Mr Charles Millsteed

Chief Executive Officer
Queensland Competition Authority
Level 27, 145 Ann Street
Brisbane QLD 4001

22 December 2025
Dear Charles,

Aurizon Network submission of the voluntary 2025 UT5 Draft Amending Access Undertaking

Aurizon Network’s current 2017 Access Undertaking (UT5) was approved by the Queensland Competition
Authority (QCA) in February 2019. The current UT5 reflects the outcome of direct, detailed engagement and
negotiations between Aurizon Network, customers and other stakeholders over its Term.

Capitalised terms in this letter, and the attached submission, have the same meaning given to those terms in
the 2025 Draft Amending Access Undertaking (2025 UT5 DAAU) unless otherwise defined.

On 6 November 2024, Aurizon Network wrote to the QCA providing a commitment to continue to operate
under a voluntary Access Undertaking for the regulatory Term commencing 1 July 2027.

Throughout 2024 and 2025, Aurizon Network engaged with stakeholders of the Central Queensland Coal
Network (CQCN) including Customers, Railway Operators, Coal Export Terminals, Non-Coal Customers and
the Independent Expert to inform, develop and agree the form of the next Access Undertaking for the next
regulatory period.

As a result of this engagement, on 8 July 2025, Aurizon Network and the Rail Working Group of the
Queensland Resources Council, which represents the majority of coal producers in the CQCN, wrote to the
QCA to advise that they had independently agreed a set of principles in the form of a non-binding term sheet
to be the basis on which a DAAU was to be drafted and submitted to the QCA.

In the period since July 2025, a package of amendments to both policy and revenue positions for the next
regulatory term, including a 10 year extension of the term of UT5, has been developed and agreed in the form
of the 2025 UT5 DAAU. This approach to the development of an undertaking represents a significant step
forward with enhanced consultation methods, increased transparency, multi-stakeholder workshops and
broad stakeholder forums.

Overall, the 2025 UT5 DAAU provides a range of benefits to both Customers and Aurizon Network. The
accompanying Aurizon Network covering submission details the matters that are being amended and Aurizon
Network’s view on the quality of the engagement on each of those matters, ultimately leading to the
agreement on the matters as part of the overall package.

Letters of support from a material number of customers for the 2025 UT5 DAAU are expected to be submitted
to the QCA supporting various elements of the package of amendments.
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The terms of the 2025 UT5 DAAU are based on the outcomes of the negotiated process, therefore the terms
of the 2025 UT5 DAAU are being submitted for approval by the QCA in the form attached to this submission
(subject to immaterial changes).

Aurizon Network is confident that the package of amendments reflected in the 2025 UT5 DAAU, which builds
upon the existing elements of UT5, achieves the objects of Part 5 of the Queensland Competition Authority
Act, 1997 (QId) (QCA Act).

Having regard to the matters set out in more detail in the submission, and in particular having regard to the
factors in section 138(2) of the QCA Act, measured against the contents of the 2025 UT5 DAAU, Aurizon
Network submits that the 2025 UT5 DAAU is appropriate to approve.

Should you have any further questions in relation to this letter, please do not hesitate to contact Jon Windle.

Kind regards,

Cat Peppler
Group Executive Network
Aurizon Network Pty Ltd
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1. Executive Summary

The Access Undertaking is a critically important document for Aurizon Network and its customers as it
guides negotiations, sets out how Aurizon Network is to provide access and provides for the
Allowable Revenue that can be earned through Access Tariffs. It provides Aurizon Network’s
customers with transparency on processes and outcomes for seeking and managing ongoing access
to the Central Queensland Coal Network (CQCN).

Capitalised terms within this submission have the same meaning given to those terms in the 2025
Draft Amending Access Undertaking (2025 UT5 DAAU) unless expressed otherwise.

Aurizon Network’s existing 2017 Access Undertaking (UT5) approved by the Queensland Competition
Authority (QCA) reflects the outcome of direct, detailed engagement and negotiations between
Aurizon Network and a range of customers and other stakeholders.

Like UT5, Aurizon Network’s 2025 UT5 DAAU is the result of extensive stakeholder engagement and
negotiations. Section 2 of this submission details the nature, quality and extent of that engagement,
including details of the agreed framework for negotiations and the development of a Term Sheet
agreed between Aurizon Network and members of the Queensland Resources Council (QRC). Each
section within this submission provides goes into greater detail on the engagement undertaken for
each matter.

The QCA's attention is also directed to the letters of support for the 2025 UT5 DAAU received by the
QCA from a material number of significant end customer beneficiaries of the declared service.

Importantly, the 2025 UT5 DAAU reflects and adds to the benefits for stakeholders approved by the
QCA in UT5. The additional benefits and how those benefits address the factors that the QCA is
required to have regard to when deciding whether to approve the 2025 UT5 DAAU are addressed in
Chapter 3 of this submission.

In summary, some of the additional benefits over and above those secured in UT5 for users and
beneficiaries of the declared service include (but are not limited to):

— atenyear term from 1 July 2027, coupled with the introduction of five-year rolling Access
Agreements, to provide greater certainty and efficiency in relation to the tenure and the
renewal of Access Rights;

— the introduction new streamlined (fee-free) Transfer provisions to aid efficiency in Transfers
between Access Holders;

— acontinuing and expanded role for the Independent Expert in carrying out annual Capacity
Assessments;

— the provision of enhanced information provision and reporting obligations;

— the introduction of consultation mechanisms for the options available for dealing with a
Deliverable Network Capacity deficit identified by the Independent Expert in its annual
Capacity Assessments;

— the introduction of new Relinquishment and Resumption provisions to create, and ensure
efficient allocation of, available capacity;

Aurizon Network
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Depreciation policy changes

A 20-year rolling maximum asset life applies to all assets included in the RAB before 30 June 2027.
Capital expenditure entering the RAB after 1 July 2027 will be depreciated on a straight-line basis,
applying either the shorter of the physical asset life or economic life. Economic life constraints for the
Blackwater, Goonyella and Newlands Coal Systems are maintained at 2055. The Moura Coal System
has a proposed reduced economic life of 2048 due to its higher concentration of demand risk based
on two large coal mines, lack of interconnectivity and limited large scale expansion or new projects.
The Moura economic life will be subject to a mid-term QCA review and possible reset.

Treatment of inflation

A placeholder inflation value of 2.66% is applied based on the QCA’s preferred approach from its
2021 Inflation Forecasting review. This value will be updated using the RBA’s June 2028 and June
2029 inflation forecasts in the most recent Statement on Monetary Policy published prior to the risk
free rate averaging period. Forecast inflation indexation on new capital expenditure from 1 July 2027
will not be deducted from Allowable Revenue or capitalised into the RAB.

Operating expenditure

The proposed adjusted cost base for the Non-Electric Operating Expenditure Allowance (NOEA) is
$132.8 million ($FY2025). This is based on Aurizon Network’s actual expenditure for that year, after
adjusting for non-recurrent costs, allocation to non-coal services and a small number of refinements to
the allocation approach. The proposed adjusted cost base is $2.8 million less than the current QCA
approved allowance for FY2025 of $135.6 million. The NOEA provides for a nominal allowance of
$150.4m which includes known step changes, inflation impacts and changes in the costs associated
with insurance. The proposed NOEA is subject to QCA approval.

Direct Operating Costs (excluding Corporate Overheads) are subject to a Wage Price Index
(WPI)/CPI minus ‘X’ incentive regime over the ten-year term (where x = 0.5%). In respect of Corporate
Overheads, Aurizon Network has applied a negative step adjustment to its proposed corporate
overhead base costs in lieu of a WPI/CPI minus x incentive regime. Any further efficiency savings are
retained by Aurizon Network. However, a Mid-Term review of the NOEA (Mid-Term Opex Reset)
may be triggered if actual costs fall more than 3% below the NOEA allowance.

A Contingent Projects mechanism is included for recovering costs of future projects (such as
Enterprise Resource Planning (ERP), Cyber Security and operational facilities), where those projects
are not able to be sufficiently scoped at the time of this submission. Subject to QCA approval, the
incremental costs of these initiatives may be recovered as an Endorsed Variation Event.

Package deal

As noted above, the elements comprising the 2025 UT5 DAAU are the result of extensive and
structured engagement and negotiations with a large number of stakeholders. The Customers listed in
Appendix 1 have provided, or will provide on or around the date of this submission, letters addressed
to the QCA in support of various elements of the 2025 UT5 DAAU.

Aurizon Network agreed with the signatories to those letters of support that Aurizon Network would
not seek to vary the form of the 2025 UT5 DAAU attached to this submission, without their consent.

Given that the terms of the 2025 UT5 DAAU are based on the outcomes of the negotiated process
and that the benefits for customers and other stakeholders are counter-balanced by the proposed
financial outcomes, the terms of the 2025 UT5 DAAU are being submitted for approval by the QCA in
the form attached to this submission (subject to immaterial changes).

Aurizon Network
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Aurizon Network reserves the right to withdraw the submission of the attached 2025 UT5 DAAU
should the QCA refuse to approve the DAAU in the form submitted (subject to immaterial changes
and any further discussions between Aurizon Network and the QCA in respect of any stakeholder
submissions on the proposed ToP amendments).

Having regard to the matters set out above and in more detail in this submission, and in particular,
having regard to the factors in section 138(2) of the Queensland Competition Authority Act 1997(Qld)
(the Act) measured against the contents of the 2025 UT5 DAAU, Aurizon Network submits that the
2025 UT5 DAAU is appropriate to approve.

Aurizon Network
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2. Engagement and Consultation Framework

Australian regulators are increasingly adopting negotiated settlements as a mechanism for
determining access terms between providers and their customers. This approach marks a deliberate
shift away from prescriptive 'propose-and-respond’' models toward responsive, outcomes-based
regulation, where transparency and collaboration are central to achieving agreed terms for access.
Internationally, similar frameworks have delivered measurable benefits, including reduced disputes,
improved service quality and greater cost efficiency.

Negotiated settlements involve structured engagement between access providers and their customers
to agree on critical elements such as pricing, service standards, and investment commitments. Rather
than imposing outcomes through rigid determinations, regulators may facilitate or oversee these
negotiations to ensure fairness, accountability and reasonableness from all parties. Successful
frameworks are underpinned by principles of transparency, inclusivity, appropriate oversight and
timeliness.

The move toward negotiated settlements reflects the limitations of traditional regulatory models.
Historically, 'propose-and-respond' processes created adversarial environments, resulting in lengthy
determinations, delayed outcomes and significant costs for all stakeholders. These models often
struggled to accommodate the complexity of modern markets and the evolving needs of customers. In
contrast, negotiated settlements encourage direct engagement between access providers and
customers, creating space for collaborative problem-solving, value exchange and mutual
improvement. This approach aligns with a broader trend toward responsive regulation, where success
is measured by consumer experience and market efficiency rather than strict adherence to
prescriptive rules.

The benefits of negotiated settlements are tangible. They reduce the time and cost associated with
formal determinations, enable decisions to be reached more quickly and with less conflict and
produce outcomes that reflect consumer priorities. Customers have a direct voice in shaping pricing
structures, service standards and investment programs, ensuring that regulatory outcomes are both
fair and practical.

Given the direct contractual relationship between Aurizon Network and its customers, the
engagement process for achieving a form of negotiated settlement will generally require greater levels
of collaboration and empowerment (or ability to influence) than normally associated with consumer
participation under the IAP2 participation spectrum used for essential utility services.

Ultimately, regulators are adopting negotiated settlements because they create a regulatory
environment that is collaborative rather than combative, adaptive rather than rigid and focused on
delivering value for both consumers and providers. Drawing on these tangible results, Aurizon
Network has designed its engagement approach with the objective of achieving a negotiated
settlements with its customers while involving broader supply chain participants.

Recognising the importance of engagement with its customers and leveraging the maturing
framework developed as part of the approval of UT5 and the 2019 UT5 DAAU, Aurizon Network

Aurizon Network
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— technological advancements.

Engagement principles

Aurizon Network’s Stakeholder Engagement Plan is built on principles designed to ensure the
process is effective, transparent, and inclusive. The overarching objective of these principles is to
ensure that the engagement process leads to an amended Access Undertaking that is supported by
customers (where appropriate) before being reviewed and ultimately approved by the QCA.

These principles were developed in consultation with stakeholders and refined based on their
feedback. The agreed engagement principles are:

1. Comprehensive and comprehensible
— Stakeholders should receive enough information, with the appropriate level of detalil, to

understand how proposals and changes affect both Aurizon Network and stakeholders.

— The aim is to avoid surprises during the regulatory review process by ensuring all relevant
information is shared early and clearly.

2. Timely information

— Information should be provided with sufficient time for stakeholders to consider and respond.

— Aurizon Network committed to preparing and sharing relevant information promptly and using
appropriate platforms for dissemination.

3. Support for participation and inclusion
— The engagement process should allow all relevant stakeholders to be involved in developing
the proposed Access Undertaking.

— Aurizon Network recognised that stakeholders have different levels of expertise and interest
and will support appropriate levels of participation.

4. Transparency
— Aurizon Network aims to be transparent about its considerations, decisions and the
engagement process itself.

— The process should support free and open discussion of ideas and issues, while recognising
the need to comply with ASX disclosure rules and competition laws.

5. Provision for Influence
— Stakeholders should feel they have been effectively engaged and have had the opportunity to
influence decisions and proposals.
— The process should give stakeholders confidence that their input is valued and considered.
6. Seek to reach agreement (added at stakeholder request)
— Stakeholders should participate with the intention of reaching a negotiated outcome, rather
than defaulting to a regulator-determined model.

— This principle, suggested by the QRC, emphasises the importance of genuine engagement
and negotiation, distinguishing engagement from mere consultation.

Engagement methods

Aurizon Network’s engagement approach was designed to be flexible and inclusive, recognising that
stakeholders have varying needs and preferences for involvement. The Stakeholder Engagement
Plan outlined several complementary engagement methods to ensure broad and meaningful
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engagement. It was expected that the level of engagement would be influenced by the stage of the
negotiation process and the matter being negotiated.

Ongoing and detailed engagement

Aurizon Network began high-level engagement activities in May 2024, focusing initially on identifying
relevant matters for consultation. This resulted in a sharing of a list of various items that the parties
would like to discuss as part of the engagement schedule.

The more targeted, issue-specific engagement commenced in July 2024 and continued regularly with
the Customers, Railway Operators, and through individual engagements. More complex issues
benefited from workshops and technical working groups where technical information was discussed,
which included expert consultants from the RWG and individual participants’ in-house technical
experts. The scheduling of the engagements with the various parties remained flexible, adapting to
the evolving needs of the negotiation for both Aurizon Network and stakeholders. Overall, the
engagement approach and activities are summarised within Figure 2-4.

Figure 2-4 Individual engagement activities in the development of the 2025 UT5 DAAU

Engagement outcomes

Aurizon Network and the Customers had been engaged in discussions since mid-2024 to explore the
options for submitting a DAAU that would amend and extend the term of the current 2017 Access
Undertaking from the current expiry date of 30 June 2027.

The discussions included engagement with a broad range of supply chain participants, including
Railway Operators, non-coal customers and the Independent Expert, to ensure a comprehensive
understanding of stakeholder perspectives.

As a result of the early detailed engagement with CQCN stakeholders, in July 2025 Aurizon Network
and the QRC jointly wrote to the QCA regarding the ongoing development of a voluntary Draft
Amending Access Undertaking (DAAU) to apply from 1 July 2027.

As a result of this collaborative engagement process, Aurizon Network and the Customers had at the
time, arrived at a set of agreed principles, documented in a non-binding term sheet. The non-binding
term sheet was to serve as the foundation for the specific drafting of the 2025 UT5 DAAU.

As it was a non-binding term sheet, it was important to note at the time that the final form and content
of the 2025 UT5 DAAU were still being developed and were subject to further internal approval
processes for both Aurizon Network and each Customer’s organisation.
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3. Legal Requirements

Aurizon Network is submitting the 2025 UT5 DAAU for approval by the QCA. If approved, the 2025
UT5 DAAU will have the effect of amending and extending the term of Aurizon Network’s existing
approved 2017 Access Undertaking for a further ten years until 30 June 2037.

Outlined within section 138(2) of the Act are the matters that the QCA will have regard to in
considering whether it is appropriate to approve a draft Access Undertaking (DAU) (and by extension,
a DAAU).

The factors listed in section 138(2) of the Act, together with a review of regulatory precedents
(including decisions by the QCA), and a review of relevant court decisions, govern the way in which
the QCA is required to exercise its discretion to approve or reject a DAAU. The relevant principles are
summarised as follows:

a.

