and geographic dimension of the market i.e.
coal haulage services in the Goonyella coal systerd assess ithere is likely to be strong
substitutionon the demand and supply side across product and geographic dimensions.

That means, imespect of the product dimension, asking if codhersasbuyers ofcoalhaulage
servicesvould switch to demanding haulage services for other bulk commodities in response to

a small but significant non transitory increase in price (SSNIP) by a moheppliier of coal
haulage services. Given coal miners demand haulage services for transporting coal from their
mine to port,haulage services for other commaoditiase of no use to themFurthermore, on the

supply side, it is unlikely thadil haulage poviders for other bulk commaodities would be able to
switch to providing coal haulage serviéegshe Goonyella coal system, for the reasons outlined

by the DBCT User Group. Therefore, the QCA is satisfied the product dimension of the market is
coal haulage services, and not the wider bulk rail haulage services.

DBCT Managemebtsed its geograph@imension analysis on the argument that Aurizon, Pacific
National and BHP can and do operate across the Goorggellaystem in addition to other rail
systems in Queensland and other statlewever, in establishing thegeographidoundary of a
market, t is relevantto considerwhether customers are able to source coal haulage services
outside the initial geographic area make a SSNIP unprofitable (see Chapter 2)

In respect of the geographic dimensidhis necessary to determine whetharSSNIBppled to
coalhaulageservices in the Goonyella system would be profitableecoalY A Yy SNB Q Ay G SNB a
the rail lines that connect their mine (origin) to the port (destination). These rail lines could both
originate and terminate within any given systemthey could traverse different systen3ased

on the physical location of a mirie the Goonyella coal systerthe point of origin will always

remain inthe Goonyella coabystem.While coal miners could switch their destination by
transporting coal though a different system, botbost and norcost factorswould preventcoal

miners in the Goonyella coal systefrom switching their destinationin particular, given

200 For instance, the maximum axle load applicable in the Goonyella system is 26.5 tonnes and that in the
Mount Isa system is 20 tonnes (Aurizon Netw@bpnyella System Information Paskarch 2017, p. 9 and
Queensland RaiMount Isa System Information Ba®ctober 2016, p. 12).

201DBCT User Group, sub. 3, p. 50; sub. 15, p. 56.

202DBCT User Group, sub. 15, p. 56.
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3.2.3

significant cost difference between the Goonyella coal supply chain and other coal shajpiy

in the order of47 to 130 per cent, it is highly unlikely coal miners in the Goonyella coal system
would switch to other coal systems/regions in response to a SSNIP to meet their coal
transportation needsSo, from the demand sid#&)e geographic dnension of the market would
likely be the Goonyella system.

However, on the supply side, above rail haulage operators can (and do) operate on all of the
CQCN systems, which are also largely interconnected. To the extent, haulage operators operate
on a CQN basis and are able to redeploy rollingstock from one coal system to another, it would
indicate that the geographic dimensionGQCMNvide.

Accordingly, the QCA considers the geographic dimension of abd\weulage market could be
as narrow as the Goonyella system or coulddf@CNvide. Relevantly, the QCA considers that
its views on the effect of declaration on competition in the aboait haulage market would be
unaffected by which aspect of geographic dimension is considered (see section 3.6).

DBCT secondary capacity trading market

Stakeholders' submissions

The DBCT User Group said that there are two distinct markets in which cap&B¢Z& could be
acquired, namely:

(@) the primary market, which is the market for the service for the purposes of criterion (b),
in which

(i)  the only supplier is DBCT Management

(i)  acquirers are access seekers for kvagn capacity contracts (i.e. coal producers
seeking coal terminal access to support a new or expanded mine)

(b) the DBCT secondary capacity trading market, in which:

()  suppliers are existing access holders at DBCT with surplus contract capacity
compared to what they need.

(i)  acquirers are typically existiraccess holders seeking shtatm capacity to
supplement their existing contracted positions, to manage production volatffity.

