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Mr Charles Millsteed

Chief Executive Officer
Queensland Competition Authority
Level 27

145 Ann Street

BRISBANE QLD 4000

Dear Mr Millsteed

Draft Decision - 2016 Cost Allocation Manual (Costing Manual)

| refer to the Queensland Competition Authority’s (QCA) draft decision released on 10 April 2017 on
Queensland Rail’s 2016 draft cost allocation manual (Costing Manual).

| am pleased to advise that Queensland Rail supports the majority of the QCA draft decision
recommendations.

In a small number of cases Queensland Rail now provides further information, and seeks that the QCA
review its position in relation to these matters. Queensland Rail has no objection to the QCA
publishing this submission.

Attached for the QCA’s consideration are the following documents:
e Table 1: Summary of Queensland Rail’'s Response to the QCA Draft Decision; and

e The revised Costing Manual (marked-up and clean versions).

If you have any questions in relation to this submission, please do not hesitate to contact Douglas
Jasch, Queensland Rail's Manager Policy and Regulation, on 07 3072 0544.

Yours sincerely

Neil Buckley
General Manager Access Revenue
Queensland Rail

10 May 2017

Queensland Rail Limited (ABN 71 132 181 090)



Attachment 1: Table 1: Summary of Queensland Rail’'s Response to the QCA Draft Decision

Draft Cost
Allocation

Manual
Reference

QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

The draft decision requires that Queensland Rail revise
its proposed costing manual to include an explicit
purpose statement in section 1.3, namely:

“This Manual also acts as a means of informing the audit
and review processes required by the QCA.

The Financial Statements prepared using this Manual assist
in providing for the information needs of the QCA and of
access seekers who may seek to negotiate Access.”

Queensland Rail Comments

Queensland Rail agrees with this draft decision requirement.

the proposed cost allocation manual to include a clause
in section 4.5 to require the separation of below-rail
investments to be fair and reasonable:

“4.5.2(e) notwithstanding clause 4.5.1, the classification of
costs to Below Rail investment projects must be fair and
reasonable and reflect relevant underlying activity.”

23 The draft decision requires that Queensland Rail include | Queensland Rail agrees with this draft decision requirement. The requirement
a clause in section 2.3 to acknowledge the right of the currently exists under section 159(2) of the Queensland Competition Authority Act
QCA to revise the cost allocation manual: 1997 (QCA Act). The draft decision requirement will reflect this existing provision in
the QCA Act.
“2.3(d) The QCA may, from time to time, revise the Manual,
as set outin s. 159 of the Act.”
3.3 The draft decision requires that Queensland Rail amend | Queensland Rail agrees with this draft decision requirement.
the proposed cost allocation manual to include the
following clause in section 3.3 to require the treatment of
inter-company charges, agreements and transactions be
fair and reasonable:
“3.3(k) compilation of the internal costing accounts must be
fair and reasonable and reflect relevant underlying activity.”
4.5 The draft decision requires that Queensland Rail amend | Queensland Rail agrees with this draft decision requirement.




6.3

Draft Cost
Allocation
Manual
Reference

QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

The draft decision requires that Queensland Rail amend
the proposed cost allocation manual to include a clause
in section 6.3 to require Queensland Rail to explain any
differences in information reported through the below-
rail financial statements and equivalent information
reported through Queensland Rail's other obligations
under the undertaking:

“(ix) Provide a commentary which explains any differences
between the information provided in the Financial
Statements and the equivalent information provided
pursuant to clauses 5.2.2(i)(i), 5.2.2(i)(ii), and 5.2.2(i)(iii) of
the 2016 Undertaking.”

Queensland Rail Comments

Queensland Rail agrees that if a discrepancy was to occur between the information
reported in the below rail financial statements and the equivalent information
reported through Queensland Rail’'s obligations in the Queensland Rail's Access
Undertaking 1 (AU1) then an explanation of the difference should be reported
publicly. However, Queensland Rail does not consider the below rail financial
statements to be the appropriate place for this reporting.

Queensland Rail does not consider that it is appropriate to include such a note in
the below rail financial statements. The costing allocation manual requires a set of
Special Purpose financial statements be produced. It would not be usual practice to
include such a note in audited financial statements as these statements relate to
Queensland Rail’s financial information, and not the performance of other
obligations on which Queensland Rail is required to report separately.