Section 138(2)(a) of the Act requires the QCA to have regard to the object of part 5 of that Act.
That object is set out in section 69E of the Act as follows:

The object of this part is to promote the economically efficient 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.

The section 138(2) factors also include the pricing principles mentioned in section 168A of the
Act. Relevantly, those principles include that the price for access should:

() generate expected revenue for the service that is at least enough to meet the efficient
costs of providing access to the service and include a return on investment commensurate
with the regulatory and commercial risks involved; and

(ii) provide incentives to reduce costs and otherwise improve productivity.*

. As confirmed by the QCA, while the pricing principles in section 168A of the Act are only one

of the factors that the QCA must have regard to and weigh in considering a DAAU, the QCA
cannot make a decision that would have the effect of locking an access provider into a price for
access that would not allow recovery of the provider’s efficient costs, in contravention of the
pricing principles and in contradiction to the access provider’s legitimate interests?.

The QCA must consider whether the DAAU is “appropriate” to approve having regard to the
factors in section 138(2) of the Act. The QCA cannot refuse to approve a DAAU because the
QCA considers that there may be another DAAU that the QCA would prefer or considers would
be more appropriate.3

. While preserving the need for some flexibility in the making of regulatory decisions, the QCA

and the Australian Competition and Consumer Commission (ACCC) have both recognised the

! Sections 168(A)a) and (d).
2 Queensland Competition Authority (2025a). Decision, Queensland Rail 2025 draft Access Undertaking, p.113.

% Re GasNet Australia (Operations) Pty Ltd [2003] ACompT 6; [2004] ATPR 41-978 and ACCC v Australian Competition Tribunal [2006
152 FCR 33; 232 ALR 153; [2006] ATPR 42-124.

Aurizon Network



Page |18

importance of the fundamental requirement to provide regulatory certainty, a principle that
underpins regulated access in Australia:

“The QCA recognises the importance of maintaining regulatory certainty in the
context of the application of the various statutory factors*4;

the QCA “agrees that regulatory certainty is an important objective”®; and

the ACCC has stated that decisions in relation Access Undertakings “will need to
carefully balance consideration of providing regulatory certainty with retaining
regulatory flexibility and discretion”® .

When considering whether the DAAU is appropriate to approve, the QCA cannot reject the DAAU or
seek changes that are outside of the QCA’s statutory authority granted under the Act.

Aurizon Network recognises that in its view, the 2025 UT5 DAAU and the 2017 Access Undertaking
contain voluntary matters that could not be required by the QCA under the Act.

However, the 2025 UT5 DAAU and the 2017 Access Undertaking are both the result of a negotiated
outcome between Aurizon Network and users of the declared service. Against that background,
Aurizon Network has been prepared to volunteer and agree to aspects of the proposed amended
Access Undertaking that it considers to be outside the scope of the Act, as part of the overall package
of rights and obligations contained in the 2025 UT5 DAAU. Aurizon Network also agrees to those
matters in the interest of promoting a timely and efficient approval process for the 2025 UT5 DAAU.

At the same time, Aurizon Network necessarily needs to reserve its rights not to agree to those
matters and to seek to have them removed from the 2017 Access Undertaking and the 2025 UT5
DAAU, should the QCA ultimately not approve the overall package of benefits that Aurizon Network
and users of the declared service are seeking to secure from the negotiated outcomes reflected in the
2025 UT5 DAAU.

To satisfy the needs for regulatory certainty and the factors in sections 138(2)(d) and (e), the 2025
UT5 DAAU:

— is the result of lengthy and detailed negotiations and drafting exchanged with the RWG
comprising the customers listed in Appendix 1 to this submission. The negotiations with the
RWG commenced in mid-2024 and ended in late 2025, immediately prior to the lodgement of
the 2025 UT5 DAAU to the QCA for approval;

— has been the subject of engagement with a range of stakeholders including non-coal
Operators and Railway Operators;

4 Queensland Competition Authority (2016). Draft Decision, Aurizon Network’'s Amended 2014 draft Access Undertaking,
August, p.12.

5 Queensland Competition Authority (2014). Position Paper, Long Term Regulatory Framework for SEQ Water Entities,
February, p.23.

5 Australian Competition and Consumer Commission (2016). Part 1A Access Undertaking guidelines, Submitting, varying or
withdrawing an Access Undertaking pursuant to Part IlIA of the Competition and Consumer Act 2010, August, p.35.
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— is the subject of letters of support sent to the QCA from a range of customers who are
members of the RWG; and

— builds and expands on the benefits secured as part of the 2017 Access Undertaking for
Access Seekers, Access Holders, Railway Operators and Aurizon Network.

Details of the extensive negotiation framework for the development of the 2025 UT5 DAAU are set out
in Chapter 2 of this submission.

Except for improvements reflecting the outcomes of engagement with customers, the 2025 UT5
DAAU adopts and builds on the provisions of the 2017 Access Undertaking. All of the above allows
the QCA to be more easily satisfied that the 2025 UT5 DAAU meets:

— the requirement for regulatory certainty given that the 2017 Access Undertaking has already
been approved by the QCA in 2019; and

— the “public interest” criterion in section 138(2)(d) of the Act; and

— the “interests of persons who may seek access to the service” criterion in section 138(2)(e) of
the Act.

Satisfaction of other section 138(2) factors

The 2025 UT5 DAAU also satisfies the section 138(2) factors and the principles that underpin the
access regime by, amongst other matters, the inclusion of the following rights, obligations and
benefits.

Revised policy matters

Behavioural undertakings and ringfencing obligations

The 2025 UT5 DAAU retains the fundamental behavioural and ringfencing obligations on Aurizon
Network approved by the QCA in Parts 2 and 3 of the 2017 Access Undertaking to help ensure
Aurizon Network complies with its non-discrimination obligations under the Act. This approach
satisfies the factor in section 138(2)(a) of the Act.

Negotiation framework

The 2025 UT5 DAAU retains the negotiation framework set out in Part 4 of the 2017 Access
Undertaking to facilitate efficient access to the declared service in furtherance of the object of Part 5
of the Act and the interests of Access Seekers and Access Holders, as contemplated by sections
138(2)(a) and (e) of the Act, respectively.

Standard form Access Agreement and Standard form Train Operations Deed

The 2025 UT5 DAAU includes an updated, standard form Access Agreement and an updated
standard form Train Operations Deed, with minor changes included, which will help to facilitate
efficient access to the declared service in furtherance of the object of Part 5 of the Act and the
interests of Access Seekers and Access Holders, as contemplated by sections 138(2)(a) and (e) of
the Act, respectively.

Available capacity creation, allocation and management

The 2025 UT5 DAAU retains and improves on the 2017 Access Undertaking provisions by including
the following, all of which satisfy the factors in sections 138(2)(a), (d) and (e) of the Act:

— streamlined Transfer provisions for short term transfers, including creation of different classes

of Transfer that will only require a streamlined, Capacity Assessment to facilitate more efficient
capacity transfers between Access Holders;
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— acontinuing role for the Independent Expert in carrying out annual capacity assessments and
an additional right to be provided with specific information to assist the Independent Expert to
carry out its role more efficiently;

— where an annual capacity assessment by the Independent Expert identifies a Deliverable
Network Capacity (DNC) Shortfall, under the 2025 UT5 DAAU Aurizon Network will be
required to consult with stakeholders in relation to options to address any identified Shortfall;

— new Relinquishment and Resumption provisions to create, and ensure efficient allocation of,
available capacity without the need for an expansion;

— addition of new fee-free capacity Relinquishment rights for Access Holders in certain
circumstances; and

— acontinued expansion funding commitment by Aurizon Network over the life of the 2025 UT5
DAAU, including a roll-forward of unexpended funding from year to year from FY2028
onwards, with the annual amount indexed.

Five-year rolling Access Agreement

The introduction of a new five-year rolling Access Agreement for coal carrying services, providing
greater certainty in furtherance of the object of Part 5 of the Act and the interests of Access Seekers
and Access Holders, as contemplated by sections 138(2)(a) and (e) of the Act, respectively.

Maintenance and Renewals Strategy and Budget

Amendment of the Maintenance and Renewals Strategy and Budget (MRSB) review and approval
process to:

— give the Rail Industry Group (RIG) oversight in relation to ‘Material Contracts’ involving
expenditure, alone or with other to contracts with the same counterparty, of more than AUD$2
million, the acquisition of goods or services from a related party of Aurizon Network, or a
proposed sole source arrangement; and

— provide a right for the Chair of the RIG to require the appointment of an external procurement
expert to manage the procurement process for ‘Material Contracts’.

Aurizon Network’s agreement to RIG oversight of procurement processes for Material Contracts and
Aurizon Network’s agreement to the potential appointment of an external procurement expert to
manage Material Contract procurements are both in furtherance of the object of Part 5 of the Act and
the interests of Access Seekers and Access Holders, as contemplated by sections 138(2)(a) and (e)
of the Act, respectively.

Independent Expert enhancements

Confirmation that the Independent Expert can attend meetings of the RIG as an observer, and the
introduction of an obligation for Aurizon Network to provide the Independent Expert with the same
information that Aurizon Network provides to the RIG, for the purpose of allowing the Independent
Expert to understand the RIG’s views on capacity-related matters and to otherwise assist in the
discharge of the Independent Expert’'s capacity related functions — all of which are relevant to the
factors in sections 138(2)(a), (d) and (e) of the Act.

Continuous Improvement Group and Innovation Mechanism

Establishment of a ‘Continuous Improvement Group’ (CIG) with representation from End Users across
all Coal Systems, Railway Operators for coal carrying train services, coal export terminal operators
and Aurizon Network. The CIG’s function is to facilitate proposals and implement projects (on agreed
terms) that improve efficiencies in Train Service delivery and supply chain interactions across the
CQCN and within Coal Systems. It includes a steering committee (CIG Steering Committee), a Chair
and a Continuous Improvement Project Manager. Voting Members include Aurizon Network and End
User representatives, with Railway Operators and coal export terminal operator representatives
gaining voting rights if projects adversely affect them financially.
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The CIG provisions are supplemented by an Innovation Mechanism, which applies on a project-by-
project basis and will become operative if the members of the CIG elect to dissolve the CIG. The CIG
and Innovation Mechanism provisions include provisions to allow Aurizon Network to recover its costs,
and in some cases additional revenue beyond cost recovery, for approved projects.

The CIG and Innovation Mechanism clearly respond to the factors in sections 138(2)(a), (b), (c), (d),
(e) and (g) of the Act.

Revised Take or Pay arrangements

Reference Tariffs will be set on the higher of 90% of contracted services levels or the expected
demand for those services. This will lower Access Charges for Access Holders who hold Access
Rights appropriate for their expected demand and provide for more predictable and stable Access
Charges over the regulatory term.

The revised ToP arrangements will reduce the intra-period revenue variability with revenue cap
adjustments and better align prices and revenues with efficient costs in that year (in furtherance of the
principle in section 168A(a) of the Act). The arrangements will also promote the efficient management
and allocation of capacity by increasing the financial accountability for holding exclusive rights of use
to that capacity (in furtherance of the principle in section 168A(d) of the Act).

Revised financial matters

Weighted Average Cost of Capital
In negotiating the WACC inputs with the customers, Aurizon Network has had regard to:

the QCA’s 2021 Rate of Return Review’;
the QCA'’s 2021 Inflation Forecasting Review?;
the 2018 Final Decision®; and

recent QCA decisions in respect of Queensland Rail 2025 Access Undertaking®® and 2025-
2029 irrigation price investigation®'.

As the 2025 UT5 DAAU amends the 2017 Access Undertaking, and extends its term, many of the
inputs from the 2018 Final Decision have also been continued, including:

— applying the Equity Margin from the 2018 Final Decision, adjusted for the use of a risk free rate
with a term of ten years;

— the applied capital structure of 55% debt and 45% equity; and

— an adjustment to the tax allowance for the value of dividend imputation credits to equity
investors (gamma) of 0.484.

In relation to the cost of debt, Aurizon Network has not applied the ‘on-the-day’ and ‘term-matched’
approach from the 2018 Final Decision or applied a ten-year trailing average cost of debt, as
recommended in the 2021 Rate of Return Review. Aurizon Network has negotiated, agreed and
committed to adopting a hybrid trailing average cost of debt approach, which:

7 https://lwww.qca.org.au/project/rate-of-return-matters/rate-of-return-review-2021/

8 https://www.qca.org.au/project/inflation-forecasting/inflation-forecasting-review-2021/

9 Queensland Competition Authority (2018). Decision, Aurizon Network’s 2017 draft Access Undertaking, December.
10 Queensland Competition Authority (2025).

1 https://www.qca.org.au/project/rural-water/irrigation-price-investigation-2025-29/
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— uses an applied benchmark credit rating of non-financial BBB,;
— applies a ten-year trailing average debt risk premium; and
— uses an on-the-day base rate using the ten-year risk free rate applied in the cost of equity.

Aurizon Network considers the hybrid trailing average cost of debt approach is a more efficient and
appropriate framework for coal export infrastructure providers subject to long-term demand
uncertainty. As the approach does not require transitional arrangements, it is consistent with the
legitimate interests of the service provider (addressing the criterion in section 138(2)(b) of the Act).

In addition, the trailing average cost of debt approach described above ensures that the cost of debt
remains at least commensurate with the cost of financing coal export infrastructure in the CQCN and
therefore satisfies the requirements of section 168A(a) of the Act. In assessing the cost of debt
against the requirements of section 168A(a) of the Act in the 2021 Rate of Return Review, the QCA
acknowledges that this may require allowable revenues to exceed the efficient cost, leading to a
circumstance where NPV>0.

Throughput Payment

Aurizon Network and the Customers have negotiated new arrangements whereby the additional value
exchange and compensation for additional risks and obligations above those necessary for the
provision of access to the service will be provided for by way of an increase in Aurizon Network’s cash
flows in lieu of an uplift in the benchmark WACC. This is achieved by an additional ‘Throughput
Payment’ in specified circumstances.

This is a preferrable arrangement to both Aurizon Network and customers as:

— the cashflows are uncoupled from the value of the RAB and maintained in real terms. This
effectively quarantines the additional cash flows from depreciation and capital expenditure and
therefore better reflects the value exchange and benefits over the term of the 2025 UT5 DAAU
and ensures the expected revenue is commensurate with the incremental commercial risks
involved in the negotiated package (addressing the principle in section 168A(a) of the Act);
and

— the Throughput Payments are volume dependent, with a floor limit to maintain a minimum level
of compensation for the negotiated outcomes. As the Throughput Payments are pre-tax,
volume dependent and outside of the Allowable Revenue and revenue cap they provide an
appropriate throughput incentive and align to the statutory factor in section 168A(d) of the Act,
in that they provide incentives to reduce costs or otherwise improve productivity.

Depreciation

The promotion of efficient investment in the facility providing a declared service (referred to in section
69E of the Act) necessarily requires that investors have a high degree of confidence in recovering the
value of the invested capital. This condition is also reflected in section 138(2)(f) of the Act requiring
the QCA to have regard to the effect of excluding existing assets for pricing purposes. Regulatory
error in setting current depreciation rates may result in the exclusion of existing assets from pricing in
the future. Given the asymmetric risks associated with long-term demand uncertainty, the
requirements of section 138(2)(f) of the Act mandate depreciation rates that render those outcomes
as highly improbable.

Aurizon Network and the majority of the Customers have negotiated modest changes in the
depreciation framework that implement proportional and responsive changes to the depreciation
arrangements based on current information and assumptions regarding the long-term demand
uncertainty for coal carrying train services in the CQCN. The changes include:

— applying accelerated depreciation on pre-2010 RAB assets;

— removing forecast inflation indexation on capital expenditure; and
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— reducing the maximum economic life constraint of the Moura System from 2055 to 20482,

As the return of capital is NPV-neutral the depreciation arrangements are consistent with section
168A(a) of the Act. Aurizon Network also considers the changes appropriately balance the interests of
current Access Holders and future Access Seekers (as contemplated by the factor in section
138(2)(e) of the Act) by ensuring rates of capital recovery are compatible with plausible longer term
demand scenarios.

As the implied asset beta in the WACC reflects the asset beta of water and electricity networks as
determined in the 2018 Final Decision, then asymmetric demand risk remains uncompensated
(contrary to the principle in section 168A(a) of the Act) and diversified over a large customer base (in
furtherance of the objective in section 138(2)(f) of the Act).

