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1

Introduction

1.1

Background

a) ARTC is a vertically separated provider of access to below-rail infrastructure. ARTC does not
engage in above-rail operations.
b) The Hunter Valley Coal Network Access Undertaking (HVAU) approved by the Australian
Competition & Consumer Commission on [insert date] as version 8 sets out the means by which
ARTC will make access to the Hunter Valley Coal Network (Network) available to Access Holders,
including the process through which an entity may become an Access Holder.
c) Among other things, the HVAU sets out the maximum revenue (Ceiling Limit) that ARTC may
recover from the constrained portion of the Network. The Ceiling Limit is determined through the
calculation of the Economic Cost of a Segment, which includes the Segment Specific Costs and an
allocation on Non-Segment Specific Costs, which includes costs that are overhead in nature. These
costs are assessed on a stand alone basis.
d) In practice, the Network does not exist as a stand alone entity; it forms part of the larger Hunter
Valley business unit, which in turn forms part of the larger ARTC entity. Therefore, the calculation of
the Economic Cost of the Network and the application of the Ceiling Limit requires the allocation of
Non-Segment Specific Costs in accordance with section 4.6 or section 4J.6 (as applicable) and
Schedule I of the HVAU.

1.2

Purpose

a) The purpose of this Costing Manual (Costing Manual) is to provide transparency of the application
of the cost allocation approach for overheads set out in Schedule I of the HVAU. The Costing
Manual is provided for explanation only and does not override the terms of the HVAU.

1.3

Duration

a) This Costing Manual will apply during the term of the HVAU.

1.4

Review

a) If at any time during the term of the HVAU, ARTC is of the view that changes to the Costing Manual
are required, ARTC will publish an updated Costing Manual on its website, noting any change to the
allocation method contained in Schedule I would require a variation of the HVAU to be submitted to
and approved by the ACCC.

1.5

Terms Defined In The HVAU

a) Capitalised terms in this document that are defined in the HVAU have the same meaning as in the
HVAU except to the extent that the context clearly indicates otherwise.
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b) To the extent that there is any inconsistency between this Costing Manual and the HVAU, the
HVAU shall prevail.

2

Costing Framework

2.1

Organisation Structure

a) ARTC is structured with two operating business units:
1)

Hunter Valley Business Unit

2)

Interstate Business Unit

Each of these business units operates rail corridors that are defined on a geographical basis. The
two business units are largely independent of each other in terms of assets and costs.
b) The operating business units are supported by corporate functional areas (Corporate Functions).
The Corporate Functions provide services to both business units and include the executive,
corporate finance, corporate affairs and people, strategy and corporate development and corporate
services and safety.
Separate to the operating business units, ARTC is also managing the construction of the Inland Rail
program.

2.2

Stand Alone Cost

a) In concept, the Network and in particular, the Constrained Network, is assumed to be managed as a
stand alone entity. In reality, there is no such entity that provides the services provided for the
Constrained Network or the Network on a stand alone basis. Therefore, some alternative is
required.
b) One way in which to determine the Economic Cost of the Segments of the Constrained Network
would be to calculate the financial values associated with a hypothetical entity that contained only
the stand alone Segments of the Constrained Network and the administrative structure required to
support it. ARTC has chosen not to adopt this approach as such a calculation is likely to be subject
to a wide range of possible values and the resulting values are hard to verify.
c) As a matter of practicality, ARTC adopts an allocation methodology under the HVAU that provides
an accepted practical outcome as it is based on values that can be tested against an actual set of
accounts, notwithstanding that this too is only an approximation of the stand alone cost.

2.3

Principles For Build Up Of Economic Cost

a) The intention of ARTC’s cost allocation methodology in HVAU section 4.6 or section 4J.6 (as
applicable) and Schedule I is to attribute costs to the lowest practical level and then allocate costs
to Segments to the extent that this remains necessary such that:
1)

Costs and capital expenditure directly associated with a Segment are attributed to that
Segment.
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2)

Costs and capital expenditure directly associated with a group of Segments are attributed
to that group of Segments.

3)

Costs and capital expenditure directly associated with a business unit or Corporate
Function are attributed to that business unit or Corporate Function and allocated to
Segments following Schedule I of the HVAU.

b) Where, in the future, costs or assets are identified for which the methodology has not been explicitly
defined within Schedule I, ARTC will, as far as reasonably practicable, attribute or allocate these
costs and assets in a manner consistent with the methodology and allocators defined within
Schedule I.

