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Developing an Integrated
Rail Transport System

Key areas to be covered...

» Current and future rail requirements
» Port and rail infrastructure integration
» Exploring partnerships and financing options

> Improving Regional and urban rail services.
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Current Rail Freight Movement across the Interstate Network

Significant differences in markets and rail competitiveness between
corridors:

- Economics
- Market demand for price & service

- Infrastructure condition
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Rail largely meets market requirements on
east-west corridors and is more than
competitive with road.

North south interstate rail freight transport needs improvement in:
- Infrastructure performance & capacity
- Intermodal terminal availability & capacity in Sydney & Brisbane
- Efficiency and capacity at interfaces (terminals, ports)
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ARTC

STRONG GROWTH IN INTERMODAL VOLUMES CONTINUES..

East-West Intermodal Volume Growth
High Flagfall 000 GTK
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- Volume growth over the last two years has averaged 10% pa.
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Rail efficiency has improved and access costs have declined...which has lead to increased rail
market share...

Road v RailLand Freight Market Share
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Future Rail Requirements:
The Transport Challenge...what needs to happen...

The rail industry will:

» Continue to reduce operating costs and improve competitiveness.
» Innovate to meet competitive service levels.

» Continue to improve the interfaces (above/below rail, intermodal).

Governments have:

» Asked Productivity Commission to review access pricing methodologies for Road and Rail.

» Utilise a transparent, equitable evaluation process for road and rail funding, factoring in
externality costs. This is being addressed through AusLink.

» Encouraged public and private investment in both train operations and the rail network.

> Improve transport planning to facilitate access to, and infrastructure at, ports for
intermodal and bulk rail access. AusLink review of Corridors.
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ARTC’s Investment in the North - South Network

ARTC Investing over $2.0bn in the Melbourne-Sydney-Brisbane rail network (“North-
South Corridors™)

Key investment objectives on the North-South corridors

® |mprove Transit Times - To meet market windows and improve asset productivity
® Improve Reliability - To meet market expectations
® |mprove Capacity - To deliver Transit Times & Reliability at higher levels of utilisation

® |mprove Yield - To improve above and below rail asset returns and rail competitiveness
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North - South Network Market Outcomes
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Sydney- Melbourne Sydney- Brisbane Melbourne- Brisbane

Capacity™ 3 each way 2 each way 7 each way
(each way services)
Reliability High High High

Transit Time (hrs) 10.7 (1500m) 15.5 26.2 (1500m)

11.5 (1800m) 27 (1800m)

Current (hrs) 13.5 (1500m) 19.3 35.8

Above rail cost saving > 6% >7% >8%

* Note that Melbourne- Brisbane trains can be used to service the intermediate markets

Market Share Predictions

Current 2015 Market Share Increase Underlying Market
Market Share Share to 2015 Growth to 2015
Melbourne - Sydney 7% 13% 94% 41%
Sydney - Brisbane 5% 11% 111% 41%
Melbourne - Brisbane 28% 53% 88% 41%

Volume Growth
to 2015

174%
198%
166%

* |t is anticipated that with 1800 metre train length and improved reliability the predicted Melbourne - Sydney market share

could be exceeded
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Integrating Rail & Port Infrastructure

Governments have recognised that one means to address transport congestion issues around
capital city ports is to increase movement of containers on rail.

Most capital cities have established targets for rail use at around 30-40% (currently 10-20%).
Investment in interstate rail network and urban port/terminal connections will assist.

eImpediments to the efficient movement of containers in capital cities need to be addressed.

- Information Exchange
e universal standards, data collection/exchange between supply chain partners

- Coordination and flexibility of working arrangements
e hours of operation (transport v shippers)
e handling of activity peaks and troughs

e OD studies in capital cities should provide insight into the magnitude of the
problem (inefficient handling of empties noted)

< inland hubbing offers an alternative outcome that also achieves other government
objectives (urban congestion, environmental etc).

11/09/2006 Australian Infrastructure Summit, Sydney, 5-6 September 2006 9



Developing an Integrated
Rail Transport System

Integrating Rail & Port Infrastructure

Land-bridging - Opportunities for development

e Increased international container volumes and trend towards larger ships likely to result in
fewer stops in Australia, so more opportunities for land-bridging

e Increased development of metropolitan & regional hubs connected by rail to ports - port
shuttles in Sydney/Melbourne S

Darwin

e Land-bridging common between some capital cities
eg. Melbourne - Adelaide with competing rail services
offered by Pacific National and P&O
(integrated with stevedoring services)

Alice Sgkings

Brishan

Kalgoorlie

roken Hill

Melbourne
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Integrating Rail & Port Infrastructure
Case Study: Hunter Valley Coal to Newcastle Port

Hunter Valley Coal Network into Newcastle port has an annual capacity of around 90mTpa.

The coal industry forecasts that demand of 125mTpa is anticipated in 2007, with a further
potential rise to around 138mTpa by 2009.

ARTC is adopting a strategy to address existing capacity bottlenecks in the short term and to
then ensure that Hunter Valley capacity is delivered ahead of demand.

Investment program has been reviewed, in consultation with coal industry partners, in the
light of recent industry developments and the rapid growth in coal demand over the last 2
years.

ARTC is proposing to invest around $385m in the rail network to increase capacity to around
160mTpa by 2010.

Coordinated investments in other parts of the supply chain will be needed to crystallise this
capacity.