TheDBCTUserGroup said that capacity in the secondary market is traded in one of the following
ways:

i1 An existing acceswlder assigns (or transfers) all or part of the capacity rights held under a
DBCT user agreement to another existing access holder for a certain period.

i An existingaccess holdecontinues to hold the rights under the user agreement allbws a
third party to ship coal through DBCT by utilising the existing access hotdgesity
entitlements at DBC?*

TheDBCTUser Groupargued that the secondary markahdthe primary marketre distinct and
the capacity rights acquired in those markets are not clgestitutesbecauseof:

203pBCT User Group, sub. 3, ppc4®
204DBCT User Group, sub. 3, ppc4®
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9 different lengths of term the primary market involves provision of services under a-ong
term contract on take or pay terms, whereas the secondary market typically involves short
term transfers

i different demand driver and particip&t demand in the secondary market is principally
driven by miners having insufficieabntractedcapacityto meet production volatility,
whereas demand in the primary market is principally driven by development of a new
mining project; therefore, the mineconcerned requires long term infrastructure access and
is willing to assume lonAgerm take or pay commitments to secure access

i different pricing pricing in the secondary market can vary from the charges applicable in
the primary market (i.e. the terminé@hfrastructure charge (TIC)). This is because an existing
access holder is subject to take or pay charges for unused contracted capacity and any
payment by an acquirer for use of that surplus capacity would reduce that take or pay
liability 205

The DBCT Us@&roup said that coal miners can trade capacity in the secondary market directly
with each other or throughBrookfield Port Capacity (BRG) trading supply chain business
(Trading SCB) &BCT Management®

QCA analysis

The QCA Act provides for the useaafeclared service to transfer all or part of the user's interest

in an access agreement subject to certain conditions (s. 106). Pursuant to that provision, the
standard DBCT user agreements that have been approved by the QGugeor the DBCT
access holder}he right to transfer its contracted access rights to a third party on a permanent or
temporary basis; and permit another user or third party to ship coal thrdbBTusing those
access rights%”

The ability of users to transfer capacity (or the right to shif)BCTreates scope for a secondary
market to developwhichinvolvesthe trading of existingurpluscapacity between users. Indeed,

a markethas beenestablished byexistingusersof DBCTservice who elect to use the existing
provisions in their user agreements to facilitate swaps, transfers and assignment of access and
shipping rightsvith other users.

Although the DBCT User Group said that capacity transferypiaallyfor a shortterm, DBCT
Management's submission in a separate regulatory process shows that since July 2015 there have
also been longerm as well as permanent capacity transféisData submitted by DBCT
Management shows that since July 2015, 23 capacity transferactinas accounting for about

88 mtpa of capacity took place, and of that:

9 15 transactions for about 18.5 mtpa were capacity transfers for a time period of up to one
year (such transfers can be categoriseghortterm in nature)

9 2 transactions for about83 mtpa were capacity transfers for a time period of six to ten
years §uch transfergan be categorisedslongterm in nature)

205DBCT User Group, sub. 3, p. 49.

206 DBCT User Group, sub. 3, ppc4® The QCA understands that BPC ceased trading of capacity at DBCT on 1
September 2018 (see QU2BCTM's Trading SCB DAMAI decision, September 201&yproving
amendments to the 2017 access undertaking to reflect the cessation of BPC's tradapaoity at DBGQT

207See DBCT 2017 standard user agreement, cl. 12.

208DBCT ManagemerDBCT 2017 Access Undertakirigading SCB DAAUUNne 2018, p. 3.
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i 6 transactions for about 51.5 mtpa were permanent capacity transfers.

The QCA considers the description of the secondary dgpeading market provided by the DBCT
User Group that is, a market where acquirers seek capacity to manage production votatility
would apply to capacity transfefer a time period of up to one year

On the other hand, the driver of loAgrm and permanat capacity transfers is unlikely to be the
need to manage production volatility, given the letegm nature of terminal access involved in
such capacity transfers. In this respect, the QCA notes the DBCT User Group geachthaent
assignment of capagirightsoccurred when a mine was soief.