Change Event mechanisms

The extended ten-year term of the 2025 UT5 DAAU includes various review and reset mechanisms,
referred to as Change Events, which seek to ensure that revenue continues to at least reflect the
efficient costs of the providing the service during that term consistent with the requirements of the
pricing principles in section 168A of the Act. These Change Events are fully detailed in this
submission and can be summarised at a high level as follows:

— areset of forecast inflation, the risk free rate and the opening asset values at 1 July 2027 and
1 July 2032 (together the Reset Dates);

— arevision to the Equity Margin for the periods commencing 1 July 2027 and 1 July 2032
respectively, where the risk free rate over a defined averaging period falls outside of a range
associated with ‘normal’ economic conditions;

— the ability to review the economic life of one or more Coal Systems where the long-term
demand uncertainty might materially increase in response to factors affecting either the
demand for, or supply of, coal from the CQCN; and

— an update to various inputs into the cost of debt methodology where the benchmark
assumptions are no longer representative of the costs or terms of financing coal export
infrastructure.

Operating costs

The 2017 Access Undertaking’s NOEA has a high-powered incentive built in by reason of the fact that
the NOEA was fixed for the period until 30 June 2027.

The 2025 UT5 DAAU proposes a Base Year of FY2025, which is subject to the existing high-powered
incentive and is therefore an efficient allowance to establish the NOEA for the period from 1 July 2027
to 30 June 2037. Step changes are included within the proposed allowance, recognising changes in
the business environment in which Aurizon Network operates.

The NOEA will also be reviewed as part of the mid-term reset, where a reset of the allowance will only
occur:

a. where a cumulative underspend of greater than 3% occurs in the period from FY2028 to
FY2031; or

2. Some members of the RWG did not agree to the proposed reduced maximum economic life constraint. Those customers that
did not agree to this aspect of the proposed new arrangement make this clear in the letters of support for the 2025 UT5
DAAU submitted to the QCA by those customers.
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b. in the event of a material change in circumstances that have or will result in Aurizon Network’s
actual costs exceeding the approved NOEA, but only to the extent necessary to reflect the
impact of that material change in circumstance.

The base NOEA retains the high-powered incentives as reflected in the current allowance and these
incentives are carried throughout the Term, therefore meeting the criteria in sections 168A(a) and (d)
of the Act.

Negotiated as part of the NOEA is the inclusion of an inflation adjustment for each year, with that
adjustment subject to an annual efficiency factor (reduction) of 0.5% against defined aspects of the
operating cost allowance. The efficiency factor promotes the principle in section 168A(d) of the Act.

Given the length of the proposed Term of the 2025 UT5 DAAU, the 2025 UT5 DAAU also makes
provision for Contingent Projects, which are initiatives as further described in Chapter 8 of this
submission. The costs of Contingent Projects are expressly omitted from the initial NOEA. Where
identified by Aurizon Network as incremental to the Corporate Overheads category of the NOEA and
approved by the QCA, the relevant costs can be included as part of the NOEA.

The core parameters of costs, scope and timing for these projects are not yet confirmed as at the time
of lodgement of the 2025 UT5 DAAU and are therefore subject to future QCA review/approval. The
Contingent Projects are core requirements for the ongoing operational aspects of Aurizon Network'’s
business, therefore promoting the efficient operation of the CQCN in furtherance of the object of Part
5 of the Act.

Performance Rebate

The 2025 UT5 DAAU retains the Performance Rebate, with amendments to reflect the overall
changes to the performance incentive framework. The Performance Rebate retains the incentive but
caps it at 50% of the Throughput Payment referred to above. This creates an overall incentive
framework, which is equivalent to the regulatory and commercial risks that Aurizon Network is
currently exposed to under the 2017 Access Undertaking that applied a WACC uplift, whilst capping
the downside risk. The incentive framework will operate to strongly encourage the promotion of
throughput and productivity within the CQCN and is therefore aligned to the principles in section 69E
and section 168A(d) of the Act.

Conclusion
Based on:

— the discussion set out above in relation to the various ways in which the 2025 UT5 DAAU
addresses the legal requirements for the approval of a DAAU;

— the detailed supporting submissions in the balance of this document outlining the rationale for,
and effect of, the proposed amendments reflected in the 2025 UT5 DAAU;

— the detailed drafting of the 2025 UT5 DAAU itself;

— the extensive negotiation process undertaken with customers and other stakeholders that
resulted in the contents of the 2025 UT5 DAU; and

— the letters of support from a wide range of customers in relation to the contents of the 2025
UT5 DAAU,

the QCA can be confident that the factors in section 138(2) of the Act have been meaningfully and
fully addressed in ways that make it appropriate for the QCA to approve the 2025 UT5 DAAU.
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the QCA Levy, IE Pass Through Costs and, in respect of the 2025 UT5 DAAU, the value of
Throughput Payments. Further information in respect of these Reference Tariffs is provided below.

Overview

Aurizon Network’s Allowable Revenue and Reference Tariff proposal for the 2025 UT5 DAAU Term is
consistent with the pricing principles outlined in the Act. This proposal provides Aurizon Network with
an opportunity to recover the revenue expected to be required to provide the declared service in each
Year, having regard to forecasts of its efficient costs, including a return that is commensurate with its
commercial and regulatory risks.

For the regulatory period commencing 1 July 2027, the outcomes of the engagement are as follows:

— the current 2017 Access Undertaking will be extended via a Draft Amending Access
Undertaking (i.e., the 2025 UT5 DAAU), rather than being replaced by a new a Draft Access
Undertaking;

— the extension will be for a term of ten years from 1 July 2027 until 30 June 2037; and
— amid-term reset will take place in respect of the five-year period commencing 1 July 2032.

Consequently, Aurizon Network has structured its Allowable Revenue proposal into two defined five-
year periods, namely:

— the First Reset Period, from 1 July 2027 to 30 June 2032 (FY2028 to FY2032); and
— the Second Reset Period, from 1 July 2032 to 30 June 2037 (FY2033 to FY2037).

As is standard regulatory practice, the QCA is expected to make a decision on the 2025 UT5 DAAU
prior to 1 July 2027, meaning that most of the Allowable Revenue and Reference Tariff inputs that are
included within this submission are necessarily based on forecasts. Provision has been made within
Part 6A of the proposed 2025 UT5 DAAU to reset a defined list of inputs prior to the commencement
of both the First Reset Period and the Second Reset Period (refer Chapter 10).

Each reset provides an opportunity for Aurizon Network to provide the QCA with updated information
in respect of those specified inputs to promote improved alignment between forecast and actual
outcomes.

Engagement

Aurizon Network engaged constructively on key financial matters and methodologies and these
engagement outcomes are reflected in this Allowable Revenue proposal. The methodology relating to
the key components of Aurizon Network’s Allowable Revenue proposal are outlined in Table 4-2.
Aurizon Network has also sought to identify the relevant engagement outcomes for each component.
These categories are illustrated by Figure 2-5 and include:

— Agreed with Customers: the outcome has been agreed with the Customers;

— Consistent with UT5: i.e., the proposed approach is consistent with the 2017 Access
Undertaking; and

— Subject to QCA review.

Notwithstanding the extensive engagement in respect of revenue and policy positions, all Allowable
Revenue and Reference Tariff outcomes reflected within this Allowable Revenue proposal are subject
to QCA review. The QCA will be required to:
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Annual updates to volume forecasts

For this submission, Aurizon Network has relied on the following to derive indicative Reference Tariffs
for each Coal System and for each Year of the 2025 UT5 DAAU Term:

— a Gtk Forecast and associated electric gross tonne kilometres (egtk) derived from the FY2026
Net Tonne forecast (outlined in Table 4-5), noting that these values represent the volume
forecasts most recently approved by the QCA; and

— the equivalent Train Paths, ntk and Net Tonnes that are derived from the ToP Gtk specified in
Table 4-7.

These forecasts are placeholders only, noting that updated volume forecasts will be submitted to the
QCA for approval prior to the commencement of each Year as part of the annual review of Reference
Tariff process?®. In respect of the egtk forecasts for the 2025 UT5 DAAU Term, this will also include
updates to the Forecast Electric Utilisation Level that will flow through to the ATs Reference Tariffs.
Furthermore:

— by 28 February 2026, Aurizon Network will submit updated coal volume forecasts to the QCA
as part of its FY2027 review of Reference Tariffs. The outcomes of the QCA'’s decision for that
review will be used to update coal volume forecasts and the indicative Reference Tariffs for the
First Reset Period,;

— Aurizon Network will continue to engage with End Users to establish updated volume forecasts
through the annual review of Reference Tariffs process for each Year of the 2025 UT5 DAAU
Term; and

— Aurizon Network has sought to formalise the process through which volume forecasts are
established by including it in clause 4.1(b) of Schedule F of the 2025 UT5 DAAU. This creates
a new obligation on Aurizon Network in respect of this (previously voluntary) process.

The following figures presents the proposed Allowable Revenues (both electric and non-electric
revenues) for the First Reset Period (Table 4-4) on a dollar per Net Tonne basis, using the approved
volume forecasts for FY2026 (Table 4-5).

Figure 4-3 Total Allowable Revenue per Net Tonne — First Reset Period

152017 Access Undertaking, Schedule F, Clause 4.1.
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e reconcile any associated difference in Allowable Revenues.

Opening asset value for 1 July 2032:

— as part of its combined FY2033 annual review of Reference Tariffs and Second Reset Date
submission, Aurizon Network will include updates to the opening asset value to account for the
latest approved RAB roll-forward outcomes (including actual inflation);

— following QCA approval of the FY2032 RAB roll-forward, Aurizon Network will submit to the
QCA a variation to Reference Tariffs through an Endorsed Variation Event. The submission
will seek QCA approval to:

e reset the opening asset value as at 1 July 2032 to reflect the actual QCA-approved
values; and

e reconcile any associated difference in Allowable Revenues.

Forecast RAB values for the 2025 UT5 DAAU Term

The forecast RAB values for each Year of the 2025 UT5 DAAU Term (commencing 1 July 2027) will
then be estimated having regard to:

— the roll-forward methodology outlined in the Access Undertaking;

— QCA-endorsed asset lives;

— forecast capital expenditure reflecting:

e the four-year capital expenditure forecasts set out within the FY2026 MRSB, noting that
this includes the period from FY2028 to FY2030;

o for all other Years during the Term, the capital expenditure forecast for FY2030 (with
annual escalation at 2.66%), noting that these forecasts will be updated prior to the
commencement of each Year to reflect the outcomes of the annual MRSB process?®; and

— the proposed changes to the depreciation policy outlined in Chapter 7 that will take effect from
FY2028 onwards. Specifically, for assets:

e included in the RAB prior to FY2010, a rolling 20-year asset life is applied;

e included (or forecast to be included) in the RAB between FY2010 and FY2027, a rolling
20-year asset life applies; and

e forecast to be included in the RAB from FY2028 onwards, no indexation will apply and
depreciation will be on a straight-line basis.

For clarity, updates to the forecast RAB values for the period commencing 1 July 2027 will also form
part of the Endorsed Variation Event submissions to the QCA outlined above.

Forecast RAB values

The application of the above methodology results in the following forecast RAB values for the First
Reset Period. Aurizon Network has relied on the following RAB values to derive Allowable Revenues
and Reference Tariffs. The value of assets that are subject to AFD arrangements are separately
identified.

8 The annual review of Reference Tariff process allows the outcomes of the MRSB engagement (including the four-year
forecasts) to be reflected in Allowable Revenues and Reference Tariffs. To the extent that the MRSB does not include a
capital expenditure forecast for a year, Aurizon Network will set the Capital Indicator equal to the last year of the MRSB
four-year forecast (escalated annually at 2.66%). These forecasts will be updated annually.
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— apply proportionate changes to the depreciation policy to reflect changes in longer term
demand uncertainty since the approval date of the 2017 Access Undertaking.

Aurizon Network has therefore discussed with the Customers to extend the ten-year implied Equity
Margin from the 2018 UT5 Final Decision of 4.75% at the relevant reset date, subject to the interest
rate conditions discussed below. This Equity Margin is equivalent to:

— aMRP of 6.3% as applied in recent QCA decisions?3; and
— an equity beta of 0.75.

Updating the Equity Margin at the Reset Dates

The MRP applicable to the Equity Margin reflects the historical excess returns above the ten-year risk
free rate calculated using the Ibbotson method. The implicit assumption of the Ibbotson method is that
the MRP is relatively stable and there is a perfect positive correlation between the risk free rate and
the total market return (TMR).

The alternate approach to historical excess returns is the Wright method that assumes the TMR is
relatively stable and the MRP is perfectly negatively correlated with the risk free rate. In practice,
neither of these assumptions will be strictly valid and there is insufficient robust empirical evidence to
support a definitive conclusion on the stability (or otherwise) of the MRP relative to changes in the risk
free rate. CEPA has previously recommended to the Australian Energy Regulator (AER) that a hybrid
of both approaches may provide a more reasonable estimate of the MRP noting that such an
approach:

...relies on an assumption that there is a negative correlation between the RfR and the MRP
but this correlation is not perfect, so that a fall (/rise) in the risk free rate would lead to a rise
(/fall) in the MRP, but the change in the MRP would be smaller than that of the risk free rate.
Analysis of historical data or alternative approaches could be used to calibrate the mode.?*

The comparison of the Ibbotson and Wright methods was considered by the QCA in its Rate of Return
Report with the QCA concluding:

At this stage we will continue to use the Ibbotson method and will place no weight on the
Wright method. We consider that the Ibbotson method is likely to provide a plausible
indication of the average market risk premium investors can expect to receive in normal
conditions. Although we are not placing any weight on the Wright method, we plan to monitor
the future movement of the risk free rate and the MRP.?°

The QCA notes the Ibbotson method is likely to be the preferred estimation method under ‘normal’
conditions but does not seek to classify or define under what conditions alternate methods might be
appropriate. This is not an unreasonable view in the absence of all relevant information that might be
applicable to determining what weights should be given to alternate methods. The QCA
acknowledges this uncertainty and the need to retain some flexibility and discretion in response to
relevant market conditions:

We note that it is possible that an overall cost of equity (deemed reasonable) is not dissimilar
to a cost of equity determined using an MRP based on both the Wright and Ibbotson
methods, depending on the prevailing market circumstances. While we recognise that such

2 Queensland Competition Authority (2025b). Gladstone Area Water Board price monitoring investigation 2025-30, April;
Queensland Competition Authority (2025a).

24 Cambridge Economics Policy Associates (2021). Relationship between RFR and MRP, Australian Energy Regulator, 16
June, p.44.

25 Queensland Competition Authority (2024). Rate of Return Review, Version 4, September, p.69.
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an approach introduces a degree of discretion, we consider that this is necessary, given that
an entirely fixed or formulaic approach to determining a reasonable cost of equity is unlikely to
be robust across the entire spectrum of possible market conditions.?®

Notwithstanding this, based on Aurizon Network’s discussions with the Customers it has been
determined that it is appropriate to adjust the Equity Margin in a formulaic way at a Reset Date where
the Reset Risk Free Rate falls outside a specified range, as follows:

— Where the Reset Risk Free Rate within the nominated averaging period falls within the range
of 2% to 6% inclusive, the Equity Margin will be 4.75%.

— If the Reset Risk Free Rate falls outside of this 2% to 6% range, then the Equity Margin will be
adjusted by multiplying 4.75% by the relative change in the equally weighted average MRP of
the Ibbotson and Wright methods at the Reset Date compared to the equally weighted average
MRP of the Ibbotson and Wright methods as of 31 December 2024 (calculated as set out
below).

In setting the range of 2% to 6%, Aurizon Network has had regard to the range of outcomes in the 20-
day moving average of the yield on ten-year AGS since the commencement of inflation targeting in
monetary policy to ascertain what represents a reasonable range of ‘normal’ economic conditions. For
example, where the risk free rate is less than 2%, then under the Wright method the MRP would be
expected to increase significantly to maintain a stable TMR.

The application of the hybrid MRP from both the Wright and Ibbotson methods moderates the
materiality of the change in the MRP. As shown in Figure 5-1, under normal economic conditions
(excluding, for example, the COVID-19 period), the 20-day moving average of the yield on ten-year
AGS predominantly lies within the 2% to 6% range.

26 Queensland Competition Authority (2024). p.76.
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Figure 5-1 Historical risk free rates

The MRP for both the Ibbotson and the Wright methods will be calculated by applying the methods
and assumptions in the AER’s published Historical Excess Returns (HER) workbook?’. Aurizon
Network has adopted the AER’s HER workbook to provide transparency to customers regarding how
the MRP under both the Ibbotson and Wright methods is calculated. Aurizon Network recognises that
there are differences in the absolute MRP estimates obtained from the AER HER workbook and those
calculated by the QCA. The differences arise primarily as a result of the following factors:

— the AER assumes a utilisation rate of franking credits of 0.65 whereas the QCA applies a
utilisation rate of 0.55; and

— the AER uses the semi-annual yield on the risk free rate where the QCA uses the effective
annual rate.