Queensland Rail believes that if a difference was to occur, the difference should
either be reported through a note in Queensland Rail's Annual Report on the
Negotiation Process (the Annual Performance Report) - refer to AU1’s clause 5.2
— or alternatively, if this is not possible for a particular reason, through a separate
report to be published at the same time as the below rail financial statements.

The common information in both the below rail financial statements and the Annual
Performance Report relates to actual maintenance and operational costs applicable
to the individual Regions (e.g. the West Moreton Region). The information being
reported comes from the same data base and should be the same.

However, the Annual Performance Report must be published within four months of
the end of the subject financial year (i.e. by 31 October), “or such longer time as
agreed by the QCA”. (AU1 Clause 5.2.1(a)).

The below rail financial statements are to be audited and published accompanied by
the audit certificate within six months of the end of each financial year (i.e. by 31
December). (AU clause 5.3). These statements are audited by the Queensland
Audit Office (QAO).

As the QAO first audits Queensland Rail’s corporate financial reports, and then
subsequently audits the below rail financial statements using information contained
in the corporate financial reports, the audit of the below rail financial statements




Draft Cost
Allocation
Manual

QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

Queensland Rail Comments

Reference

cannot be finalised by 31 October. This means that the maintenance costs,
operating expenditure, and application of the allocators contained in the costing
allocation manual will not have been audited by the end date for publication of the
Annual Performance Report.

Including audited maintenance and operating cost information in the Annual
Performance Report will improve the quality of that report, public confidence in the
report and also ensure consistency with the below rail financial statements as the
underlying information will have been through the independent audit process.

Due to this, on 3 May 2017, to allow for the inclusion of the audited maintenance
and operating costs in both reports, Queensland Rail sought the QCA'’s approval to
extend the timeline for public release of the Annual Performance Report by an
additional two months, so that the report will be published by 31 December in each
year, for the duration of AU1. On this basis there should be no differences
between the reports, and in any event if there was, the reason for the difference
would be reported in the Annual Performance Report, where it more appropriately
sits.

New Hope advised in its submission on the draft cost allocation manual that for the
West Moreton system the overall package of information contained in the QCA's
final decision on Queensland Rail's undertaking, the information reporting
requirements under the undertaking itself, and the below-rail financial statements
should be prepared on a consistent basis or be reconciled with each other. This
could involve ensuring the cost allocation manual was consistent with both the basis
on which reference tariffs were developed, and the level of cost detail as required
for the reports under clause 5.2.2(i) of the 2016 undertaking. Queensland Rail’'s
proposed approach will achieve New Hope's requested alignment.

Queensland Rail's previous access undertaking did not require the inclusion of
information on maintenance and operating expenditure in the Annual Performance
Report, and so this issue did not previously arise.

Part 7

The draft decision requires that Queensland Rail revise
the definition of Queensland Rail in Part 7 of the
proposed cost allocation manual to remove reference to
a description of activities, and read as:

Queensland Rail agrees to replace:

“Queensland Rail” means Queensland Rail Limited [ABN 71 132 181 090] (formerly QR
Passenger Pty), a Corporation fully owned by Government Statutory Authority responsible
for delivery of passenger and non-coal network services in Queensland.”




Draft Cost
Allocation

Manual
Reference

QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

"Queensland Rail" means Queensland Rail Limited [ABN 71
132 181 090] (formerly QR Passenger Pty), a corporation
fully owned by a Government Statutory Authority.”

Queensland Rail Comments

with

“*Queensland Rail" means Queensland Rail Limited (ABN 71 132 181 090), a wholly
owned subsidiary of the Queensland Rail Transit Authority, a statutory authority
established under the Queensland Rail Transit Authority Act 2013 (QId) .”

with the allocation of Queensland Rail-wide items.
Queensland Rail has proposed to apply standard
allocator A to allocate un-costed corporate overheads, in
addition to other Queensland Rail-wide items.

New Hope submitted that standard allocator A, at 45 per
cent, was too high a proportion of corporate overheads
to include in the below-rail financial statements. New
Hope stated that Queensland Rail's recent focus on
passenger services, agriculture and general freight
supported its view.

Queensland Rail proposed to recalculate standard
allocator A annually based on working expenses, pro-
rata on the total of all identified, attributed and allocated
costs, when preparing its below-rail financial statements.
The proposed adoption of standard allocator A to
allocate un-costed corporate overhead costs will not
likely have a material impact on the below-rail financial
statements.