Given the different demand drivers and different duration of capacity transfers, the QCA
considers acquirers (buyers) as well as suppliers in the markeh@otterm capacitytransfers

are unlikely to switch tehe market for longterm or permanent capacitiransfersin response to

a SSNIP and vice versa. Therefore, the two markets are likely to be different.

Accordinglythe QCA is inclined toe ofthe view thatshortterm capacity transfers (typically up
to one year)would more appropriatelybe considered to be ithe DBCTsecondarycapacity
tradingmarket However, prmanentor long-term capacity transfers anmore likelyto be in the
primary market that is, the market for the servicewhich is also the DBCEé&t Group's view'©

The QCA is aware that under the terms of the standB8CT user agreement®BCT
Management's consent is required for a capacity transfer (temporary and permanent transfers),
and that the acquirer is required to hold a user agreementhwitBCT Management. The
implications of these provisions and the ability of existing users to transfer capacity are
considered in the analysis of the environment for competition in the secondary trading market
(in section3.5) as well as in the coal tenemsmarket (in sectior3.4).

3.2.4 Coal export markets

Stakeholders' submissions

Stakeholders said that Australia primarily exports two main categories of coal:
i coking (or metallurgical) coal, which is used for steel manufacturing
1 thermal coal, which is used fetectricity generatiorf!!

Stakeholders argued that thermal amdetallurgicalcoal are not demandide substitutes, for
steel mills cannot acquire thermal coal to produce steel. They are typically not sigply
substitutes either, for most thermal mineamnot produce metallurgical codlherefore, thg are
in different product markes, which stakeholders saasalsodemonstrated by the difference
in price between thawo coal types in export markefd?

In respect of the geographic dimension of the market, DBCT Management observed that the
majority of coal from Australia wasxportedto countries in Asiawho alsoimported coalfrom

other placesDBCT Management noted that in the Port of Newcastle mateMNCC considered

that the geographic scopef coal export markeéxtended at least beyond Australia and into the

209DBCT User Group, sub. 3, pp. 41, 48. DBCT User Group's submission noted that Stanmore's acquisition of
Isaac Plains mine (which was on care and maintenance at the time of acquisition) from Vale/Sumitomo in July
2015 included the transfer of DBCT capacity rights.

20DBCT User Group, sub. 3, p. 48.

211DBCT Management, sub. 1, appendix 9, p. 24; DBCT User &rbug, p. 51.

212DBCT Management, sub. 1, appendix 9, pg329DBCT User Group, sub. 3, p. 51.
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AsiaPacific regionTherefore, DBCT Management's view was thatgeographic dimension of
coal exportmarket is likely to be at least AdRacifiewide.?13

QCA analysis

Stakeholdersdid not contest the view thainetallurgicalcoal and thermal coare in separate
product markets and that the geographic dimension of the coal export market is likely to extend
at least beyond Australia and intbd AsiaPacific region. The QCA notes this view is consistent
with the views expressed by the NCC and the Tribunal in the Port of Newcastle fiatter.
Accordingly, the QCl#as considerethe market definition proposed by stakeholders.

3.3 Whether DBCT Managemeanbuld be constrained from exercising
market power in the absence of declaration

The QCA considers it is relevant to first assess if there are any effective constraints on DBCT

al yr3SYSyiQa loAatAGe YR AyOSyidAgdS edagtio ESNOA &
before assessing the environment for competition in dependent markef future with and

without declaration.

The QCA notes that stakeholders submitted opposing views on whether DBCT Management's
ability and incentiveto exert market powerri the absence of declaration would be constrained
by the following factors:

competition from othercoalexportterminals
countervailing power otisers

access arrangement in the absence of declaration
DBCT Managemestlease arrangementith the state

DBCT Managemenbt beingvertically integrated

=A =4 =4 -4 -4 -4

threat ofdeclaration or regulation.

In this section, the QCA has assessed these potential constraining factors and in sections 3.4 to
3.7 the QCA has assessed fthely effect on competitive conditions in relevant dependent
markets if DBCT Management were to engage in conduct that ingdlve exercise of market
power.