Both differences produce higher estimates of the TMR and MRP under the AER’s model with the
difference as of 31 December 2024 being 24 basis points. However, the adjustment to the Equity
Margin relies on a relative change in the AER estimates and therefore is not dependent on the
absolute differences between the AER’s and the QCA’s methods to estimate the MRP.

Where the first and second Reset Risk Free Rate falls outside of the 2% to 6% band, Aurizon Network
will update and submit the varied Equity Margin concurrently with the Reset Risk Free Rate in
updating the Approved WACC.

27 Australian Energy Regulator (2022) Historical Excess Returns, 2022. Available at: https://www.aer.gov.au/documents/aer-
historical-excess-returns-december-2022
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Calculating the Ibbotson MRP

Consistent with the QCA'’s Rate of Return Report, Aurizon Network applies the arithmetic average of
the historical excess return data from 1958 with data sourced as follows:

— Stock accumulation data: The stock accumulation index is obtained from the annual rate of
change in the average index value over the month of December from year to year.

— Bond data: The ten-year bond yield is obtained from the last trading day on or before 31
December each year. This is the interpolation of the two bonds with tenors above and below
the target tenor of ten years - without being annualised.

— Imputation data: The average imputation rebate yield (%) is the ATO published value for 31
December each year.

— Actual inflation data: The inflation data is the December quarter CPI from same quarter in
the previous year for Australia: All Groups.

Updating the AER’s HER workbook to 31 December 2024 obtains an MRP estimate for the Ibbotson
method of 6.66%. The value corresponds to the value obtained from cell M150 in the updated ‘BHM
Rm, MRP Calculations’ worksheet, an extract of which is provided in Figure 5-2.

Figure 5-2 Extract from the AER’s Historical Excess Returns workbook

Calculating the Wright MRP

The MRP from the Wright method is obtained from applying the following steps:
Compute the arithmetic average real return on a broadly diversified stock market index over an
historical period. This value is calculated using the Fisher equation and is obtained from the
updated ‘BHM Rm, MRP Calculations’ worksheet.

Use the Fisher relation to apply the prevailing ten-year inflation forecast to the average real return
calculated above.

Subtract the prevailing risk free rate.
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While it is recognised that the actual cost of debt need not always match the regulated allowance, the
on-the-day approach made it extremely difficult, if not impossible, to minimise the risk of mismatch
should the firm choose to do so.

Change in the QCA'’s preferred approach

The QCA reviewed this approach as part of its 2021 Rate of Return Review. Its estimation approach
has been referenced to what it considers to be the debt management strategy that would be
employed by the efficient benchmark firm.

It recognised that in practice, instead of the strategy outlined above, an efficient capital-intensive
infrastructure provider is likely to maintain a portfolio of debt with staggered maturity profiles in order
to manage its refinancing risk. The QCA therefore determined that it would change its approach to
estimate the cost of debt to the trailing average approach, which was also consistent with the general
trend in economic regulation in Australia. It concluded that this would be its single preferred efficient
benchmark debt management strategy, recognising that there is no ‘one-size fits all’ approach in
practice.®! It also considered that a choice of approaches could see a firm select the approach that
maximised its cost of debt.

Another important issue to be considered with this change in approach is whether transitional
arrangements should be required. The QCA's preferred approach is to not allow for a transition, other
than in “exceptional circumstances”.®? It will consider this on a limited case-by-case basis, providing
the following guidance:

As such, we reaffirm our position of considering flexible arrangements in limited
circumstances where applying a trailing average debt management strategy without such
arrangements creates material and adverse impacts on a firm that are not related to its own
inefficiency. For example, at its next regulatory review, Aurizon Network could negotiate with
its customers on suitable transition arrangements to unwind elements of its hybrid debt
management strategy to match the benchmark trailing average debt management strategy.
We would consider the adoption of such arrangements on a case-by-case basis. %3

Aurizon Network also notes that the Ministerial Referral provided to the QCA for Gladstone Area Water
Board’'s (GAWB'’s) recent 2025-30 bulk water price review directed it to apply a ten-year transition to
the full trailing average.®* This transition was based on the AER’s approach. The structure of GAWB'’s
funding will reflect its arrangements with Queensland Treasury Corporation.

Role of the QCA’s 2021 Rate of Return Review and the statutory requirements

Estimation of the rate of return for regulatory purposes is technical but also inherently imprecise. It
has therefore been the subject of some contention and debate historically. In recognition of this,
several Australian regulators, including the QCA, have therefore developed rate of return guidelines®.

In publishing its Rate of Return Report®, the QCA acknowledges that it is non-binding:

31 Queensland Competition Authority (2024). p.38.
%2 Queensland Competition Authority (2024). p.56.
3 Queensland Competition Authority (2024). p.58.
34 https:/lwww.qca.org.au/wp-content/uploads/2023/12/amending-referral-notice-gawb. pdf

% In electricity network regulation, the National Electricity Rules requires the Australian Energy Regulator to develop and
publish a Rate of Return Guideline.

% The QCA’s Final Report from this review was first published in 2021. This has been subject to minor amendments since that
time. All references herein to the QCA’s Rate of Return Report refer to Version 4, published in September 2024.
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This review process was not intended to prescribe a binding methodology for rate of return
assessments, but rather to provide our latest consideration of these matters to guide
stakeholders. Our intention is that in future regulatory reviews that require an assessment of
rates of return, all stakeholders will be given an opportunity to make submissions, which we
will consider on their merits.%”

Within this context, reference needs to be made to the requirements of Part 5 of the Act, the object of
which is to “promote the economically efficient operation of, use of and investment in, significant
infrastructure by which services are provided”=8.

Section 138(2) of the Act sets out the key matters that the QCA must consider in approving a DAU
(which are also relevant to consideration of a DAAU). As noted above, these matters, together with a
review of regulatory precedents (including decisions by the QCA), and a review of relevant court
decisions, govern the way in which the QCA is required to exercise its discretion to approve or reject a
DAAU. One of these matters is the pricing principles specified in section 168(A), which includes that a
price for access should “generate expected revenue for the service that is at least enough to meet the
efficient costs of providing access to the service and include a return on investment commensurate
with the regulatory and commercial risks involved”.3°

To inform its approach to this review and its discussions with customers, Aurizon Network procured a
report from Frontier Economics (Frontier) on the most appropriate efficient benchmark debt strategy
to apply in estimating its cost of debt (refer Attachment A). Having regard to these statutory
requirements, Frontier considered that there are two main elements that are relevant to an economic
analysis of alternative approaches to the allowed cost of debt:

— the objective of economic efficiency; and

— the requirement that the regulatory allowance must be at least enough to meet the efficient
costs of providing access to the service.

Frontier therefore considers that the economically efficient outcome is where the allowed cost of debt
at least reflects the costs that would be incurred by a benchmark efficient entity operating a prudent
and efficient debt management strategy.*® Frontier also advises that any benchmark debt strategy
developed in accordance with these statutory requirements should be mechanical, transparent and
replicable.

The QCA acknowledges that the rate of return arises in different contexts under the Act, including
under Part 5 where Access Undertakings are subject to commercial negotiation. It noted and agreed
with stakeholder submissions that highlighted the benefits of negotiated outcomes, stating that:

We consider that there are benefits to negotiated outcomes, and where such outcomes are
legally permitted and do not create anti-competitive effects, they should not be interfered with.
Moreover, if a regulated entity and its customers support a proposed rate of return, the parties
have made their own assessment of the benefits and costs of the agreement underpinning it,
including the commercial and regulatory risks. As such, the agreed position represents an
alignment of the parties' interests. Customers would not be incentivised to support provisions
that increase their own costs without receiving corresponding benefits.4!

37 Queensland Competition Authority (2024). p.1.

3% Section 69E.

39 Section 168A(a).

40 Frontier Economics (2025). The Allowed Cost of debt, Report for Aurizon Network, p.7.
41 Queensland Competition Authority (2024). p.12.
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The QCA therefore concluded that where an access provider and its customers were able to reach
agreement on the rate of return, “or such other commercial agreement that makes no mention of a
rate of return”, that this “would likely have a significant influence on our regulatory assessment (if
relevant), subject to our other statutory obligations.”#?> Examples it provides of these other statutory
obligations includes the interest of future users and/or the public interest.

Over time, Aurizon Network has generally sought to align with the QCA’s preferred approaches to
estimating the rate of return (including the cost of debt), unless it has a compelling reason for
proposing an alternative. Consistent with the QCA'’s Rate of Return Report, Aurizon Network is
proposing to change the approach to estimating the cost of debt away from the on-the-day to the
trailing average approach, noting that it welcomes the QCA'’s recognition of the material risks implied
by the on-the-day approach, along with the need to have reference to an efficient benchmark debt
strategy.

The key issue for Aurizon Network, which has also been the focus of its negotiations, is the relevant
benchmark debt strategy, having regard to the QCA'’s preferred strategy outlined in its Rate of Return
Report. This is explored further below.

Determining the efficient benchmark debt management strategy

Frontier undertook an analysis of the efficient benchmark debt management strategy for Aurizon
Network having regard to the statutory requirements outlined above, along with the principles of
ensuring that the approach is mechanical, transparent and replicable. Reference is also made to a
report from Competition Economists Group (CEG), which was attached to Aurizon Network’s
submission in response to the QCA'’s Draft Report for the 2021 Rate of Return Review and is attached
to this submission as Attachment B.

Recognising that a firm’s debt management strategy is fundamentally a risk management strategy,
both CEG and Frontier identify the two key sources of risks that are relevant in determining whether a
particular debt management approach is prudent and efficient as:

— refinancing risk, which is the risk that the firm is unable to refinance debt when required or is
only able to do so on unfavourable terms;

— mis-match risk, which is the risk that a regulated firm’s actual cost of debt materially increases
above the allowed cost of debt that is used to set prices.

In managing these (and other) risks, CEG identified the primary goal of efficient debt management for
a firm is to avoid insolvency or bankruptcy costs, actual or perceived. It explained that there does not
have to be an imminent threat of bankruptcy or insolvency to have a material influence on the firm’s
debt management strategy — what is relevant is the potential impact of firm decisions on its continued
future solvency.*?

Frontier identifies two candidate approaches, both of which have been considered by the QCA and
other Australian regulators in moving to a trailing average approach.

Full trailing average

This assumes that the regulated firm issues fixed rate debt on an overlapping, staggered maturity
basis. Assuming a term of ten years, the firm would have ten tranches of ten-year debt, with each

42 Queensland Competition Authority (2024). p.12.
43 Competition Economists Group (2021). Efficient Regulatory Benchmarks, and Transitions, for the Cost of Debt, August.
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tranche issued one year apart. Each year, one tranche of debt will mature and be refinanced with a
new tranche of ten-year debt.

To reflect this approach, the regulated cost of debt would be set based on the average yield of the ten
tranches of debt, which is updated annually for the refinancing of each tranche at the then prevailing
market yield. This is the QCA's preferred approach in its Rate of Return Report.

Hybrid trailing average

Under this approach the regulated firm issues floating rate, rather than fixed rate, debt. The floating
rate debt involves the payment of a floating base rate plus a fixed DRP. The DRP is fixed at the time
of issuance of each tranche of debt — each tranche is assumed to still have a ten-year term.

At the beginning of each regulatory period, the firm uses interest rate swaps to convert the floating
base rate into a fixed rate obligation for the relevant regulatory period. Each year, each maturing
tranche of ten-year floating rate debt is refinanced at the then prevailing market yield.

To reflect this approach, the regulated cost of debt would be the sum of the base rate that has been
locked in at the start of the regulatory period (applied to all tranches of debt) and the average DRP of
the ten tranches.

While the QCA has previously acknowledged the efficiency of the hybrid approach (as noted above),
its preferred approach as set out in its Rate of Return Report is the full trailing average.

In responding to a submission by the Dalrymple Bay Coal Terminal (DBCT) User Group who
supported the hybrid approach, the QCA considered this approach an “artefact of the regulatory
process” that is not adopted by unregulated firms operating in a competitive market.** In this context,
Aurizon Network submits that this is not a relevant consideration. If the practical implications of the
regulatory framework are ignored on the presumption that the regulated firm should implement a
strategy that is consistent with the practices of an unregulated firm operating in a competitive market,
the firm will be exposed to significant mis-match risk. This was also acknowledged by Lally in the QCA
2015 Cost of Debt Review who noted:

Furthermore, the goal of replicating the cost of debt incurred by an efficient comparable
unregulated firm is inappropriate because such comparator firms do not exist and regulation
changes the revenues of a firm, so that some cost policies that were sensible prior to
regulation might not be so post regulation.*®

The Frontier and CEG reports demonstrate that both the hybrid and full trailing average approaches
can satisfy the requirements of an efficient benchmark debt strategy as both allow the regulated firm
to effectively manage refinancing and mis-match risk.

The need for transition

The other key aspect in implementing this strategy is the QCA’s position that no transition to the full
trailing average is assumed to be required. In its Rate of Return Report, the QCA stated that it had not
sought to provide the analysis of the potential impact of applying no transition, noting that it is not
possible to meaningfully determine this when the path of future interest rates is unknown. It concludes

4 Queensland Competition Authority (2024). p.49.

4 Lally, M. (2015). Review of submissions on the trailing average cost of debt, A report for the Queensland Competition
Authority, 27 January, p. 10. https://www.gca.org.au/wp-content/uploads/2019/05/27093 QCA-2014-Review-of-
Submissions-on-Trailing-Average-Kd FINAL807867 1-1.pdf
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that under “normal circumstances”, transition arrangements are not required for a regulatory approach
that should be forward looking.

As outlined in the accompanying report by Frontier, if the regulator changes its approach to assessing
the allowed cost of debt, the question of whether or not a transition mechanism is required depends
on whether:

— the efficient benchmark debt management strategy differs between the old regime (the on-the-
day approach) and the new regime (the trailing average); and

— it would take some time for the regulated firm to ‘unwind’ its current (efficient) portfolio and re-
build its portfolio to be consistent with the new regime.

Where a firm is required to change its efficient debt management strategy as a result of the change in
regimes, and it would take some time to implement this change, failing to allow for a transition could
see “material and adverse impact on a firm that are not related to its own inefficiency."4

As noted above, in its Rate of Return Report, while the QCA has nominated a preferred benchmark
debt management strategy it also indicated that it would be willing to consider alternatives on a case-
by-case basis. Aurizon Network considers that given its circumstances, this assessment has to be
made in conjunction with a view on whether a transition would be required, having regard to the debt
management strategy it employed in seeking to manage its refinancing and mis-match risks under the
previous on-the-day approach.

This assessment should also be specific to the circumstances of the regulated firm and the industry in
which it operates. For example, what may be appropriate for government owned corporations subject
to price monitoring with perpetual demand may not be appropriate to regulated infrastructure
providers supporting the resources sector. This is considered further below.

The efficient benchmark debt strategy for Aurizon Network

Given the implied benchmark debt management strategy under the on-the-day approach has not
been feasible given the inability to hedge the DRP component, Aurizon Network’s debt management
strategy has been based on staggering its debt issuance and refinancing tasks to manage its
refinancing risk and unhedged credit risk. It also uses interest rate swaps to reduce the risk of
mismatch with respect to the base interest rate by converting its base rate exposure to align with the
term of the regulatory (or reset) period. Aurizon Network and customers have remained fully exposed
to the risk of mismatch on the DRP component where the variance between the weighted average
portfolio DRP and the spot DRP is a zero-sum game, representing either a windfall loss or gain to
both parties.

The implications of the above are that Aurizon Network’s debt management strategy is consistent
with:

— the efficient benchmark debt management strategy under the previous on-the-day approach
(recognising the issues in hedging the DRP); and

— one of two efficient benchmark debt management strategies that could be applied under the
trailing average approach, being the hybrid approach.

This means that if the hybrid approach was used to estimate Aurizon Network’s regulated cost of
debt, no transition is required. Under this approach, its cost of debt would be set by:

46 Queensland Competition Authority (2024). p.56.
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— resetting the base rate in the same way at the beginning of each regulatory (or reset) period,
i.e., based on a short-term average of prevailing ten-year yields over the relevant averaging
period; and

— immediately applying a ten-year trailing average DRP, which is then updated annually as each
tranche of debt is refinanced.

If the cost of debt was estimated using the full trailing average approach, this is applied to the total
yield (i.e., the base rate and DRP). For Aurizon Network’s debt management strategy to align with
this, it would need to enter into a complex set of transactions to unwind its interest rate swaps, which
will also incur additional costs. If it does not unwind these transactions, it would be maintaining a debt
management strategy that would no longer be considered efficient given its exposure to mis-match
risk (until those transactions expire). However, that inefficiency is a consequence of the change in
regulatory approach, rather than its own actions.