We consider Queensland Rail's approach to determining

3.2 The draft decision requires that Queensland Rail amend | Queensland Rail does not support this draft decision requirement on the basis that it
the proposed cost allocation manual to include a clause | is not required to achieve the QCA’s aim. The cost allocation manual and the audit
in section 3.2 of Queensland Rail's proposed cost already ensure that there is no double counting.
allocation manual to explicitly require costs are not
double-counted:

“3.2(g) calculations and adjustments used to Identify,

Attribute or Allocate costs must not result in any item being

counted more than once.”
Standard The draft decision is that Queensland Rail's proposed Queensland Rail agrees with the QCA draft decision to accept Queensland Rail's
Allocator A standard allocator A in schedule C adequately deals proposed approach to determining standard allocator A.
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QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

Queensland Rail Comments

Reference

standard allocator A would likely be an adequate proxy
for material changes in Queensland Rail's focus. We
also consider a consistent approach to allocating
Queensland Rail-wide items will improve the
transparency of the resulting below-rail financial
statements.

When we develop our final decision, we are open to
considering alternative, objective methodologies that
can be employed to determine standard allocator A, or a
separate allocation method for corporate overhead
costs, in schedule C of the cost allocation manual.

2.1(c), Part5

The draft decision requires that Queensland Rail amend
the proposed cost allocation manual drafting to show
that obligations in relation to West Moreton Region,
Mount Isa Region and North Coast Region are as
applicable to the respective region.

The QCA advises that the amendments are intended to
clarify that cost accounting obligations in relation to the
West Moreton Region, Mount Isa Region and North
Coast Region are particular to each region and not to
the three regions as a block.

This requires amending 2.1(c) from:

“Further, to report Below Rail Services provided by
Queensland Rail assets, costs, revenues, and investments
separately for the West Moreton Region, Mount Isa Region
and North Coast Region, it is necessary for the Manual to
set out the methodology for allocating network wide assets,
costs, revenues and investments to regions including the
West Moreton Region, Mount Isa Region and North Coast
Region.”

to:

Further, to report Below Rail Services provided by

Queensland Rail agrees with the principle behind the QCA’s draft decision
requirement, however, believes that the use of the word ‘separately’ rather than the
‘respectively’ will be achieve the desired outcome.

Queensland Rail has included its proposed drafting in the attached marked-up draft
cost allocation manual. Queensland Rail additionally believes that there should not
be confusion as the Schedule B pro forma financial statements clearly identifies that
the required geographical regions are separately reported.




Draft Cost
Allocation

Manual
Reference

QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

Queensland Rail assets, costs, revenues, and investments
separately for the West Moreton Region, Mount Isa Region
and North Coast Region respectively, it is necessary for the
Manual to set out the methodology for allocating Network
Wide assets, costs, revenues and investments to regions
Geographic Regions including the West Moreton Region,
Mount Isa Region and North Coast Region.

and to also amend Part 5 to reflect the above principle.

Queensland Rail Comments

4.3.3.3(a)

The draft decision requires the deletion of the words
“(identified in the Undertaking)”. The below-rail yards are
not identified in the approved access undertaking.

Queensland Rail agrees with this draft decision requirement.

5.1(a)

The draft decision requires the replacement of the
second instance of the words “West Moreton Region”
with the words “each relevant Geographic Region”.

The QCA considers that to report below-rail assets,
costs, revenues and investments separately for the
three different regions, the manual should set out the
methodology for allocating network-wide assets, costs,
revenues and investments to each of the three regions
as applicable.

Queensland Rail agrees with this draft decision requirement.

5.1(b)

The draft decision requires that the words “which is
published at least six months [sic]” be amended to
“which is published on the Queensland Rail website and
reviewed at least every six months”. The QCA's
proposed amendments accord with the relevant
language in the undertaking.

Queensland Rail agrees with this draft decision requirement.

5.1(e)

The draft decision requires the cross-reference 5.1(c) be
amended to be 5.1(f) as the reference to clause 5.1(c) is
an error.

Queensland Rail agrees with this draft decision requirement.