3.3.1 Competition from otheicoalexportterminals
Stakeholders' submissions

DBCT Managememiidit would be constrained by competing coal terminals in Queensland to
which miners could seek access. Specifically, DBCT Management said that DBCT is exposed to
competition from othercoal terminals Hay Point coal terminal (HPCT), Adani Abbot Point
terminal (AAPT)RG Tanna coal terminal (R@nng and Wiggins Island coal export terminal
(WICET3**DBCT Management noted that the constraints imposed by other coal terminals have
also been recognised by the ACCC, where it stated that:

213pBCT Management, sub. 1, appendix 9, pa329

214 National Competition Councieclaration of the shipping channel service at the Port of Newcastle, Final
recommendationNovember 2015, p. 29; Australian Competition TribuApplication by Glencore Coal Pty
Ltd [2016] ACompT, &lay 2016, p. 26.

215DBCT Management, sub. 1, pp. %82
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in the ACCC's merger clearance deaisegarding Brookfield's proposed acquisition of Abbot
Point Coal Terminal in 2011 (which involved horizontal issues, in contrast to vertical issues
considered by the ACCC in the previously proposed acquisition of Asciano by a Brookfield
consortium in 25), the ACCC found that Brookfield's ability to increase prices or reduce service
levels in the provision of coal loading facilities would be constrained over the long term by the
likely future presence of competing coal terminals. The ACCC also fourittiwdkfield would not

have an incentive to foreclose terminal access for coal producers in the upstream market and its
ability to do so would be constrained over the long term by the likely availability of alternative
coal terminals16

The DBCT User Grougaking an opposite viewidentified a range of price and negrice
constraints that it argued would mean thasers of the DBCT service would not switclottoer

export terminals’!’ The DBCT User Group noted that its view was consistent with the ACGC's vie
in the assessment of Brookfield consortium's proposed acquisition of Asciano [which is separate
from Brookfield's acquisition of Abbot Point coal terminal]. The DBCT User Group's consultant,
PwC described he ACCC's view

The ACCC noted that the ports®ladstone and Abbot Point did not constitute close substitutes
to the DBCT Terminal, due to the capacity constraints at the terminals and connecting rall
network, the underlying contractual arrangements that underpin access and thesleatrified
nature of the Newlands rail syste#i8

QCA analysis

As concluded in the assessment of criterion (b) for the DBCT séfvical handling services at
other coal export terminals are not close substitutes to the DBCT service including due to:

i cost factors for mines in the Goonyella system seeking terminal acabssgost of
exporting coal through other terminals is significantly grealen exporting through DBCT.
For instance, theupply chaircost @cross abovail, belowrail and port chargego a
Goonyellacoal chain user of exporting through an alternative terminal wpallaverage,
be around47to 130per cent greater than exporting through DBCT

1 non-cost factors capacity constraints othe Goonyella to Abbot PoifGAPYail system as
well as the fact theaGAP/Newlands rail line is unable to accommodate electric train services
would prevent Goonyellaystemusers from switchingto AAPTSa A RS&a> (GKS v/ ! Qa
preliminary viewis that cher coal export terminals are fully contracted (R&naand
AAPT)and areunlikely to be available for commemser access (HPCH

Therefore,the QCAdoesnot consider other coal export terminals can be regarded as a close
substitute to DBCT, and hentteey wouldnot act asan effective competitive constraint ddBCT
Managemet's behaviourfor mines in the Goonyella system seeking terminal access

The QCA understands the ACCC's views referenced by DBCT Management in relation to the
proposed acquisition of Abbot Point coal terminal focused on whether the Abbot Point coal
terminal would face competitive constraints from other terminals. However, because the QCA's
task is to recommend whether to declare the DBCT service, the QCA's focus is on whether DBCT
Managementwould face competitive constraints from other terminals. In thisitext, the QCA

218DBCT Management, sub. 1, ppg88.

217DBCT User Group, sub. 3, ppcls.

218DBCT User Group, sub. 3, schedule 3, pgla.8

219seePart G Chapter2.