The investment will be funded by regulated access payments and each project will be subject
to industry approval.
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Integrating Rail & Port Infrastructure
Case Study: Hunter Valley Coal to Newcastle Port

e Port Capacity is a critical issue
 Volume forecasts are significantly ahead of export capability up to 2009.

e ARTC is committed to ensuring value for money in its investments and is validating that its strategy is
consistent with port enhancements Hunter Valley Export Coal Volumes
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Partnerships and Financing Options:

The need to get modal pricing and transport investment on track

Q

Q

If private investment is to be encouraged in rail infrastructure, clear infrastructure pricing
and signals need to be established between competing modes.

Efficient capital and maintenance needs to be properly valued and passed through to
users or transparent.

Beneficial users of infrastructure should be properly charged or the cost of the benefit
made transparent.

Establishment of transparent government incentives to individual transport modes in
order to develop more sustainable transport policies, including for pricing and investment

Transparency of the social costs of transport and agreement on equitable payment of
these costs for each transport mode.

Without transparency in market operation, private financing of rail infrastructure is
inhibited.

Grants become basis for major projects due to the inability for private financiers to get a
handle on competition impacts in the market.
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Partnerships and Financing Options:
The role of public and private sector financing under AusLink

0 Governments have traditionally faced difficulty funding land transport infrastructure from
traditional budget sources.

Q Infrastructure investment funding needs are increasing due to increasing transport task and
congestion, increasing land prices, construction costs, project scale/complexity, and
environmental mitigation.

0 Governments have recognised that there is a need to increase private sector involvement in
land transport infrastructure planning, financing, operation and ownership to increase
innovation and investment in infrastructure

Current responsibilities for transport infrastructure planning and funding

Roads Imber-
miodal
terminals

Mational Arterial Branich

Notes

a. In areas where there are no local governments (unincorporated areas),
planning and funding are undertaken by State and Territory governments.
b. Interstate Rail Network
c. Australian Government

d. For example, toll roads
Statef Lacalf e. Australian Rail Track Corporation
fust Bustf Bustf Lnul:nl,|I
Private Statef Private

Furding Stntel' FI'1'|'H1.'E Pn'm'e

Frivate
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Partnerships and Financing Options:
The role of public and private sector financing under AusLink

U AusLink recognises that private sector investment should be encouraged towards
commercially viable transport infrastructure projects to free up public financing for non-
commercial activity required to meet community transport needs in the areas of safety,
environment, access and security.

U With the private sector, Governments will need to identify and address issues and barriers
to private sector participation in land transport infrastructure investment, such as:

e The existing tax framework for asset financing arrangements
e Consistency and certainty in the regulatory and industry framework
e Risk sharing arrangements

 Competitive neutrality, especially with reference to pricing for beneficial users

11/09/2006 Australian Infrastructure Summit, Sydney, 5-6 September 2006 16



Developing an Integrated
Rail Transport System

Improving Regional Services:
Key Regional Bulk Export Freight Flows on the ARTC Network

"ARTC
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Improving Regional Services:
Regional Grain Networks

Vertically integrated and privatised in SA, Victoria and WA.
Vertically integrated Government ownership in Qld.

Vertical separation of regional grain infrastructure and privatisation of contestable
rail operations in NSW.

In most states, branchline infrastructure is in poor condition and deteriorating
further

This has resulted from a number of historic and economic realities including:
»Historical under-investment in the network

»Low and seasonal volumes on many lines is insufficient to sustain economic
return

»Lack of road and rail infrastructure pricing transparency and equity

»Historic balance of economic regulation is towards efficiency rather than
sustainability
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Improving Regional Services:
Regional Grain Networks

Inherited maintenance deficit

»‘Catch 22’ situation - rehabilitation cost is well above that which could achieve a viable
return; this has arisen from past deterioration of condition and service levels.

»Cannot be addressed by current private owners requiring a return.

»>May be necessary to recognise some low volume, old lines need to be rationalised - look to
more efficient means of transfer (truck, efficient silo capacity near more economic lines).

Unsustainable economic returns

»Due to low volume and variability, achievable pricing in simply insufficient to sustain rail
operations given the costs involved.

»>A lack of private investment is not surprising given previous government under-investment

Lack of infrastructure pricing transparency and equity
»>Failure to properly price road places rail at a market disadvantage
» Cost of road and road transfer is masked in this false economic effect.
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Improving Regional Services:
NSW Regional Branch Line Network

Currently managed by ARTC on behalf of the NSW Government.
Very low cost recovery but underpinned by NSW Government funding.
15 ‘restricted’ lines - lightly used, poor condition, minimal maintenance.

Current political (public liability) and market realities (super sites) mean use of all
lines with grain loading facilities is uncertain.

Current level of funding support may not be sufficient to maintain even the status
quo on restricted lines.
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Future Rail Requirements:
Investment in Australia’s critical rail infrastructure

Investment Objectives - investment in freight infrastructure should:

O Improve efficiency and service attributes being undertaken to achieve modal shift and grow
the rail market

O optimise the use of the infrastructure and the total transport outcome
deliver the best economic, social and environmental outcomes
form part of a total integrated transport strategy

achieve the best logistics outcomes including intermodal interfaces

o O 0O O

provides the best option for meeting demand in the longer term.

Investment in urban commuter networks should meet additional objectives supporting
sustainable city planning; employment, commercial and recreational activities; reducing social
exclusion; enhancing regional access to services; and fostering commercial returns.
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