5.3.2.11

The draft decision requires that Queensland Rail amend
this clause to read: “The QCA Levy is to be reported
based on the amounts paid by each of West Moreton
coal-carrying trains, and North Coast Region freight
traffic and Mount Isa Region freight traffic, in the
relevant financial year”. The accounting for the QCA
Levy should not be allocated, but based on actual

Queensland Rail has amended the draft cost allocation manual to reflect the
difference between the QCA Fee (a cost to Queensland Rail) and the QCA Levy
(revenue for Queensland Rail). Queensland Rail has included the below definitions:

“QCA Fee” means the fee collected by the QCA under Section 3 of the Queensland
Competition Authority Regulation 2007 (Qld) which entitles the QCA to charge fees for
providing a service or performing a function set out in Schedule 1 of the Regulation.
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QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

Queensland Rail Comments

Reference

amounts.

“QCA Levy” means the fee allocated to the nominated Train Services to cover the QCA
Fee and, for a Train Service, the description of which accords with the Reference Train
Service, is that amount specified in schedule D of the Undertaking;

Queensland Rail agrees with the QCA’s proposed amendment in relation to the
QCA Levy, which will be based upon actual recovery by Queensland Rail in the
subject financial year.

However, the QCA fee will be an allocated expense and so should be based upon
the allocation approved by the QCA for the QCA Levy.

This is because, at present, the QCA does not provide Queensland Rail with a cost
breakdown of the QCA Fee on a region (i.e. system) basis, either when advising
Queensland Rail of the quantum of the QCA Fee, or when the QCA Fee is charged.
Queensland Rail would consider it a positive development if this information behind
the QCA'’s Fee was provided. Queensland Rail would then simply allocate the costs
to the relevant regions on this basis. However, currently Queensland Rail is not in
apposition to allocate the costs as actual in the year in which the costs are incurred.

the cost allocation manual so that the capitalisation of
terms is used throughout the costing manual to accord
with defined terms (or lack of definition or lack of use).
For example:

e Geographic Region

e Corridor

Definition of The draft decision requires that Queensland Rail delete | Queensland Rail agrees with this draft decision requirement.
“Costing Manual” all the words following the words “the Act”.
or “Manual’
The QCA considers that the reference to clause 10.1 of
the undertaking appears to be incorrect. The information
contained in a previous iteration of the undertaking to
which this reference referred is no longer included in the
current approved undertaking.
Definition of The draft decision requires that Queensland Rail delete | Queensland Rail agrees with this draft decision requirement.
“Queensland the “Queensland Transport” definition as the term is not
Transport” used in the draft cost allocation manual.
Various The draft decision requires that Queensland Rail amend | Queensland Rail agrees with this draft decision requirement.
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QCA 2017 Draft Decision on Queensland Rail’s 2016
Draft Cost Allocation Manual

Queensland Rail Comments

* Network Wide

« Fixed Asset Register

e Queensland Transport

e Line Section

* Asset Specific

¢ Investment Program Report
e Survey Section

* Infrastructure Services

* Fixed Assets

* Expenses

Inconsistent use of defined terms may cause confusion.

435.3

Deletion of references to DTMR and decapitalisation of
the words "Rail Manager". The deletion of ‘'DTMR’ is
because the Rail accreditation process is moving away
from DTMR to a national regime.

Queensland Rail has amended the definitions to define Railway Manager. The term
Railway Manager is defined by reference to the QCA Act definition (which
references the Transport Infrastructure Act definitions, which have been amended
to reference the National Rail Safety Law (Queensland).

References to DTMR have been deleted, and Railway Operator removed as a
defined term.




Costing Manual

Submitted for Approval by the
Queensland Competition Authority

December 20162017
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Part 1 Purpose of the Costing Manual

1.1 Background

(a) Queensland Rail Limited [ABN 71 132 181 090] (Queensland Rail) has an
Undertaking that provides the framework for negotiations with access seekers for
Access to Rail Infrastructure for the purpose of operating Train Services.

(b) The intent of the Undertaking is inter alia to ensure that Access negotiations are
conducted expeditiously, on a commercial basis, and in a competitively neutral
environment. The Undertaking seeks to ensure that there will be no cross subsidy
between individual Train Services or between combinations of Train Services. It
also outlines pricing principles to be employed in determining applicable Access
Charges.

(c) Queensland Rail is an integrated railway provider, in that it provides both Below Rail
Services as a Rallway Manager and operates passenger serwces Abeve—RaH
p#eeludes%—pmwdmg—Abeve—Raﬂ—Fre@htéemee&

(d) Queensland Rail is obligated, under the Act, to keep accounting records for the
declared service (ie. the provision of Below Rail infrastructure services) separate
from its accounting records for its other operations. Consistent with this obligation,
the Undertaking contains a requirement for the production of separate Financial
Statements for Below Rail Services provided by Queensland Rail. These Financial
Statements will take the form of a statement of assets, a statement of earnings
before interest and tax and a statement of investments.