To avoid this, a full trailing average would need to be implemented with a transition. In effect, this
would involve transitioning from:

— Aurizon’s current debt management strategy, which is the efficient benchmark strategy under
the on-the-day approach; to

— the efficient benchmark strategy implied by the full trailing average, as outlined above.

This transition would primarily involve managing the transition from an on-the-day base rate
associated with the prior debt management strategy, as the debt portfolio DRP reflects the historical
trailing average. With this in mind, the 2025 UT5 DAAU does not include a transitional approach to
implement the hybrid trailing average.

The efficiency of the hybrid trailing average, along with the implications for a transition, is supported
by more detailed analysis by Frontier and CEG. As Frontier notes, “setting the regulatory allowance in
line with the efficient costs always preserves the incentive for efficient investment and utilisation of
infrastructure assets.”#

Aurizon Network also notes the Economic Regulation Authority’s concern with the full trailing average
approach in that:

...it leads to the greatest volatility of the cost of debt within an access arrangement period,
including the greatest difference between forecast cost of debt and actual cost of debt in the
last year of an access arrangement.*®

A key difference between the hybrid trailing average and the full trailing average is the trade-off
between intra- and inter-period revenue volatility. As the base rate is fixed for the regulatory pricing
period under the hybrid trailing average, it will be associated with lower intra-period cost of debt
variances but may be subject to higher variance between the last year of the pricing period and the
first year of the subsequent pricing period where there is a material change in the base rate. However,
this variance in the base rate is also observed in the cost of equity where the risk free rate is updated
during the averaging period. Consequently, applying the same risk free rate to both the cost of equity
and the cost of debt ensures a forward-looking efficient component in estimating the overall WACC.

Apart from the efficiency of the hybrid trailing average approach, and the avoidance of a need for a
transition, Frontier also explores a number of other benefits in adopting the hybrid trailing average

47 Frontier Economics (2025). p.14.

48 Economic Regulation Authority (2022). Explanatory statement for the 2022 final gas rate of return instrument, 16 December,
p.63. https://www.erawa.com.au/sites/default/files/23028/2022-Final-Gas-Rate-of-Return-Instrument-Explanatory-
Statement---To-publish.pdf
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having regard to Aurizon Network’s circumstances, including providing increased flexibility for
changes in the following.

— Itis more robust than the full trailing average to a change in the benchmark term of debt, as
the base rate for the entire debt portfolio is reset at the start of each regulatory period.

— ltis equally robust as the full trailing average to a change in the benchmark credit rating.

— Itis more robust than the full trailing average to a change in the quantum of debt, in particular,
changes to the benchmark gearing assumption. The hybrid approach would avoid the need for
mark-to-market calculations in relation to the base rate as this is reset at the beginning of each
regulatory period.

Aurizon Network considers that a stable and consistent approach that can continue to be applied over
the long-term provides a degree of certainty and predictability to all stakeholders. This is particularly
relevant to coal export infrastructure subject to longer term demand uncertainty.

Stakeholder engagement

As the implementation of either a full trailing average or a hybrid trailing average cost of debt
represents a material variation to the on-the-day approach applied in prior regulatory determinations,
including for UT5, the cost of debt was an input that required substantive customer engagement. Due
to the complexity and specialist knowledge associated with debt financing and capital markets the
engagement processes had a significant informational context to improve broader understanding of
the relevant issues. In addition, the Customers were supported by the participation of its own expert
advisors from Castalia-Advisors.

Early in the engagement process, Aurizon Network communicated to the Customers and its expert
advisors a preference to implement a hybrid trailing average through a combination of:

— direct engagement with the RWG-nominated representative and the expert advisor;

— responses to questions from the expert advisor;

— Aurizon Network’s peer review of the expert advisor's modelling of Aurizon Network’s weighted
average cost of debt over the UT5 period; and

— the provision of a preliminary views paper outlining the basis for Aurizon Network’s preference
for the hybrid trailing average approach.

During the engagement activities, the Customers had a particular emphasis on exploring alternate
cost of debt approaches that might support a reduction in the benchmark cost of debt. Aurizon
Network worked with the Customers to explore alternative approaches, in line with the following
prioritised conditions needing to be satisfied:

1. there is no increase in regulatory risk and is consistent with debt and equity investor expectations
of investment in a regulated business;

2. remains consistent with incentive-based regulation and uses benchmark measures/inputs; and

3. provides for an effective and efficient transition from the current financing strategy.

To assist the Customers in evaluating alternate cost of debt approaches a technical working group
meeting was held with the Customers, their expert advisor and was also open to individual company
Treasury representatives. Aurizon Network discussed with attendees:

— its approach to capital management and expected refinancing activities; and

— the debt management practices typically undertaken and reported by both regulated and
unregulated infrastructure owners in Australia.
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These comparisons demonstrated that Aurizon Network’s debt management practices are consistent
with the trailing average approaches of both regulated and unregulated infrastructure peers and
possess the following characteristics:

Debt stagger: a staggered debt raising and roll-over profile to manage refinancing risk and
unhedged credit risk.

Diverse funding: the sourcing of debt from a diverse range of markets (including offshore capital
markets).

Weighted maturity: the preference to issue medium- to long-term tenors commensurate with the
economic life of the underlying asset.

Risk management. the use of interest rate swaps as a cost effective and efficient means of
managing interest rate risk and to reduce the mismatch between the benchmark weighted average
cost of debt (WACD) and actual WACD.

A subsequent technical working group meeting including the RWG and their respective experts was
held in late November 2024 to discuss:

the relative differences between the full trailing average and the hybrid trailing average;

the transitional options and their implications;
— the approaches to averaging periods and trailing average update processes; and

— the relativity of observed yields on Aurizon Network’s Medium-Term Notes (MTNS) in
secondary markets and at issuance against the benchmark spreads on BBB+ non-financial
corporate bonds.

Following these engagements, Aurizon Network and the Customers developed the cost of debt
methodology as set out in this section.

Summary of Aurizon Network’s proposed approach

While the QCA'’s preferred approach to estimating the cost of debt is the full trailing average with no
transition, it has allowed for alternatives to be considered on a case-by-case basis, particularly where
adopting that preferred approach “creates material and adverse impacts on a firm that are not related
to its own inefficiency”. The QCA also explicitly recognised that Aurizon Network might look to
negotiate an alternative approach with its customers, which would be considered in this context.

The analysis summarised above and supported by the accompanying Frontier and CEG reports,
demonstrates that while the full trailing average is an efficient benchmark debt strategy, the hybrid
trailing average with no transition is the most efficient benchmark debt management strategy for
Aurizon Network, having regard to the following.

— It satisfies the requirements of the Act, including the objective of economic efficiency and the
requirement that the regulatory allowance must be at least enough to meet the efficient costs
of providing access to the service. Aurizon Network also notes that the adoption of a hybrid
trailing average with no transition would be compatible with other matters that the QCA must
consider under section 138 of the Act, including, but not limited to, the interests of future users
and the public interest.

— The approach reflects the outcomes of the detailed engagement.
— The approach is mechanical, transparent and replicable.

— The application of a hybrid approach avoids the need for a transition. This is because the
approach that has been the most prudent and efficient strategy that could be employed under
the previous on-the-day regime remains the same under a trailing average regime.

Aurizon Network



Page |74

— The approach is more flexible to future changes in key benchmark assumptions that are
relevant to the estimation of the cost of debt, allowing the application of a stable and consistent
framework over the long-term.

If the QCA was to require Aurizon Network to apply a full trailing average instead of the hybrid
approach, the regulatory cost of debt allowance would not reflect its efficient benchmark costs having
regard to its relevant circumstances. This is because it will enter the next regulatory period with a debt
portfolio that retains significant mis-match risk with respect to the base rate of the cost of debt. This
could have a material and adverse impact on Aurizon Network that arises due to the change in the
regulatory framework, not its own inefficiency.

In the absence of the approach being proposed by Aurizon Network, a transition mechanism would
therefore be required to allow Aurizon Network to transition from its current efficient debt management
strategy to the prudent and efficient debt management strategy under a full trailing average approach.

Other aspects of the proposed approach

Other key aspects of Aurizon Network’s proposed approach, which also reflect the outcomes of its
engagement with customers, are summarised below.

Data source

Consistent with the QCA’s Rate of Return Report, data will be sourced from the RBA based on a ten-
year term to maturity. In the event the RBA ceases to publish its data series, the DRP will be
calculated with reference to the average of the Bloomberg and LSEG Data and Analytics corporate
bond index for the relevant rating and a ten-year tenor.

Base rate

While in practice Aurizon Network hedges its base interest rate using interest rate swaps, it proposes
to use AGS yields as the proxy for the base rate (not the swap rate). This aligns with the QCA’s Rate
of Return Report, is a more transparent and is widely referenced. This will be based on the indicative
mid-rate for the ten-year AGS yield. In both cases, the average allowance will be equal to the average
yield on ten-year fixed-rate BBB corporate debt. In the long run this approach will produce the same
allowed cost of debt as the full trailing average approach. Both the base rate and DRP will be based
on annualised rates, which is also consistent with the QCA’s Rate of Return Report (and the
supporting workbook).

As the intention is to add the DRP to the base rate to obtain an annualised cost of debt, if the base
rate aligned to the risk free rate on that date, then the DRP is the reverse of that process and
obtained by subtracting:

— the annualised yield for nominal AGS with a term to maturity of ten years on the last business
day of the relevant month“%; from

— the annualised yield obtained from extrapolation of the RBA's non-financial BBB rated
corporate bond yield with a ten-year target tenor for ten years for the last business day of the
relevant month.

The is effectively achieved by adding two additional columns (J and K) to the QCA cost of debt
workbook as shown in Figure 5-3 where:

— the annualised ten-year AGS rate in column J is obtained from the ten-year AGS rate in
column G; and

4 While the F3 non-financial corporate bond data is reported as the last calendar day of the month the reported values are
obtained from observations on the last business day of the month.
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— the annualised ten-year DRP is obtained by subtracting the annualised ten-year AGS rate in
column J from the annualised BBB ten-year bond yield in column 1.

Figure 5-3 Modified QCA Cost of Debt Workbook

Averaging period

For the purpose of setting its trailing average DRP prior to the commencement of the application of
the hybrid trailing average cost of debt from 1 July 2027, Aurizon Network has specified its averaging
periods for the previous ten years. The same averaging period is applied each year, which is the full
twelve months from 1 April until 31 March in the following year.5° This reflects the default averaging
period specified under the QCA'’s Rate of Return Report that it proposes be used if the regulated firm
has not otherwise nominated an averaging period. Given this starting calculation will span historical
periods, reference to the QCA'’s default averaging period is intended to avoid concerns that a period
has been selected to be most advantageous to Aurizon Network.

Going forward from FY2028, for the purpose of future annual updates to the trailing average DRP,
Aurizon Network will nominate averaging periods in advance and having regard to the QCA’s
guidance in its Rate of Return Report. That is:

— comprising nominated averaging periods, in aggregate, of between two months and 12
months;

— completed no later than three months prior to the next year; and

— commenced no earlier than 15 months prior to the relevant year.

The intent of the nominated averaging periods for a relevant year is to allow nominated financing
windows. For example, there are months where debt raising activity would generally not be expected
to occur that may fall within the middle of the eligible 12-month window. The specification of periods
allows these months to be excluded from the DRP estimate.

Under the proposed terms, Aurizon Network must nominate averaging periods for those years where
the averaging period ends within the First Reset Period by 28 February 2027. Therefore, this includes
the nominated averaging period applicable to the first Year of the Second Reset Period as shown in
Table 5-2.

50 For example, for the updated DRP to apply in the trailing average DRP from 1 July 2027, this will be calculated over the
period from 1 April 2026 to 31 March 2027.
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Estimating a benchmark BBB+ yield

In setting the cost of debt for Aurizon Network’s 2017 Access Undertaking, the BBB+ estimate was
derived using a regression-based approach. This followed detailed analysis by the QCA, its
consultant, Incenta, and Aurizon Network. The 2017 Access Undertaking prescribed that for the
purpose of the 2023 reset of Schedule F values, including the WACC, the same approach was to be
applied.

In its 2021 Rate of Return Review Report, the QCA changed its preferred data source for estimating
the cost of debt to the RBA'’s published corporate bond yield data series, concluding that:

In general, we do not consider it appropriate to use proprietary data sources or in-house
models, in the interests of relying on data sources that are publicly available, robust,
transparent and replicable. This represents a change from our current approach but is
consistent with the practice of several other Australian regulators.5?

Its preference is to solely rely on RBA data because it is readily available and hence easier for
stakeholders to replicate.

The QCA'’s interpolation approach

In providing aggregated yields from the market for bonds with different credit ratings, the third party
data providers relied upon by the QCA and other Australian regulators (including the RBA, Bloomberg
and Thompson-Reuters) only publish yields for the broader BBB rating category, i.e., there are no
BBB+ estimates. In referring to estimates from third party data providers as a ‘reasonableness check’
of its regression-based estimates for Aurizon Network, the QCA interpolated between the published
BBB and A yield curve estimates by applying a two-third weight to the BBB estimate and one-third to
the A estimate. This is consistent with the approach that has been applied by the AER (see below).

Aurizon Network has undertaken regression analysis using Incenta’s expanded bond sample to
examine the difference between BBB, BBB+ and A- yield curves (see Figure 5-4, Figure 5-5 and
Figure 5-6). This shows that the difference between the BBB and BBB+ estimates is relatively
immaterial, with a more marked difference between BBB+ and A- estimates.

Further, this clearly shows that applying a two-third BBB/one-third A approach to calculate an implied
BBB+ estimate would result in an estimate that is materially downward biased. It can be seen from
Figure 5-4 and Figure 5-5 that the BBB+ estimate is much closer to the BBB estimate, with a more
notable gap between the BBB+ and A- curves. Given one-third weight is applied to the broader A-
weighted curve under the QCA's approach, the difference between the BBB+ and A yield curves
would be even greater. To be unbiased under that weighting approach, the BBB+ curve would need to
‘fit" approximately half-way between the BBB and A- curves.

This downward bias outcome was consistently demonstrated over three averaging periods, being
2017 (final UT5 starting values), 2022 (preliminary Schedule F reset values) and 2023 (final Schedule
F reset values), as shown below.

52 Queensland Competition Authority (2024). p.38.
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Figure 5-4 Analysis showing the differential between A-, BBB and BBB+ estimates obtained from dummy
linear regression analysis

Figure 5-5 Analysis showing the differential between A-, BBB and BBB+ estimates obtained from dummy
linear regression analysis: QCA 2022 Expanded Bond Sample (Preliminary Reset Values)
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Figure 5-6 Analysis showing the differential between A-, BBB and BBB+ estimates obtained from dummy
linear regression analysis: QCA 2023 Expanded Bond Sample (Final Reset Values)

Source: Aurizon Network analysis

To overcome the persistent bias in estimating a BBB+ yield based on the two-third BBB/one-third A
approach means that it would be necessary to revert to the current linear regression-based method
and complete this complex task on an annual basis. Apart from being inconsistent with the QCA'’s
preferred approach to use published RBA data, this would be particularly complex to implement under
the trailing average methodology and lacks transparency for stakeholders.

The AER’s approach

As observed by the QCA in its 2021 Rate of Return review, the AER is currently the only other
Australian regulator to apply a benchmark credit rating of BBB+.% It also prefers to use independent
third party data sources to estimate the BBB+ cost of debt.

When the AER published its first Rate of Return Guideline in 2013 as part of the Better Regulation
program, it based its BBB+ cost of debt estimate on the broader published BBB curve.%* In reviewing
its 2018 Rate of Return Guideline it changed its approach to applying a two-third weight to the BBB
curve and one-third to the A rated curve. Importantly, this conclusion followed an analysis of the yields
at which debt issued by energy network service providers was actually trading in the market.

The AER'’s analysis showed that, over the five years from 2013 to 2017 (and controlling for term and
the date of issuance):

— the use of the broad BBB curves had over-estimated the cost of debt by approximately 27
basis points compared to the spreads at which service providers had been issuing debt; while

— aweighted estimate based on two-thirds BBB and one-third A yields had over-estimated those
spreads by approximately nine basis points.%®

3 Queensland Competition Authority (2024). p.43.
54 https://lwww.aer.gov.au/industry/registers/resources/guidelines/rate-return-guideline-2013.
55 Australian Energy Regulator (2018). Draft, Rate of Return Guidelines, Explanatory Statement, p.360.
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In other words, the yield at which energy network service providers had actually been issuing debt
was still lower than the implied BBB+ estimate calculated based on the two-third BBB/one-third A
approach. The AER adopted this approach to reduce the extent of over-compensation that could arise
from solely relying on the BBB estimates.