2.4

Unconstrained Segments and Allocation of Costs

a) A Segment is unconstrained where ARTC does not earn Access revenue to cover the Economic
Cost of the Segment.
b) Segment Specific Costs and capital expenditure associated with Segment Specific Assets for
unconstrained Segments are identified with the unconstrained Segment and do not form part of the
Economic Cost of the Constrained Network.
c) Non-Segment Specific Fixed Costs are not allocated to unconstrained Segments as the
unconstrained network is not required to contribute to these costs. This is because the NonSegment Specific Fixed Costs are required to provide the service to the Constrained Network and,
being fixed, would not change in the absence of the unconstrained Segments.
d) Train Paths that traverse the unconstrained Segments contribute the relevant Floor Contribution
under the HVAU for the group of Segments they require/utilise.

2.5

Pricing Zones

a) Pricing Zones are used under the HVAU to aggregate costs for geographic areas that have differing
infrastructure configurations, cost profiles and volumes and to determine Access Charges. There
are three Pricing Zones and each Segment of the Network is designated to a Pricing Zone under
Schedule E of the HVAU.

2.6

ARTC Accounting System

b) ARTC maintains a detailed set of accounts for both internal and external reporting. Those accounts
allow for the accurate identification of assets and costs for each cost centre.
c) ARTC’s accounting system operates on financial years and the HVAU operates on calendar years.
As ARTC’s accounting system recognises monthly accounting periods, ARTC is able to accurately
identify costs associated with both calendar and financial years.
d) In the case of Non-Segment Specific assets that are not otherwise incorporated into the RAB Floor
Limit, ARTC will rely on the asset values and depreciation held in ARTC’s accounting system.
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3

Non-Segment Specific Operating Costs

3.1

Overhead Costs

a) ARTC categorises its overhead costs into three broad categories:
1)

Network Control:
Network control includes costs associated with managing train movements for the entire
Hunter Valley business unit including the coal network and non-coal segments that
adjoin the coal network.

2)

Business Unit Management:
Business unit management costs comprise direct costs relating to the Hunter Valley
corridor and includes the business unit executive management, customer service,
operations and asset management.

3)

Corporate Overheads:
Corporate overheads comprise costs associated with the ARTC wide Corporate
Functions.

b) There are instances where one of the operating business units provides services for the other
Business Unit. In this case, the other business unit is allocated a share of the costs consistent with
Schedule I.
c) Administrative costs relating specifically to capital works are included in the capital costs of the
relevant projects.
d) ARTC is proposing to replicate the overhead allocation methodology from Schedule I of the HVAU
in future versions of the Interstate Access Undertaking. This ensures the methodologies are aligned
between the HVAU and Interstate Access Undertaking resulting in consistent allocation of the actual
overhead costs incurred across ARTC’s business units.

3.2

Non-Segment Specific Costs Allocation Hierarchy

a) Overhead costs that are wholly unrelated to the Network are isolated and excluded from the
Economic Cost of the Network. For example, costs that are directly identifiable with the Interstate
Business Unit, Inland Rail or non-coal parts of the Hunter Valley corridor are directly allocated to
those respective areas and do not form part of a general overhead allocation to the Network.
b) Costs that can be identifiable with a Segment or group of Segments are attributed to those
Segments. For example:
1)

The overhead component of costs relating to provisioning centres (such as building costs,
administration and support staff) are directly attributed to the Segments within the
geographic area serviced by that provisioning centre in proportion to GTK.

2)

Train movements are controlled through Network control boards, which manage defined
geographic areas. Network control boards are used to directly attribute Network Control
costs to relevant Segments.
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c) Where costs are not directly identifiable with a Segment or group of Segments, the costs are
allocated to Segments following Schedule I of the HVAU. Schedule I of the HVAU out sets a
detailed and cost reflective cost allocation hierarchy such that:
1)

Where possible, costs directly identifiable with the Hunter Valley corridor are attributed to the
Hunter Valley corridor (Schedule I Step 1a). Under Schedule I Step 1a, Corporate Functions
that have dedicated resources or costs related to the Hunter Valley are attributed to the Hunter
Valley corridor. Most Hunter Valley Business Unit Management costs will also apply to the
Hunter Valley corridor. Otherwise, costs are allocated to the Hunter Valley corridor based on
the allocation methodology prescribed in Schedule I Step 1b. Schedule I Step 1b would apply
to costs that are ARTC corporate wide in nature.