220North Queensland Bulk Ports Corporation, the entity responsible for A#léthoted that it expects any
future spare capacity at AAPT to be allocated for the Carmichael &tiddRail project (North Queensland
Bulk Port CorporatiorAnnual Report 20k 7, p. 11).
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notes the ACCC's views referenced by the DBCT User Group in relation to the proposed acquisition
of Asciano focused on whethether terminds constituted close substitutes BCTand the
ACCC's views in that matter are consistent whib QCA's conclusiahat other coal export
terminalsare not close substitutes for DBCT.

3.3.2 Countervailing power of users
Stakeholders' submissions

DBCT Managemesaid that the presence of viable alternative coal facilities provided mimiins
a significahdegree of countervailing powgeas users:

9 could switch (or threaten to switch) IBCT Managemeuid not offer access on reasonable
terms

1 have the ability to support the expansion of other facilities such as HPCT, AARIhRG
and WICE?!

DBCTManagementalso said that it facea potential significant drojoff in contracted capacity,
as user agreements accounting for approximately 9lceet of the existing contracted capacity
at DBCT are due to expire by 20DBCT Managemergued that:

uses could make credible threats to withdraw from negotiations with DBCT Management and
utilise other coal terminals, and such bargaining power will constrain DBCT Management's
conduct in the future without declaratiof??

The DBCTUser Group said that counterailing power required DBCT users to have a viable
alternative facility to switch material volumes away from DB Targued that given the
substantial price difference involved in using other terminals and the substantial albw
investment that wouldbe required to enable switching of substantial volume away from DBCT,
DBCT users did not have countervailing power ag@iB&T Manageme#t®

QCA analysis

DBCT Managemenshtid that existing users could threaten to switch to other export terrsittal
constain DBCT Managemeéstconduct ina future without declaration.However, as per the
QCA's criterion (b) analysis, for mines in the Goonyella coal chain seeking terminal access, there
is asubstantial cost difference in exportingpal throughother coal teminals compared to
exporting through DBCT. All other things being equal, such minetd prefer coal handling
service atDBCT over other terminals and any threat by them to switch to a higher cost terminal
will not be credible.

The QCA also understandsattbBCT Management's existing user agreements are described as
‘evergreen, becauseexisting users have the option to extend their agreements and continue to
access DBCT based on the terms of access and volumes set out in those agreements.

AsDBCT Manageemt stated:

DBCT Management's existing user agreements set out the terms of access for existing users and
are often described as 'evergreen' as they are able to be extended at the option of the user.
Accordingly, existing users will have the option to extéheir agreements and continue to access

the Terminal based on the terms of access and volumes set out in those agreéftents.

221DBCT Management, sub. 1, p. 85.
222pBCT Management, sub. 1, ppc88.
223DBCT User Group, sub. 15, ppc@®
224pBCT Management, sub. 1, p. 63.
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3.3.3

TheDBCTUserGroup also noted that:

existingDBCT access holders will have the protection of the existing user agreements continuing,
which provides certainty of accessr as long as the renewal rights are exercised, and some
arrangement in relation to future pricing through the contractual priegiew and arbitration
rights225

Theexisting uselagreements provide for regular reviews of the method of calculating charges
based on negotiation between DBCT Management and the user, and a dispute resolution
mechanism for determination of chargeshich & intended to produce an outcome similar to
that which the QCA would have been expected to determine.

Therefore,in the absence of declaratiorexisting user agreements will provide an effective
constraint on DBCT Management's exercise of market pow#s tie volumes specified in those
agreements

Indeed, given the protection existing users have and considering DBCT's position as the least cost
provider of coal handling service for mines in the Goonyella coal chain, existing users would have
an incentiveto continue toaccessDBCT up to the volumes in their agreement rather than
threaten to switch to a higher cost terminal. That is also the view of DBCT Management and the
DBCT User Grodg?

In the event an existing user seeks to increase its contractedaips it could do so under the
terms of its existing user agreement by acquiring rights from another existing user in the
secondary capacity trading mark&f.However, if an existing user is unable to obtain capacity
through the capacity transfer mechanisinwill need to negotiate new access terms with DBCT
Management which will be subject to DBCT Management's bargaining power in a future without
declaration, sincether exports terminalsvould not bea viable substitute

Similarly, for potential new entrds seeking access to DBCT, DBCT Management will have
bargaining power in setting access ternas new entrants will need to negotiate a new user
agreement, regardless of whether they seek to acquire capacity from DBCT Management or from
existing DBCT usethrough the capacity transfer mechanism.