(e) Under the Act the QCA may prepare a Costing Manual or ask Queensland Rail to do
so. The QCA has exercised its powers under the Act and requested Queensland
Rail to prepare and submit a Costing Manual (referred to as the “Manual”) to satisfy
the accounting responsibilities under the Act and financial reporting obligations
contained in the Undertaking.

1.2 Legislative Context

This Manual has been prepared in accordance with the requirements of Section 159
of the Act.

1.3 Purpose

The principal purpose of the Manual is to provide a framework for the Identification,
Attribution and Allocation of assets, costs, revenues and investments relating to
Queensland based Below Rail Services provided by Queensland Rail and the
development of Financial Statements required in accordance with the Undertaking.

This Manual also acts as a means of informing the audit and review processes
required by the QCA.

12



The Financial Statements prepared using this Manual assist in_providing for the
information needs of the QCA and of access seekers who may seek to negotiate
Access.

Part 2 Scope and administration of costing manual

2.1

(@)

(b)

(©)

(d)

Scope of Costing Manual
This Manual is required to set out:

a. The process for identifying, from Queensland Rail's audited general purpose
financial statements and other accounting records, the cost base for Below Rail
Services provided by Queensland Rail - separate from other services provided
by Queensland Rail;

b. Within the cost base for Below Rail Services provided by Queensland Rail, the
process for identifying:

@ Assets and costs attributable to specified Corridors;

(i) Assets, costs, revenue and investments not attributable to specified
Corridors but attributable to specified Geographic Regions; and

(iii) Assets, costs, revenue and investments not attributable to specified
Corridors or any specified Geographic Region; and

c. The format of the Financial Statements.

Section 5.3.1 of the Undertaking requires Queensland Rail to “...publicly release
Financial Statements in relation to the preceding year...in accordance with the
processes outline in the Costing Manual and consistent with the format specified in
the Costing Manual”.

Accordingly, this Manual is required to set out the process for identifying assets,
costs, revenues and investments for Below Rail Services provided by Queensland
Rail attributable to Corridors, Geographic Regions and Network Wide.

Further, to report Below Rail Services provided by Queensland Rail assets, costs,
revenues, and investments separately for the West Moreton Region, Mount Isa
Region and North Coast Region—respectively separately, it is necessary for the
Manual to set out the methodology for allocating Network Wide assets, costs,
revenues and investments to Geographic Regions including the West Moreton
Region, Mount Isa Region and North Coast Region.

For the purposes of the preparation of the Financial Statements, passenger stations,
platforms and associated facilities are to be treated as Above Rail.

13
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2.2

(@)

(b)

(©)

(d)

(€)

2.3

(@)

(b)

(©)

(d)

Duration of Costing Manual

The Manual will take effect on the date it is approved by the QCA (the “Commencing
Date”).

The Manual will apply to the annual Financial Statements prepared for each
financial year commencing from the financial year in which the Manual is approved,
and will expire on 30 June 2020, subject to paragraph (d).

If, at any time during the term of the Manual, the QCA ceases to be the regulator of
Queensland Rail's below rail services, Queensland Rail may withdraw the Manual.

If, at any time during the term of the Manual, Queensland Rail does not have an
approved Undertaking, Queensland Rail may elect not to publish the annual
Financial Statements in accordance with section 5.3.1 of the Undertaking and Part 6
of the Manual.

Apart from the circumstances identified in Paragraph (d), Queensland Rail
may withdraw the Manual at any time, provided it has received written agreement to
such withdrawal by the QCA.

Review of Costing Manual

If, at any time during the term of the Manual, Queensland Rail is of the view that
changes to the Manual are desirable, Queensland Rail may submit amendments to
the QCA including changes to the Standard Allocators specified in Schedule C.

Where amendments to the Manual are submitted to the QCA, the QCA must
consider the amendments to the Manual, and approve, or not approve them. If the
QCA does not approve the amendments to the Manual, the previously approved
Manual will continue to apply.

If the QCA does approve the amendments, the amended Manual will apply from:
0] the date of the QCA’s approval; or
(i) a date approved by the QCA.

The QCA may, from time to time, revise the Manual as set out in s. 159 -of the Act.