The yields on Aurizon Network bonds

It is therefore relevant to consider where Aurizon Network bonds have been trading in the secondary
market relative to other bonds issued by regulated infrastructure providers, as well as in comparison
to the estimates produced from third party data sources using the two-third BBB/one-third A approach.
The results of an analysis undertaken by Aurizon Network are summarised below.

Comparison to yields on bonds issued by other BBB+ infrastructure providers

Figure 5-7 and Figure 5-8 compare the yields by fitting a curve to Aurizon Network’s bond issues
compared to other BBB+ infrastructure firms®6. Aurizon Network repeated the sampling at six monthly
intervals (March, October) over the UT5 period up to 2024.

Figure 5-7 Comparison between yields on Aurizon Network bonds and BBB+ infrastructure firms: March
2023 BBB+ infrastructure bonds

%6 The firms in the infrastructure sample are: AusNet Services Holdings, Aurizon Network, Brambles Finance, Australia Pacific
Airports Melbourne, Sydney Airport Finance Co, Ausgrid Finance, Network Finance Co, DBNGP Finance, Energy
Partnership Gas, AGI Finance, WestConnex, Brisbane Airport Corp and ConnectEast Finance.
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Figure 5-8 Aurizon Network bond yields relative to BBB+ infrastructure bonds (2017-2023)

Source: Aurizon Network analysis

This shows that Aurizon Network bonds have consistently traded at a yield above the average of its
BBB+ rated infrastructure peers. This differential has increased materially since 2022.

Comparison to yields on BBB and BBB+ bonds based on expanded bond samples

The next comparison shows the difference between:

— the fitted yield curves for the BBB and BBB+ bonds in the expanded bond samples used in
setting Aurizon Network’s regulated cost of debt for UT5 (at the commencement of the period
and as part of the 2023 reset); and

— the yields on Aurizon Network’s bond issues.
This is shown for two averaging periods, the first being the period used to set the starting value of the
cost of debt for UT5 in 2017, and the second at the time of the 2023 reset of Schedule F values. For

reference, the orange lines are BBB+ (the dotted line is the stand-alone BBB+ regression) and the red
line is BBB.
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Figure 5-9 Comparison between yields on Aurizon Network bonds and Incenta’s expanded sample of
BBB and BBB+ bonds: Incenta 2017 expanded bond sample (BBB/BBB+)

Figure 5-10 Comparison between yields on Aurizon Network bonds and Incenta’s expanded sample of
BBB and BBB+ bonds: 2023 expanded bond sample (BBB/BBB+)

Source: Aurizon Network analysis

This shows that the fitted yield curve for Aurizon Network’s bonds clearly sits above the curve for the
BBB and BBB+ expanded bond sample and that this was the case in 2017 and 2023.

Comparison to the BBB+ yields obtained from interpolation of the RBA BBB and A curves

Lastly, the following chart shows the spread between the secondary market yields on Aurizon
Network’s long and short tenor bonds and the average yields on a BBB+ yield curve obtained from
applying the two-thirds/one-third method to the broader RBA BBB and A yield curves. This is done by
taking a simple average difference of the yield on each individual Aurizon Network bond to the
interpolated RBA BBB+ curve with a remaining tenor of zero and five years and between five and 15
years. This spans a ten-year period from October 2013 to October 2023.
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Figure 5-11 Spread between Aurizon Network bonds and BBB+ bonds in the RBA’s sample

Source: Reserve Bank of Australia, Aurizon Network analysis

The observed spreads are higher on the longer tenor bonds than the shorter tenor. However, the
underlying assumption of both the full trailing average and the hybrid trailing average is that Aurizon
Network is placing bonds with an average tenor of ten years. Therefore, it is the spreads on the
longer-term tenor that are relevant to determining the applied credit rating.

Figure 5-12 provides a time series of the estimated excess spread by plotting the 12-month average
difference of each individual Aurizon Network bond with a tenor between five and 15 years, to the
RBA BBB and the interpolated BBB+ curve. It is evident that the 12-month average spread against
the BBB+ is always positive, indicating a high degree of statistical confidence of a material and
persistent spread of yields on Aurizon Network bonds above the interpolated RBA BBB+ curve.

Figure 5-12 Spread between Aurizon Network bonds and RBA BBB curve and interpolated RBA BBB+
curve

Source: Reserve Bank of Australia, Aurizon Network analysis
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This clearly shows that Aurizon Network’s bond yields are trading at a material spread (up to 100
basis points) to the BBB+ bonds in the RBA’s sample. Further, while not as material, this spread is
also evident against the BBB bonds in that sample. This shows that Aurizon Network’s bonds are
trading closer to the BBB sample than the BBB+.

Conclusions and implications

In conclusion, the preceding analysis clearly shows that it is not appropriate to estimate the
benchmark cost of debt for Aurizon Network from third party data sources by applying a two-third
weight to the BBB estimate and one-third to the A estimate. This is for a number of reasons.

Over the most recent three averaging periods used to estimate Aurizon Network’s cost of debt (since
2017), applying regression analysis to the expanded bond sample and estimating the BBB+ yield
using the two-thirds BBB/one-third A approach shows that this estimate is materially downward
biased.

The AER'’s decision to apply the two-thirds BBB/one-third A approach to estimate the BBB+ cost of
debt for energy network businesses (introduced in 2018), followed an analysis of the actual yields on
bonds issued by those companies in the market. That analysis showed that not only were those
bonds trading at (on average) 27 basis points below the BBB curve, but they were also still trading
below the estimate resulting from the two-thirds BBB/one-third A approach (although the difference
was reduced).

There is clear evidence to show that Aurizon Network’s BBB+ bond issues are trading at a spread to:

— other BBB+ infrastructure firms;

— the BBB and BBB+ bonds in the expanded samples; and

— the yields on BBB+ and BBB bonds in the sample used by the RBA to construct its BBB yield
curve.

This difference is both material and persistent, that is, it is not just a temporary aberration or short-
term trend. In general, Aurizon Network’s bonds are trading closer to BBB than BBB+.

This therefore supports the outcomes of the engagement between Aurizon Network and the
Customers, which is that Aurizon Network’s benchmark cost of debt should be estimated with (sole)
reference to the BBB estimates published by the third party data providers.

Debt Change Events

Under the conventional mandatory regulatory framework, a material change in circumstances can be
addressed through modifications to that framework at the next regulatory review. Depending on the
regulatory framework this would typically be after four to five years (from the commencement date).

The proposed ten-year extension to the term of the 2017 Access Undertaking exposes Aurizon
Network to substantive changes in debt market risk associated with changing investor expectations
and preferences in respect of investment in coal export infrastructure. This debt market risk could
manifest in several ways including:

— investors require additional premiums above the benchmark yields to invest in coal-exposed
infrastructure;

— ESG lending criteria reduce depth and liquidity in the market for bonds issued by coal-exposed
infrastructure;

— ratings agencies lower ratings metrics or incorporate refinancing risks into ratings; and/or

— the demand for issuances of tenors commensurate with the benchmark tenor may significantly
contract.
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increase from the Approved WACC of 5.70% (as set in 2018 UT5 Final Decision) to reflect the value,
cost and regulatory and commercial risks to Aurizon Network associated with these improvements.

The additional compensation involved the following post-tax adjustments to the Approved WACC:

— an additional 20 basis points from the Approval Date of the 2019 UT5 DAAU; and

— afurther 40 basis points from the Report Date, being the date on which Aurizon Network
notified the Chair of the RIG of proposed options for addressing an Existing Capacity Deficit
identified in the Initial Capacity Assessment Report.

As the additions to the Approved WACC did not change the benchmark cost of debt or the benchmark
gearing and provides additional taxable income, then the uplift to the Approved WACC increased the
effective pre-tax cost of equity in the regulatory financial model to achieve the intended increase in the
post-tax WACC.

One of the increased risks borne by Aurizon Network that was associated with the additional
compensation was from the introduction of Performance Rebate payments. Under this arrangement,
where an annual Capacity Assessment conducted by the Independent Expert identifies non-
performance arising from specified breaches by Aurizon Network of its contractual obligations,
Aurizon Network will be liable to pay an adversely affected End User a Performance Rebate.

The 2019 UT5 Final Decision also allowed for the QCA to undertake a review of the Performance
Rebate mechanism at the request of an End User (in January 2023) to assess whether it was
achieving its objectives. Depending on the outcome of this assessment, this could result in the QCA
recommending amendments to the mechanism. If those amendments were not implemented, a
reduction to the Approved WACC would occur at the Reset Date to remove the additional 30 basis
point per annum compensation provided to Aurizon Network for bearing this risk.

Under this mechanism, Aurizon Network’s exposure to these Performance Rebate payments is
effectively subject to a ‘soft cap’, whereby if the expected value of rebate payments at the
Performance Rebate review date exceeded the equivalent value of the 30 basis point WACC
adjustment, then Aurizon Network had the option to not agree with the QCA’s recommended changes
to the Performance Rebate mechanism and forego the 30 basis points adjustment to the Approved
WACC.

The QCA's review of this mechanism was undertaken following the receipt of a request from an End
User. The QCA completed this review in June 2023, where it concluded that the Performance Rebate
objectives had not been met. The QCA recommended amendments to clause 10.8.2(a) of the 2017
Access Undertaking on performance reporting, which were implemented accordingly.

Review of the current mechanism

The effectiveness of this mechanism has been reviewed as part of the engagement on the 2025 UT5
DAAU. In negotiations there was some concern that the application of the additional compensation as
an adjustment to the Approved WACC may disproportionately recover the additional revenue from low
density systems (i.e., those systems that have low volumes and higher RAB values), where the
capacity-related benefits of the negotiated package of amendments contained in the 2019 UT5 Final
Decision accrued primarily to high density systems. However, given the Performance Rebates are
assumed to be funded by the adjustments to the Approved WACC, then the distribution of the
additional revenue is highly correlated with the relativity of the Performance Rebate between systems
(i.e., the higher the tariff, then the higher the Performance Rebate).

Aurizon Network has also identified other issues with respect to application of the negotiated uplift in
the Approved WACC, including direct benefits through higher Infrastructure Rebates and indirect
benefits to owners of Private Infrastructure through an increase in Private Incremental Costs used to
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reduce the Access Charge. Aurizon Network considers that it is preferable that parties to AFDs and
Private Infrastructure Owners should not be obtaining these benefits as they are not subject to:

— the performance risks and the obligation to pay Performance Rebates; and

— any of the negotiated obligations included in the 2019 UT5 Final Decision.

These concerns have been addressed by providing the additional compensation for the negotiated
package by way of an adjustment to cash flows in the form of Throughput Payments, rather than an
uplift in the Approved WACC, as described below.

Throughput Payments

The outcome of the engagement is that the additional compensation in the cash flows for the
negotiated package will be in the form of a ‘Throughput Payment’, where performance is based on the
actual throughput achieved in each Coal System. As the payment is dependent on the performance of
the relevant Coal System, this will provide an improved throughput performance incentive when
compared to an uplift to the Approved WACC, where the additional cash flows are dependent on the
value of the RAB over the regulatory term. The strength of this incentive is intrinsically linked to the
materially of the Throughput Payment rates.

Throughput Payment rates

Any additional revenue earned from Throughput Payments will be separate to the Allowable
Revenues. The revenue collected from Throughput Payments will be volume-dependent and will be
applied as the following Reference Tariff components:

—  TPa, which will be recovered on a dollar per Net Tonne basis, applied to billed tonnes; and

—  TP2, which will be recovered on a dollar per thousand ntk basis, applied to billed ntks.

The TP rate is the Throughput Payment Base Rate (TPBR) and will initially be set for the first Year at
$0.06 per net tonne (from 1 July 2027). The Throughput Payment Base Rate will be subject to annual
indexation, which will be applied on 1 July in each subsequent Year of the Term based on the change
in the CPI in the preceding December quarter from the corresponding quarter in the previous Year.

TP, = TPBR, = TPBR,_;x(1+ CPI)

The TPz rate for a Coal System for given Year is derived from the expected revenue to be collected
from the applied TP1 rate in that Year. This expected revenue amount will be divided by the forecast
thousand ntks applicable to the relevant Coal System as follows:

TP,x forecast NT

TP, =
z forecast 000 NTK"

*Where: forecast NT and forecast 000 NTK are those values associated with the Gtk Forecast
for the relevant Coal System for the relevant Year.

Consequently, the TPz rate will be specific to each Coal System and a cross-system train service will
be subject to the relevant TPz rate for the ntks it operates within each relevant Coal System.

Subject to the adjustments and arrangements discussed below, where the actual billed Net Tonnes
and ntks equates to those amounts used in the derivation of TPz rate, then Aurizon Network would be
expected to earn an additional $0.12 per billed Net Tonne per year in real terms. The actual revenue
Aurizon Network collects from Throughput Payments will be dependent on both System Net Tonne
performance and the distribution of those tonnes by haulage distance.
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Aurizon Network has compared these implied beta estimates against various comparators in Figure
5-13. All asset betas have been calculated by de-levering the applicable equity beta using the
Brealey-Myers approach, based on the relevant gearing and a debt beta of 0.12 as per the QCA’s
Rate of Return Report.

The lower implied asset beta estimate of 0.43 is proportionate to the asset beta applied in Aurizon
Network’s Access Undertakings prior to the 2018 UT5 Final Decision and materially less than other
regulated railway benchmarks. As such, Aurizon Network considers the effective asset beta for the
component of the 2025 UT5 DAAU cash flows to equity that is ‘protected’ from Performance Rebate
payments equates to the minimum benchmark asset beta for a coal export infrastructure provider that
assumes:

— equity investors are not compensated for asset stranding risk;

— equity investors rely on asset stranding risk being effectively and prudently mitigated through
economic lives and depreciation profiles; and

— any residual asset stranding risk is effectively socialised through a geographically diverse user
base®’.

Conversely, the higher implied asset beta of 0.47 is commensurate with the additional risk assumed
through the application of the Performance Rebate mechanism and volume risk. While this value is
marginally less than the asset beta of 0.48 applied by the QCA in the Queensland Rail 2025 DAU
Final Decision, this decision also included an overall uplift in the cost of debt to 0.60%, which was
consistent with the uplift provided in the previous regulatory period (AU2) as compensation for volume
risk. Assuming Queensland Rail’'s actual borrowing costs are not inclusive of this uplift and the
additional post-tax cash flows through to equity, then the applied WACC in this decision is equivalent
to an asset beta of 0.58, which is materially above the range for the implied asset betas in the 2025
UT5 DAAU.

Therefore, while the implied asset beta range (0.43-0.47) in the 2025 UT5 DAAU appears comparable
to the QCA’s bottom-up WACC for Queensland Rail (0.48), it remains materially below the QR applied
asset beta with the top-down WACC adjustment (0.58).

57 In the QCA 2018 Final Decision the QCA considered that 'Aurizon Network's exposure to volume, counterparty and asset
stranding risk is similar to that faced by regulated energy and water businesses' Queensland Competition Authority (2018)
Final Decision: Aurizon Network 2017 Draft Access Undertaking, Appendix F, p. 103
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Figure 5-13 Unlevered asset betas from comparable regulatory determinations

Conclusion

Accordingly, Aurizon Network considers the proposed Equity Margin, Throughput Payments and
Performance Rebates collectively represent a combination of factors that clearly satisfies section
168A(a) of the Act. Furthermore, the incentive framework will operate to strongly encourage the
promotion of throughput and productivity within the CQCN and is therefore aligned to the objectives in
S69E and s168A(d) of the Act.
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— smoothing the Allowable Revenue over the regulatory period through a CPI-X approach
(where the X represents the smoothing factor and not an efficiency adjustment) and adjusting
the smoothed Allowable Revenue for actual inflation;

then the ex-post realised WACC will not align with the real rate of return expectation.

The material differences between these two approaches can be seen in the comparison of the UT5
regulatory framework against that applied under the National Electricity Rules (NER) as shown in
Figure 6-1. The NER model has been selected as a comparator due to it being a transparent and
widely understood approach, noting that is being applied in the regulation of essential electricity
networks that have a higher proportion of household customers (and hence where there is also more
of a link between customer incomes and inflation).

Figure 6-1 Simplified examples of regulatory frameworks under the NER®® and UT5

The key difference between the two approaches is that the UT5 regulatory framework does not:

— determine a smoothed allowable revenue for the regulatory period; or
— adjust those unsmoothed allowable revenues for actual inflation during the regulatory period.