2)

The second step in the hierarchy is to allocate the costs for the Hunter Valley corridor into the
portions that relates to the Network (coal) and the non-coal parts of the Hunter Valley corridor.
The costs allocated to the Hunter Valley corridor in Step 1 are then allocated to the Network
on the basis of GTK where the cost is associated with indirect maintenance and indirect
operational costs (Step 2a) or Direct Stay-in-Business costs (DSIB) where the cost is not
associated with indirect maintenance and indirect operational costs (Step 2b).

3)

The costs allocated to the Network in Step 2 are then allocated to Segments using GTK where
the cost is associated with maintenance or Train Km where the cost is not associated with
maintenance.

3.2.1

Step 1 – Allocation to the Hunter Valley corridor

a) Table 1 below provides a description for each of the cost allocators used in Schedule I and the
application to the Corporate Functions specified in Schedule I Step 1b.
Table 1:
Cost
allocator
Direct Stayin-Business
Costs (DSIB)

Full Time
Equivalent
(FTE)

Allocation Method – Schedule I
Description

Used for

Rationale

Costs identifiable with the function
of a corridor or part of a rail
network being the operating and
maintenance expenses plus
corridor capital, non-infrastructure
capital and incidents, but
excluding indirect management
labour and capital for the purpose
of increasing capacity and
performance of a corridor or part
of a rail network.
A unit to measure employed
persons in a way that makes them
comparable although they may
work a different number of hours
per week. Total FTEs includes
FTEs in the Hunter Valley and
Interstate Business Units but
excludes FTEs in the support
divisions.

Executive,
Finance,
Management of
enterprise
services

DSIB is used as a proxy for
the time and effort exerted by
the functions in relation to a
particular corridor.

People, IT
infrastructure
and systems,
Workplace health
& safety

The level of support and costs
are related to the number of
staff on an FTE basis.
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Cost
allocator
Gross Tonne
Kilometres
(GTK)

Description

Used for

Rationale

A measure of track usage and is
calculated as the gross tonnes
multiplied by kilometres.

Engineering
services,
Corporate safety,
Risk

Train
kilometres
(Train Km)

A measure of track usage
calculated as the number of trains
multiplied by the total kilometres
for the train paths.

Track
kilometres

Kilometres of track, including
multiple tracks and passing lanes
but excluding passing loops.

Strategy and
corporate
development,
Communications,
Environment
Safety
accreditation,
Property

The costs are related to the
scope and nature of railway
operations in ARTC, including
the density of trains traversing
each corridor, with GTK
representative of this.
Costs are influenced by train
paths, being the level of use of
the network, with Train KM
representative of this.

Premium
based

Insurance costs are allocated
based on the class of insurance
and the basis for calculating the
premium. For example, asset
insurances premia are calculated
based on declared asset values.

3.2.2

Insurance

The safety accreditation levy is
calculated based on track
kilometres and the allocator is
directly aligned with this. The
property that is subject to
allocation between the
corridors is largely trackside
and is represented by Track
KM.
The allocator is aligned with
the basis for determining
ARTC’s insurance premium
costs.

Step 2 – Allocation to the Network

a) The methodology to allocate Hunter Valley corridor costs to the Network (coal) and non-coal parts
of the Hunter Valley corridor is as follows:
1)

The allocation of costs that are associated with indirect maintenance and indirect operational
costs are allocated to the Network on the basis of GTK under Schedule I Step 2a; and

2)

The allocation of costs that are not associated with indirect maintenance and indirect
operational costs, which are predominantly overhead or administrative costs, are allocated to
the Network on the basis of DSIB under Schedule I Step 2b.

3.2.3

Step 3 – Allocation to Segments

a) The costs allocated to the Network in Step 2 are then allocated to Segments based on GTK where
the cost is associated with maintenance or Train Km where the cost is not associated with
maintenance.

8

Hunter Valley Coal Network Access Undertaking Version 8
Costing Manual

4

Non-Segment Specific Assets

a) Non-Segment Specific Assets are those assets that provide services that are indirectly required to
provide access to the Network and cannot be reasonably identified with the Network. These items
are typically office equipment or non-infrastructure capital items that do not form part of the RAB
Floor Limit. Depreciation for non-infrastructure capital items is included as an overhead cost based
on the accounting depreciation for the item which is reflective of the individual item's expected
useful life.
b) ARTC will apply the same allocator as applied to operating costs for the relevant functional area to
which the asset is used. These costs are reported as part of the overhead costs that are allocated
to Segments based on Schedule I of the HVAU.
c) For example, the depreciation associated with a computer software program used by the Corporate
People Function will be allocated to the Hunter Valley corridor using FTEs as the allocator and
reported as Corporate Overhead.
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