&/ Queen:
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Part 3 Costing Framework

3.1

(@)

(b)

(©)

(d)

(e)

(f)

Organisational Structure

Queensland Rail has established its organisational structure to separate the
management of infrastructure from the operation of Passenger Train Services.
Schedule D of this Manual shows an organisation chart for Queensland Rail.
Queensland Rail has three organisation units responsible for providing primary
business functions, i.e.

@) (Executive General Manager Network (Network), responsible for Above
Rail and Below Rail infrastructure and Train Control Services other than
Mayne Control Centre,

(ii) Chief Operating Officer Operations (Operations), responsible for the
provision of Passenger train service delivery, rollingstock engineering and
maintenance, South East Queensland (SEQ) and Far North Queensland
operations, Travel Network operations, operations facilities and program
coordination and Train Control Services at Mayne Control Centre

(iii) Executive General Manager Projects (Project Delivery), responsible for the
operational, commercial and strategic management and performance of
Queensland Rail's project delivery and managing Transport Service
Contracts.

All other organisation units shown on Schedule D are either corporate
overhead or corporate service units.

Apart from as set out in paragraphs (c) to (e) below, Network is responsible for the
provision of Below Rail Services.

Network is responsible for the provision or procurement of appropriate levels of
maintenance and investment in stations and platforms. These items are not
included in Below Rail Services provided by Queensland Rail.

The Chief Financial Officer and Executive General Manager Commercial and
Strategy is responsible for Below Rail customer interface and other corporate
enabling units.

In addition, Operations performs certain Below Rail Services as follows:
. Train control from the Mayne Control Centre; and

. Field incident management in south east Queensland.

The principles of cost Identification, Attribution and Allocation recognise that
Queensland Rail's organisational structure may change over time. Therefore, the
Identification, Attribution and Allocation of assets, costs, revenues and investments
are based on functions regardless of the area within Queensland Rail that provides

them. The principles in the Manual have been developed on this basis, however at
15
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3.2

(@)

(b)

(©)

any point in time costing information will be drawn from responsibility-based
accounts reflecting Queensland Rail’s current organisational structure.

Costing Principles

The fundamental principle underlying Queensland Rail's approach to costing is that,
wherever possible, assets, costs, revenues and investments are directly Identified or
Attributed to a function, and functions are directly Identified or Attributed as a Below
Rail Service, Above Rail Service or Other Service provided by Queensland Rail.
Assets, costs, revenues and investments are only Allocated to a function/service
where it is not possible or practical to disaggregate those costs and assets in a
manner that allows for them to be directly Identified or Attributed to a
function/service. This principle avoids the application of general rules of Allocation
applying to all circumstances.

The general approach described in the Manual is based on the following:

0] Where costs are directly incurred, or assets directly used, in the
performance of Below Rail Services, those costs and assets are directly
Identified as Below Rail Costs;

(i) Where costs are incurred, or assets are used, in common for the provision
of Below Rail, Above Rail and/or Other Services, and where there is a
causal relationship between the resources used for Below Rail, Above Rail
or Other Services, these costs are Attributed on a reasonable basis of cost
causality; and

(iii) (Where assets, costs, revenues and investments are used jointly for
the provision of Below Rail, Above Rail and/or Other Services, and where
there is no direct causal relationship between the resources used for Below
Rail, Above Rail or Other Services, these costs are Allocated on a
reasonable basis.

In order to achieve the requirements under the Act whilst operating within the
fundamental principle identified in Paragraph (a), Queensland Rail applies this
costing methodology so that:

0] All assets, costs, revenues and investments must be Identified, Attributed
or Allocated as Below Rail, Above Rail or Other Services;

(i) Within each of these overarching categories, allocation of costs and assets
is minimised. Rather, costs, revenue and assets not Identified directly to
Geographic Regions are Identified to the functions and hence, the type of
activity for which they are incurred. For example, costs incurred in
providing train control services are Identified as relating to the Geographic
Region across which those train control services are provided — they are
not Allocated to the provision of the individual Corridors within that

16
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Geographic Region. Any Allocation of Below Rail Costs to a more detailed
geographic level is essentially arbitrary in nature.

(d) In Identifying, Attributing and Allocating assets, costs, revenue and investments,
rigid application of the methodologies in the Manual is not necessary for immaterial
amounts.