The unsmoothed approach is also a function of the annual Reference Tariff review process, variable
capital and maintenance indicators, and the lag in the QCA’s annual approval of capital expenditure
and the RAB roll-forward model. This can be contrasted to UT2%!, which was subject to ex-ante
allowances, revenue smoothing with tariff escalation and a fixed capital indicator, with reconciliation
between forecast and actual capital expenditure occurring at the end of the regulatory period and then
smoothed over the next regulatory period.

0 Adapted from Figure 1 in Australian Energy Regulator (2020). Final Position: Regulatory Treatment of Inflation, p. 11.
Available at AER - Final position paper - Regulatory treatment of inflation - December 2020.pdf, Accessed: 18 June 2025.

1 While tariffs were escalated by inflation the allowable revenue were not adjusted for out-turn inflation. In addition, the
unsmoothed MAR and annual review of reference tariffs was introduced in UT3.
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There are advantages and disadvantages to the current and proposed approach of fixing cash flows
and maintaining a real value of invested capital. It provides overall stability and predictability of
Allowable Revenue over the regulatory term, prior to application of the revenue cap and other
adjustments. Proposed changes to the Take of Pay framework as outlined in Chapter 11, including
the introduction of End-of-Year Adjustment amounts, will further enable this objective by reducing
revenue cap adjustment amounts associated with actual network utilisation varying from the forecast
used to derive Reference Tariffs.

Conversely, not adjusting Allowable Revenue for actual inflation during the regulatory period may
result in:

— the actual rate of return outcomes not aligning to investors’ real WACC expectations with
higher (/lower) inflation resulting in a lower (/higher) realised real rate of return over the
regulatory period; and

— amaterial variance between the actual and forecast closing RAB in the last year of the
regulatory period. For example, the actual closing RAB roll-forward value on 30 June 2023
was $6.149 million, whereas the forecast closing value in the FY2023 annual review of
Reference Tariffs was $5.809 million.

These effects are observable in Figure 6-2, which shows that linking Allowable Revenue to actual
inflation would have resulted in more volatile but higher revenues by the end of the most recent
regulatory period. In addition, the difference between forecast and actual inflation resulted in an
approximately 6% variance between the two by 30 June 2023. The end of period variance as of 30
June 2023 was also affected by the extension of the initial UT5 pricing term from 30 June 2021 as a
result of the 2019 UT5 DAAU.

Figure 6-2 Annual Indexation - Comparison of forecast and actual inflation rates

Source: ABS

There is an implicit trade-off between the stability of revenue within the regulatory period and between
regulatory periods. However, in contrast to the regulation of essential services such as water and
electricity where there is a more direct linkage between consumer incomes and CPI (at least for
residential consumers), the incomes for coal carrying train services are volatile and dependent on coal
prices. Consequently, the ability to forecast tariffs for the duration of the regulatory period, which will
be further assisted through ToP reforms and the publication of forward-looking Reference Tariffs, is
likely more important to Aurizon Network’s customers than the movement in tariffs between regulatory
periods.
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The practical effect is that the UT5 financial model is a hybrid model, in that while it targets a real
WACC, it is the realised Internal Rate of Return (IRR) over a regulatory period (where the closing
RAB roll-forward value represents the terminal value for the IRR calculation) associated with the
variation of actual inflation from forecast inflation that will determine the extent to which the IRR
deviates from the real WACC. It is therefore necessary that changes in the regulatory treatment of
inflation for capital expenditure discussed in this chapter remain consistent with these rate of return
expectations and outcomes. That is, the IRR on capital expenditure should equate to the IRR on the
existing assets whether the forecast inflation is compensated in the cash flows or capitalised in the
RAB.

As noted above, the QCA completed a review of its inflation forecasting methodology in 2021. This
review followed and complemented a review of the regulatory treatment of inflation by the AER in
2020.

Both reviews reached similar conclusions in terms of utilising RBA forecasts with the application of a
glide path to an assumed anchor point (CPI forecast) at the end of the estimation period. However,
the QCA has taken a different approach to the anchor point. In summary, the QCA concluded that its
preferred approach to the estimation of forecast inflation involves:

matching the term of the inflation forecast with the term of the regulatory period,;
— using measures of headline inflation (subject to normal economic conditions);

— using a national measure of the CPI for RAB indexation and determining the expected real
WACC;

— deriving CPI forecasts using short-term RBA forecasts for the first two years ahead, and
deriving the remaining years’ forecasts up to the fifth year ahead using a linear glide path from
the RBA's short-term forecast in year two to a rules-based anchor-point forecast in year five;

— where a forecast beyond five years is required, applying the midpoint of the RBA'’s target
range (2.5%) beyond the fifth year ahead,;

— determining the anchor point for the fifth year such that where the second-year forecast is:
e less than or equal to 2 per cent, the anchor point would be set at 2.25 per cent;
e between 2 per cent and 3 per cent, the anchor point would be set at 2.5 per cent; or

e greater than or equal to 3 per cent, the anchor point would be set at 2.75 per cent.

calculating the geometric mean of the annual inflation forecasts.

Aurizon Network proposes to determine the inflation forecast for the purpose of WACC and RAB
indexation using the QCA’s methodology set out above. This also reflects the outcomes of its
engagement with the customers.

Based on the RBA’s August 2025 Statement on Monetary Policy, Aurizon Network has determined a
placeholder inflation forecast of 2.66% as set out in Table 6-1. This value will be updated using the
RBA'’s June 2028 and June 2029 inflation forecasts in the most recent Statement on Monetary Policy
published prior to the risk free rate averaging period.
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Figure 6-3 Proposed financial model for existing and new assets
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— Apply straight-line depreciation to the lesser of the physical asset life or the economic life
constraint and remove indexation by forecast inflation on assets included in the RAB on or
from 1 July 2027 (effectively substituting one form of accelerated depreciation for another).

— Extend the allowable Change Events to include a review of the economic life for each Coal
System at the Second Reset Date where one of the following events occurs prior to that reset
date:

— Supply Side Constraint: a Change in Law that has the effect of preventing development of
new thermal or metallurgical coal mines in Queensland; or

— Demand Side Response: a sufficient number of countries associated with at least 75% of
CQCN exports over the preceding five years legally commit to a binding net zero
emissions target earlier than 2055.

In relation to the Moura System, the following proposed policy changes have been subject to detailed
engagement with Customers. While agreement has not been reached, Aurizon Network is proposing
to implement these changes as part of the package of amendments. Affected Moura stakeholders
have reserved the right to make submissions requesting the QCA review the following proposals
against the statutory criteria in sections 138 and 168A of the Act:

— from 1 July 2027, the maximum economic life for assets in the Moura System will be reduced
from 2055 to 2048; and

— the maximum economic life for the Moura System will be subject to a compulsory review by
the QCA prior to the Second Reset Date.

The rationale for Aurizon Network’s proposed approach in relation to the Moura System is set out in
section 7.7.

Aurizon Network’s Stakeholder Engagement Plan identified the following factors that would be
relevant to engagement with stakeholders on the depreciation policy:

— A changing regulatory environment: The rate of change to achieve decarbonisation targets
and the pathways both domestically and internationally remain highly uncertain. Changes in
regulatory arrangements that may influence that uncertainty are beyond the control of Aurizon
Network and its customers.

— Changing medium- to long-term demand outlook: A number of factors are likely to
influence the medium- to long-term demand for coal carrying train services in the CQCN. While
demand for metallurgical coal is forecast to remain stable over the medium- to long-term
supported by global steel demand, which is expected to grow to 2.1 hillion tonnes by 2050, the
demand for thermal coal is less certain. Notably, Australia’s significant global role in exporting
high quality metallurgical coal positions it favourably in the growing Indian market.

Having regard to these factors, Aurizon Network outlined that it was seeking to make appropriate and
effective changes to its regulatory depreciation policies which:
— adopt a more precautionary approach to longer term demand uncertainty;

— retain the expectation that Aurizon Network will recover its current and future investment in the
RAB in light of greater uncertainty of technology, regulatory and economic conditions; and

— provide an appropriate rebalancing of risk between current and future users of the CQCN.

In addition, Aurizon Network communicated that in developing the depreciation policy for the 2025
UT5 DAAU it would have regard to the following principles:

— the policy changes are simple to understand, calculate and communicate;
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— itwas unconvinced that there had been a material change in asset stranding risk from UT3 to
the 2014 DAU,;

— retention of the UT3 approach provided regulatory predictability and stability; and

— the existing depreciation approach adequately dealt with the level of asset stranding risk.

The 2014 UT4 DAU was eventually approved by the QCA on 11 October 2016. Aurizon Network was
also required to submit a mandatory DAU, in response to an Initial Undertaking Notice, for the UT5
period no later than 30 November 2016. Given the small period of time that had elapsed between
approval of UT4 and the lodgement of UT5, given the QCA view that there was no material change in
asset stranding risk Aurizon Network’s UT5 proposal retained the depreciation policy arrangements
developed in UT3.

In addition, prior to lodgement of Aurizon Network’s UT5 proposal, the QCA commissioned Resource
Management International (RMI) to prepare an updated independent mine life analysis for the DBCT
catchment in assessing the 2015 DBCT DAU. This affirmed the previous economic life assessment of
2054 for the terminal. Consistent with the prior economic life assessment the QCA considered
prospective projects and resources in the catchment area having regard to DBCT’s geographical
competitive advantage.

However, Aurizon Network notes that except for the QCA'’s initial reliance on an assessment of
resources in the CQCN undertaken by Barlow Jonker in UT1 to support the demand assumptions for
physical asset lives, the economic life constraint for Coal Systems other than the Goonyella System
has not been subject to any formal evaluation based on the economic life of the mines utilising those
systems.

Change in circumstances

The current depreciation policy settings have been in place since UT3, which was approved in June
2010. Consequently, it has been 15 years since the depreciation policy settings have responded to
changes in the long-term demand uncertainty for thermal and metallurgical coal exports from the
CQCN.

A key difference between the current and historical circumstances is that prior reviews were primarily
focussed on supply-side factors. Given recent and prospective technology and policy settings, the
depreciation policy needs to give increasing consideration to the demand-side factors. The demand
for coal carrying train services is derived from the demand for the products produced by Central
Queensland coal producers. Whether those producers are willing to invest further capital to develop
existing or new resources will also be informed by the expected demand for those products.

Aurizon Network considers there has been a clear and material change in circumstances in respect of
the long-term demand uncertainty for coal carrying train services using the CQCN. For example, when
the depreciation policy settings were approved in UT3 the demand conditions for coal were on a
growth trajectory. In recent years coal export forecasts have effectively been steady state, with long-
term demand uncertainty increasing the financial risks of investment in new infrastructure. This is
evident in the progressively changing coal outlook since 2012 based on the projections of the
Australian Office of the Chief Economist, as reproduced in Figure 7-1%4. In addition, Wood Mackenzie
assumes that:

54 Plot reproduced from CEG (2025). North Queensland Export Terminal — Criteria (b): A report prepared for NQXT, August,
Figure 3-2, p.14. Available at: https://www.qca.org.au/wp-content/uploads/2025/07/ngxt-sub-annexure-b-ceg-criterion-b-
aug-2025-public _redacted.pdf
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scenario in Figure 7-3. The BloombergNEF®¢ pathway assumes the levelised cost of hydrogen and
electrification is lower than the cost of carbon capture and storage, which significantly reduces coal’'s
contribution to steel production as shown in Figure 7-3.

Figure 7-3 Pathway to net-zero emissions for global steel production in 2050, by process, in
BloombergNEF’s Net Zero Scenario

Source: BloombergNEF, Scaling Up Hydrogen: The Case for Low- Carbon Steel A BNEF and Climate Technology Coalition
White Paper, January 11, 2024, p.3. Available at: https://assets.bbhub.io/media/sites/25/2024/01/Scaling-Up-Hydrogen-The-
Case-For-Low-Carbon-Steel-Bloomberg-New-Economy.pdf

Again, the BloombergNEF White Paper is not a projection. It is an assessment of the conditions and
policy settings that need to be in place for steel production to achieve net zero by 2050 and for coal to
have a reduced contribution to the sector. These policy settings are likely to involve carbon pricing
and subsidies, with BloombergNEF also noting that without these policies "Low-carbon production
never outcompetes the cheapest existing [BF-BOF] plants but can become a competitive option
compared to building a new coal-fired plant."®” It is a clear example of the uncertainties associated
with estimating the long-term demand for metallurgical coal beyond the ten-year Term of the 2025
UT5 DAAU.

Due to the importance the QCA has placed on the need to demonstrate a material change in asset
stranding risk to support a change in depreciation policy, Aurizon Network commissioned NERA to
prepare a report on depreciation approaches for the Term of the 2025 UT5 DAAU, including whether
there has been a change in the long-term demand outlook since the depreciation policies for the
CQCN were last reviewed (refer Attachment C).

In summary, NERA identifies the following.

In between its 2017 and 2024 World Energy Outlook (WEO) forecasts, the International
Energy Agency (IEA) has revised down its outlook for global coal use. For example, in the
lowest usage case scenario, the global coal trade in 2050 could fall below Queensland’s

5 BloombergNEF, Scaling Up Hydrogen: The Case for Low- Carbon Steel A BNEF and Climate Technology Coalition White
Paper, January 11, 2024, p.3. Available at: https://assets.bbhub.io/media/sites/25/2024/01/Scaling-Up-Hydrogen-The-
Case-For-Low-Carbon-Steel-Bloomberg-New-Economy.pdf

67 BloombergNEF (2024) The Cost of Decarbonizing Industry is High, But Within Reach.

https://about.bnef.com/insights/industry-and-buildings/the-cost-of-decarbonizing-industry-is-high-but-within-reach/
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current level of production. The higher demand scenarios are not as stark, but it is impossible
to know which scenario is most likely.58

This is shown in Figure 7-4, which is reproduced from the NERA Report.

Figure 7-4 IEA: Global demand outlook 2017 vs 2024 (billion tonnes)

Key points to note are as follows.

— Australian coal exports are dependent on the maintenance of strong trade relationships, some
of which have become increasingly fraught in the past decade. For example, a recent dispute
between Australia and China led to a two-year cessation of exports to China.

— On the supply side, coal production in Australia has become increasingly unpopular
domestically among investors and the general population for environmental reasons. While
this trend does not appear to have significantly influenced state or federal policy with respect
to coal exports, these policy changes could be coming. Nevertheless, timeframes for mine
approvals are extending and increasingly subject to legal challenge®®.

— Due to the perception of regulatory risk as well as their own public pledges to act on climate-
related risks, banks, insurers and other similar institutions may limit finance and insurance that
is available to coal mines. If financing for new and existing mines becomes restrictive, this

% NERA (2025). Depreciation approaches at UT6, Prepared for Aurizon Network, September, p.2.

% For example, the approvals process for the New Acland Mine was completed in 2022 some 10 years after revisions to project
proposal accepted by Commonwealth Minister for the Environment. See
https://www.statedevelopment.qld.gov.au/coordinator-general/assessments-and-approvals/coordinated-projects/completed-
projects/new-acland-coal-mine-stage-3-project
In addition, on 24 July the NSW Court of appeal remitted the approval of the Mount Pleasant mine extension back to the
Land and Environment Court to consider the impact of scope 3 emissions on the local environment. Denman Aberdeen
Muswellbrook Scone Healthy Environment Group Inc v MACH Energy Australia Pty Ltd [2025] NSWCA 163.
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could mean a progressive reduction in coal production in the Central Queensland mine
systems ™,

Responding to long-term demand uncertainty

Economic regulators are increasingly adopting a more precautionary approach to managing asset
stranding risks. This largely reflects the concern that if a regulator waits for more information to reduce
the uncertainty of long-term demand, then it will not have the ability or tools necessary to respond to
the change in circumstances. That is, asset stranding becomes a consequence of the ‘do nothing’
approach. Consequently, it is preferable to take reasonable steps to reduce asset stranding risk
where this does not result in a material price increase for existing customers.

It also reflects the fact that depreciation policy changes (when appropriately implemented) meet the
necessary condition of being NPV neutral, as observed by the AER in the context of gas networks:

Accelerating regulatory depreciation changes the timing of cash flow to the regulated gas
network businesses but does not change the value (in net present value terms) of the costs
that regulated businesses recover. It does not add to the costs of providing network services
or gas access prices in net present value terms.

Regulatory depreciation can be reviewed at each access arrangement review and it can be
adjusted as circumstances change in the future. It can be calibrated at later time intervals to
address any material estimation errors made previously.”