Therefore, the QCA's view is that since other export terminals would not be a viable substitute
for DBCT, both existing userg so far as they require more capacity and are unable to obtain
additional capacity trough the transfer mechanismand new entrants would have no effective
countervailing power against DBCT Management in a future without declaration.

Access arrangement in the absence of declaration

Stakeholders' submissions

A consistent view among stakeheld was that existing user agreementil provide an effective
constraint on DBCT Management's exercise of market power up to the volumes specified in those
agreementsas existing usersanextendthe term of their agreementsind continue to access

the DBCTservicebased on the terms of access set out in those agreenxdpts

225DBCT User Group, suf p. 4.

226 DBCT Management, sub. 13, p. 88 and appendix 1, p. 9; DBCT User Group, sub. 3, p. 64.
227 See, for example, 2017 DBCT standard user agreement, schedule 6.

228DBCT Management, sub. 1, p. 63. DBCT User Graloip3, p. 4.
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However, stakeholders submitted opposing views on whether DBCT Management's proposed
access framework would constrain DBCT Management from exerting market power in a future
without dechration.

DBCT Managemesaidthat the access framework that will apply in a future without declaration
will ensure that operaccess to terminal servicegll continue to be available osubstantively
the same terms as it does under the 2(Hctess underting??°

DBCT Managementontended thatits proposed access frameworkould be binding and
enforceable through aeed poll that DBCT Managementould sign in favour of certain third
parties??° DBCT Managemerstaid that it ould amend theaccess frameworlas long as the
amendments promotd the framework objective (which the same as the object dart 5 of the
QCA AZé8Y, with any disputes in respect of the amendmetutde raised after amendments are
published onDBCT Manageme@tda ¢ SMisputesi Bobld bedetermined by the courts of
Queensland??

Under DBCT Managementproposed access framework,the accesscharge (terminal
infrastructure chargeTIC) wuld be set based on buyers' and sellers' willingness to pay and
capped at a level such that there is nffefence in coal volumes handled at DBCT with or without
declaration?* DBCT Managemeriso said that the noiprice terms and conditions of access
would be substantively the same with and without declaratiéh.

On the other hand, the DBCT User Groajsed concerns wittDBCT Managemestproposed
access framework and observed

1 Theaccess frameworls not an appropriate counterfactuals it has not been executed, has
never been implemented andBCT Managemegtn easily amend.it

1 Theaccess framewortwould enableDBCT Managemeit act as a perfectly discriminating
monopolist, which captures all ‘consumer surplus' but does not reduce output, as the ceiling
price would effectively be the price just below the level that would prompt the user to
switch 0 an alternative logistics chain or make the user unviable

1 Theaccess frameworwill result in unequal access terms for existing users and future
userg existing users have the benefit of the pricing regime in their existing user agreements
for as long athey exercise their ongoing renewal rights, whereas future users will be
exposed to pricing under thaeccess framework®

229DBCT Management, sub. 1, Bp56 72; sub. 13, p. 69. DBCT Management made a late submission on 29
June 2018 to the QCA, providing additional material on its proposed access framework. As noted in Chapter
1,the QCA did not take this submission ifsttcount in making its draft recommendation in respect of the
DBCT service. However, the QCA now invites submissions in relation to DBCT's submission of 29 June 2018.

20DBCT Management, sub. 1, p. 82.

21The object ofart 5 is to promote the economicallyfafient operation of, use of and investment in,
significant infrastructure by which services are provided, with the effect of promoting effective competition
in upstream and downstream markets. 69E of the QCA Act).

222DBCT Management, sub. 1, ppcBe.

233DBCT Management, sub. 1, ppcB2.

24DBCT Management, sub. 1, B6c57.

2% DBCT User Group, sub. 15, p. 57 and schedule 3¢pp. 1
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