(e) The Manual establishes a methodology for the Identification, Attribution and

Allocation of costs based on the accounting information available and
methodologies applicable at the time of its development. Where, in the future, costs
or assets are identified for which the Identification, Attribution or Allocation
methodology has not been explicitly defined within this Manual, Queensland Rail
will, as far as reasonably possible, Identify, Attribute or Allocate these costs and
assets in a manner consistent with the methodology and principles defined within
the Manual.

Formatted: Indent: Left: 1.5 cm, No }

———In certain circumstances this Manual adopts Standard Allocators. These*/{ bullets or numbering
Standard Allocators are specified in Schedule C together with a reference to the
relevant clauses.
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3.3 Internal Costing Accounts

(@) Queensland Rail produces internal Costing Accounts on a regular basis. They
interpret Queensland Rail's financial accounts to provide detailed information on the
costs of various business activities.

(b) The Costing Accounts associate assets, costs and revenue to functional activities,
and from this separate assets, costs and revenue into Below Rail, Above Rail or
Other Services. The resulting information forms the basis for the Financial
Statements.

(©) For financial accounting purposes all transactions are booked to an appropriate
account code. The account code is constructed to allow identification of:

(@) the nature of the activity requiring the transaction;
(i) the element of activity (eg labour, materials); and
(iii) (the responsible cost centre and manager.
(d) This financial account coding is designed primarily around the requirements for

construction of Queensland Rail's general ledger and the objectives of responsibility

management. The network nature of a railway operation, where assets and

activities serve more than one business or geographic sector, prevents

responsibility-based accounting from providing direct Identification of all costs and

assets to functions and, hence, to Below Rail, Above Rail or Other Services.

However, the financial account coding and underlying information is collected and
17



(e)

(f)

(9)

(h)

arranged such that it is suitable for functional cost analysis through the Queensland
Rail's Costing Accounts process.

The functional cost analysis process re-presents the financial accounts to reflect the
functional activities that give rise to the costs and assets, using physical resource
and empirical measures to Attribute and Allocate those costs and assets that cannot
be directly Identified to a function.

Queensland Rail's Costing Accounts involve some reclassification of costs and
assets in order to ensure that functional costs are accurately Identified.

Internal cost transfers recorded in the accounts of Queensland Rail shall, where
applicable, be added to the costs, revenues and investments of Below Rail Services
with the following exceptions:

0] Any internal lease/capital charge associated with Queensland Rail assets is
to be excluded:;

(i) Internal charges or transfers calculated using a methodology that is
inconsistent with this Manual are to be excluded and replaced with amounts
calculated in accordance with this Manual;

(iii) Internal Access charges not included in the internal transfers are to be
added as Below Rail Revenue and added to the cost base of Above Rail
Services for the purposes of preparing the Financial Statements;

(iv) Internal Telecommunications backbone charges not included in the internal
transfers are to be added as Below Rail Revenue and added to the cost
base of Queensland Rail for the purposes of preparing the Financial
Statements;

(v) If internal transfers do not include an Allocation for corporate service or
corporate overhead costs, an Allocation is to be added to the cost base of
Queensland Rail for the purposes of preparing the Financial Statements.

For maintenance of Rail Infrastructure, a standard costing system using work orders
underlies and balances to the general ledger. The work order system allows for the
identification of costing information at an activity level, which then permits a
functional analysis of such costs. Work orders typically incorporate a description of
the nature of the activity undertaken and the asset (assets are linked to location), eg
Corridor code, station code, etc;

For activities other than maintenance of Rail Infrastructure, information is drawn
from the account code (primarily the responsible cost centre and manager) and
supporting information, such as supporting transaction explanations and traffic
statistics, in order to undertake a functional analysis of these costs. Where
supporting information does not provide sufficiently detailed information regarding
the functions undertaken at a particular location, Queensland Rail may undertake
surveys in order to gain such detailed information.

18
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0)

(k)

The assets, costs and revenue associated with each function are then separated
into Below Rail, Above Rail or Other Services in accordance with the process set out
in Part 4 of the Manual.

Compilation of the internal costing accounts must be fair and reasonable and reflect

3.4

(@)

(b)

(©)

2,

relevant underlying activity.

Revenue Netting Off

The internal Costing Accounts adopts the practice of netting off certain non-sales
revenue against like expense items to obtain more reliable results for costing core
Queensland Rail businesses.

Sales Revenue reported in Queensland Rail's audited general purpose financial
statements is to be treated as revenue in Queensland Rail's Costing Accounts.

Other Revenue reported in Queensland Rail's audited general purpose financial
statements is to be analysed by cost centre, account and (if necessary) transaction
type and treated for Queensland Rail's Costing Accounts purposes as either:

(A) Revenue if it is in the nature of sales revenue; or
(B) Offset against costs in the following instances:

0] Gain on sale of assets, (which are to be offset against loss on
disposal);

(ii) Government grants for apprentice and trainee training;
(i) Diesel fuel excise credits received;
(iv) Revenue from the sale of scrap material; and

(V) Where an Allocation for corporate overhead is to be added to the
Below Rail cost base for the purposes of preparing the Financial
Statements, all non- sales revenue of corporate overhead areas
and corporate service areas.

Part 4 Separation of below rail assets, costs, revenue and

4.1

(@)

investments

Introduction

Section 5.3.1 of the Undertaking requires Queensland Rail to “...publicly release
Financial Statements in relation to the preceding Year...in accordance with the
processes outline in the Costing Manual and consistent with the format specified in
the Costing Manual.”
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(b)

4.2

421

Assets shall be classified as Below Rail, Above Rail or Other Services by determining the

function for which the assets are required. In some instances, Attribution or Allocation of

This Manual sets out the process for identifying Below Rail assets, revenue and

&/ Queen:

investments as well as costs, separately from other services provided by

Queensland Rail.

In some situations, (for example, joint assets and functions such as administration
buildings, corporate provisions and corporate projects), there is no information
available on Below Rail usage of the asset or function. In these circumstances, it is

appropriate to use Standard Allocator “A” (see Schedule C) for allocating a share of

the asset or function to Below Rail Services.

Separation of below rail assets

Classification of Assets

assets may be required in order to align with the Identified functions. Queensland Rail's
major asset categories are shown in Table 4.1.

Table 4.1 Queensland Rail Asset Categories

Fixed Assets

Below Rail
Services

Above Rail
Services

Other
Service

Joint ‘

Land Ident Ident Ident
Buildings Ident / attrib | Ident / attrib Alloc
Rollingstock Ident Ident
Plant and equipment
. Infrastructure Ident Ident Ident
equipment Ident Ident Ident Alloc
. Other plant &
equipment
Motor vehicles Ident Ident Ident Alloc
Computers & misc. Ident Ident Ident Alloc
Trackwork & civil works Ident Ident
Signals
e Control systems Ident Ident
e Field signals Ident Ident
Traction Power Equipment
e Distribution Ident Ident
equipment Ident Ident
e Supply equipment
Telecommunications
e Backbone network Ident
e Customer premises Ident Ident Alloc
equip.
Facilities Ident / attrib | Ident / attrib Alloc
Assets under construction Ident Ident Alloc

Other Assets

20
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422

(@)

(b)

(©)

Below Rail Above Rail Other Joint
Services Services Service

Intangible Assets Ident Ident Ident Alloc
Receivables Ident Ident Ident Alloc
Inventories Ident Ident Ident Alloc
Prepayments Ident Ident Ident Alloc
Investments Ident
Cash, deferred income tax Ident
assets,
deferred leases

Fixed Assets

Details of fixed assets are recorded on Queensland Rail's Fixed-Asset-Registerfixed
asset register, including each asset’'s cost centre, class, description and physical
location.

Separation of the fixed assets into Below Rail, Above Rail or Other Services
provided by Queensland Rail shall be based on an analysis of cost centre data in
Queensland Rail's Fixed-AssetRegisterfixed asset reqgister to identify assets to
areas within Queensland Rail. These assets are associated with the functions
provided by those areas within Queensland Rail and then Identified, Attributed or
Allocated in a manner consistent with how that function is ldentified, Attributed or
Allocated to Below Rail, Above Rail or Other Services, giving consideration to the
asset class, description and location.

In analysing fixed asset’s cost centre data the following general principles are to be
followed:

0] Infrastructure assets managed by Network can be identified by the asset’s
cost centre as being Below Rail or Above Rail (e.g. stations, rollingstock
depots, rollingstock stabling facilities);

(i) Assets used by Network as an infrastructure maintainer are Below Rail,
except as specified in (iii) below;

(iii) Assets used by Network SEQ as an infrastructure maintainer are to be
Attributed to Below Rail or Above Rail based on the value of Below Rail and
Above Rail maintenance performed, unless otherwise attributable;

(iv) Assets of Queensland Rail Operations are Above Rail with the excepti