NERA notes that "regulators in Australia, the UK, and New Zealand have all recently implemented (or
adjusted) accelerated depreciation or other compensation methods to account for asset stranding risk
created by increasing demand uncertainty."”2 Given the potential material adverse effects discussed
above of a strict reliance on evidence-based decision-making, NERA summarises that regulators
have begun to adopt precautionary or probabilistic approaches to reflect the high level of risk that
potential asset stranding poses to network owners and the costs to consumers.

This is particularly relevant to ESG- and fossil fuel-exposed sectors such as gas distribution. NERA
cites numerous examples of where regulators have adjusted policies in response to longer term
demand uncertainty, including the following.

— The Economic Regulation Authority of Western Australia’s decision to apply the Window of
Opportunities Past (WOOPS) framework to cap the economic life of the Dampier to Bunbury
Pipeline to 2063 citing “current technological and policy uncertainties and their implications for
the future usefulness of natural gas pipelines”’s.

— The AER demonstrating a willingness to act in a precautionary manner as demonstrated in its
Jemena Gas Networks decision to “allow a “measured start” to accelerated depreciation for
Jemena Gas Networks in NSW in the 2025-2030 period as a “precautionary step” given
uncertainty around future demand”.”

— The UK energy regulator, Ofgem, has previously applied a sum of digits approach to
accelerated depreciation in applying this to gas distribution networks. In its recent draft

° The reduction in banking and insurance services to the coal mining sector was publicly scrutinized by the Joint Standing
Committee on Trade and Investment Growth in 2021 with its inquiry into “The Prudential Regulation of Investment in
Australia's Export Industries”

"1 Australian Energy Regulator (2021). Regulating Gas Pipelines under Uncertainty, Information Paper, November, p.31.
Available at: AER Information Paper - Regulating gas pipelines under uncertainty - 15 November 2021.pdf

2 NERA (2025). p.26.

3 Economic Regulation Authority (2021). Final decision on proposed revisions to the Dampier to Bunbury Natural Gas Pipeline
access arrangement 2021 to 2025, April, p.351.

4 NERA (2025). p.27.
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Moura

The Moura System has a few properties that materially differentiate that system from other Coal
Systems within the CQCN, including:

— there is no interconnectivity with other Coal Systems (meaning that a reduction in demand
cannot be offset by a rerouting of traffic originating in another Coal System);

— there is a small number of operational coal mines, with System throughput predominantly
represented by two coal mines; and

— the System output is expected to become predominantly thermal coal as the current Dawson
metallurgical coal reserves deplete.

Aurizon Network has therefore determined that the current economic life constraint of 2055 for the
CQCN should not apply to the Moura System. Aurizon Network’s analysis of the Moura WAML
indicates an economic life constraint of 2048 that should be applied to this Coal System for the First
Reset Period. The economic life constraint to apply to Moura in the Second Reset Period will be
subject to detailed review prior to the Second Reset Date.

There are similar characteristics between the Moura System and Queensland Rail's Western Coal
System in that the cessation of production from one of the two major producers in the System would
have a material impact on Access Charges for remaining producers. In addition, and like the Western
System, not all Rail Infrastructure in the Moura System is common to all users in that system (which
has a combination of short and long hauls). In approving Queensland Rail’'s 2025 Draft Access
Undertaking, Queensland Rail proposed, and the QCA accepted, a 19-year economic life based on
marketable reserves.

Current and prospective coal mines

The Moura system currently has three operating coal mines - Dawson, Baralaba North and Callide.
These are examined below.

1. The Dawson Complex

The Anglo American owned Dawson Complex holds marketable reserves for both
metallurgical and thermal coal. Production is currently solely metallurgical coal for export
markets under the current ownership.

The Ore Reserves and Mineral Resources Report 20238 shows an estimated reserve life of
13 years comprising:

— 64.6 million saleable tonnes of metallurgical coal; and

- 26.3 million saleable tonnes of thermal coal.

As part of a sale process, on 2 March 2025 Anglo American published its Ore Reserves and
Mineral Resources Report 2024, which included revisions to the Dawson Complex’s reserve
life to 23 years (31 December 2047) comprising:

- 101.6 million saleable tonnes of metallurgical coal; and

— 67.3 million saleable tonnes of thermal coal.

81 Anglo American (2024). Ore Reserves and Mineral Resources Report 2023, March, p. 77. Available at:
https://www.angloamerican.com/~/media/Files/A/Anglo-American-Group-v9/PLC/investors/annual-reporting/2023/anglo-
american-ore-reserves-and-mineral-resources-report-2023.pdf
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Wood Mackenzie “expects the share of thermal coal production to increase in Dawson'’s total
coal production as the mine’s coal quality declines. The mine is expected to become a
predominant thermal coal (51%) mine by 2037 and will continue to produce more volumes of
thermal coal than metallurgical till the end of its life".8?

Wood Mackenzie also notes that the mine produces high-rank coal and is expected to
experience strong demand in the longer term but the decline in share of metallurgical coal
also poses a downside risk.

2. Baralaba North Mine

The Baralaba North Mine, owned by Baralaba Coal, no longer produces metallurgical coal.
Coal production in FY2023 and FY2024 was approximately 1.5 million tonnes per annum of a
PCI product solely for export markets. Based on Wood Mackenzie's estimates of reserves
and production the mine is expected to cease production by 2035 once existing reserves are
depleted. Wood Mackenzie does not expect the company to undertake further exploration or
convert resources to reserves for this mine as it moves to develop the Baralaba South pit.

3. Callide

The Callide mine, owned by Batchfire Resources, is the only operational sub-bituminous coal
mine utilising the Moura or Blackwater Systems. While the product has a low calorific value of
4,650 kcal/kg Gross As Received (GAR) it also has a low level of impurities such as sulphur.
Approximately two-thirds of the coal production is for domestic consumption. Wood
Mackenzie anticipates that the share of exports is expected to grow over the longer term as
domestic demand declines.

Due to the lower quality coal, export demand for Callide product is at risk under various
decarbonisation scenarios, with seaborne demand for low-rank coal expected to decline
significantly by 2050. However, Wood Mackenzie notes that newly constructed power plants
having supercritical and ultra-supercritical boilers in India and other Southeast Asian countries
are designed to burn bituminous and sub-bituminous coal. Callide’s low-cost structure and
market proximity improves its position in this declining market but remains at substantial risk
under decarbonisation scenarios.

4. Moura development projects

Wood Mackenzie has identified only one prospective coal project in the Moura System. This
is the Baralaba South project, which is expected to commence production in 2036 to coincide
with the closure of the Baralaba North pit. The mine is expected to produce only low-volatile
PCI coal over its expected life.

Moura Reserve Life estimate
Aurizon Network has evaluated the economic life constraints using two approaches:

— the longest-lived significant metallurgical coal mine; and

— WAML based on current and known marketable reserves.

82 Wood Mackenzie (2025). Weighted Average Mine Life for Blackwater and Moura Coal Systems, Prepared for Aurizon
Network, August, p.17.
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Longest-lived substantive metallurgical coal mine

The premise of the longest-lived substantive coal mine is that while the most significant mine or
collection of mines continues to operate, it will likely remain economic for the owner of the facility to
continue to service them. That is, there is sufficient output from remaining mines such that Access
Charges would remain affordable for those mines to continue operating.

The longest-lived substantive mine approach has been applied by the Independent Pricing and
Regulatory Tribunal (IPART) since its 2014 Review of the Rate of Return and Remaining Mine Life
under the NSW Rail Access Undertaking® and is applied by:

— identifying those mines with substantive annual production (although this is not defined and is
a matter of judgement based on relevant circumstances)®; and

— de-mining the longest lived mine by dividing marketable coal reserves by annual production.

IPART extended its approach in its 2019 review to include only existing mines in production noting:

In this review, we have added a further step, which is to consider the impact of regulatory
uncertainty, particularly around investment in fossil fuel, and increased energy efficiency and
cost efficiency of renewable energy forms. We have used this information to determine an
appropriate balance between reducing the risk of asset stranding and moderating customer
price impacts.%

Aurizon Network agrees with the need to consider a broader range of factors in assessing the
longest-lived substantive mines under different demand scenarios. In this context, Aurizon Network
considers it prudent to restrict consideration of the longest-lived substantive mines to those that
produce metallurgical coal as this is more representative of the likely demand under more aggressive
decarbonisation scenarios.

As noted in the discussion above:

— the existing metallurgical coal reserves for the Dawson Complex are expected to be
substantively depleted by the end of the current estimated reserve life of 23 years; and

— Baralaba Coal’'s annual PCI coal production of 1.5 million tonnes per annum is not sufficiently
substantive to support recovery of the investment in the Moura Coal System with the current
2055 economic constraint.

In an aggressive decarbonisation scenario where the demand for thermal coal is substantively
reduced prior to 2050, the Dawson mine is the longest-lived substantive metallurgical coal mine with
an estimated reserve life of 23 years.

WAML

Aurizon Network commissioned Wood Mackenzie to develop WAML estimates for the Blackwater and
Moura Coal Systems under the following assumptions (refer Attachment D):

— JORC marketable reserves weighted by reserves;

8 https://www.ipart.nsw.gov.au/Home/Industries/Transport/Reviews/Rail-Access/Review-of-rate-of-return-and-remaining-mine-
life-from-1-July-2014/15-Jul-2014-Final-Decision/Final-Report-and-Decisions-NSW-Rail-Access-Undertaking-Review-of-
the-rate-of-return-and-remaining-mine-li-1

84 Aurizon Network considers a mine will be considered to be in “substantive production” if its expected output is sustainable
and sufficient to allow for recovery of Aurizon Network’s ‘efficient costs’ (as defined in section 168A of the Act) of providing
the service in the Moura System.

8 Independent Pricing and Regulatory Tribunal (2019). Rate of Return and Remaining Mine Life, 2019 to 2024, Final Report,
July, p.20.
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— weighting by Wood Mackenzie’s marketable production; and
— weighting by Wood Mackenzie's estimates for marketable reserves.

All three of these approaches produce a WAML for the Moura system of between 19 and 23 years.

Aurizon Network acknowledges that coal mine marketable reserves are subject to periodic revision
where further investment in the resource is made to convert resources to reserves. The timing and
reasons for making this investment is dependent on a range of factors, including the likely demand for
the product. The tenement owner will likely only commit the funds necessary to develop the resource
where there are reasonable prospects of that resource being extracted. These decisions will
incorporate and reflect the information prevailing at the time that decision is made.

The demand for coal carrying train services in the Moura System is likely to extend beyond 2048
through the conversion of resources to reserves. For example, Wood Mackenzie has also identified
the possibility of a substantive increase in marketable reserves for both Callide and Dawson.
However, an assessment as to whether this investment occurs and whether the tenement is
developed to extract that resource is speculative as it is ultimately at the discretion of the tenement
holder. That is, where demand, price or cost conditions are unfavourable then the tenement holder
has the option not to develop the tenement.

Given the resources at Callide and Dawson are assumed to be predominantly thermal deposits, then
retaining the economic life constraint for the Moura System transfers the asset stranding risks
associated with resource conversion to either other remaining users in the Moura System or to
Aurizon Network.

This type of speculative demand risk that is at the commercial discretion of a small number of
tenement holders is an asymmetric risk that is uncompensated in the rate of return. Consequently, it
may also be necessary for other users within the CQCN to contribute to the recovery of the residual
capital base if the economic life constraint remains at 2055 and production volumes decline
significantly if existing mine lives are not extended through further investment.

The issue of whether prospective reserves should be included in the estimation of the WAML was
evaluated in the ACCC's review of ARTC’s 2017 Hunter Valley Access Undertaking proposal.
Geoscience Australia’s advice to the ACCC was to exclude resources from the WAML estimation
noting:

Given the uncertainties regarding the coal outlook, Geoscience Australia suggests that the
ACCC gives some consideration to the ARTC's position that only those prospective resources
that are deemed by both the producer and the ARTC as being certain of production in the
near future be included in the 2017 HVAU, with periodic review.®®

In contrast, in evaluating the economic life of DBCT in its 2015 Draft Decision on the 2015 DBCT
DAU, the QCA had regard to the likely supply of coal over the life of the terminal, which necessarily
includes some estimation of resource to reserve conversion and the development of new mine
projects. Aurizon Network has carefully considered the QCA'’s reasoning in this decision and has not
sought to reduce the economic life of the Blackwater System from the current 2055 constraint for
similar reasons, including:

— adiverse number of operating mines that are predominantly metallurgical coal; and

8 Geoscience Australia (2017). Geoscience Australia advice to the Australian Competition & Consumer Commission regarding
certain geotechnical aspects of the Australian Rail Track Corporation submission to the 2017 Hunter Valley Coal Network
Access Undertaking, p.18.
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— the prospect of further substantive mine development projects.

These conditions are not present in the Moura System and Aurizon Network considers that retaining
an economic life constraint for the Moura System beyond 2048 does not satisfy the statutory
requirements that Aurizon Network should be able to expect to recover the economic value of its
investment in the Moura System.

While there is a non-trivial probability that the existing mines in the Moura System will continue
production beyond 2048, there is also a probability that one or mines may cease operation prior to
that date in response to adverse movements in the demand for their products. Both outcomes involve
uncertainties that can only be resolved over time as more information becomes available.

Whether the WAML should incorporate estimates for resource conversion should consider the
consequences of error in its determination, and the materiality of the impact of their exclusion.

Periodic WAML review

There are various inputs into the estimation of a WAML, including whether the marketable reserves
and production rates have been over- or under-stated. The risk of this over- or under-statement of a
WANML also increases as the number of large producing mines in a system decreases (and the
estimate can be statistically biased), as is the case with the Moura System.

The appropriate mechanisms to address these types of issues is through periodic re-evaluation of the
WANML to incorporate new information as it becomes known, including information regarding future
events, as has occurred through successive reviews in the Hunter Valley.

Aurizon Network has included a requirement in the 2025 UT5 DAAU to consult on and revise the
Moura economic life constraint prior to 30 June 2031 to incorporate new information regarding the
expected demand and supply conditions (including updates to marketable reserves) for the Moura
System. It is reasonable to conclude that should the producers in that Coal System have confidence
in the ongoing demand for their products, they will undertake further exploration expenditure to
convert resources to reserves prior to the First Reset Date.

Additional Change Events at the Second Reset Date

Aurizon Network has also sought to ensure that the term of the Access Undertaking remains flexible
to foreseeable events that might require further revision to the economic life constraint of the CQCN.
As described in section 7.2, Aurizon Network has discussed with the Customers to review the
economic life at the Second Reset Date.

As evident in the export volume scenarios in Figure 7-2, the two most significant scenarios that effect
long-term demand for coal exports are:

— supply-side driven through regulatory intervention in the development of new coal mines in
Queensland; and

— demand-side driven through commercial, political and financial levers to achieve NetZero by
2050 or earlier.

In this context, NERA recognises that the proposed depreciation policies are not sufficient to mitigate
asset stranding risk under these scenarios and that further regulatory intervention would be
necessary:

In the more negative cases, like the Carbon Shock scenario, tariffs increase substantially
under both approaches in the final period, but by materially more under the Existing
Approach. We expect that in these scenarios, further policy changes would be required to
ensure that the full remaining value of CQCN is not paid for only by the few remaining
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customers in the few remaining years (which in any case would probably create a demand
death spiral in the face of these high tariffs).8’

In preparing the draft amendments Aurizon Network sought to link the supply-side Change Event to a
change in law that has the effect of preventing the development of metallurgical or thermal coal mines
in Queensland. This approach considered the possibility that given metallurgical coal’s role in the
energy market transition, a change in law may be limited to preventing the development of thermal
coal mines.

As various Coal Systems have differing degrees of exposure to thermal coal resources, this would
likely result in a review of the economic life constraint for select individual coal systems (i.e.,
Blackwater). It will inevitably be metallurgical coal producers in these Coal Systems that assume the
costs and risks of a curtailment in total coal production associated with the prevention of new thermal
coal mines. However, this position was not supported by the Customers and the Change Event has
been specified as a change in law that has the effect of preventing the development of new coal
mines.

The proposed Change Events are intended to ensure a timely regulatory response to triggers driving
changes to coal volume profiles that would likely eventuate under these scenarios.

2035 review

The economic life constraint does not represent a point in time when services will cease to utilise one
or more Coal Systems in the CQCN. Aurizon Network expects the demand for coal carrying train
services to continue well beyond 2055. This raises the pertinent question as to when the economic life
could be potentially extended beyond 2055 to ensure prices reflect the economic value from the use
of Rail Infrastructure.

Aurizon Network considers expiry of the 2025 UT5 DAAU Term to represent an appropriate point in
time for this review. In 2037 the remaining economic life of most systems will be 18 years. As this is
less than the 20-year cap the regulatory review period commencing in FY2035 represents an
appropriate point in time to assess whether the maximum economic life should be maintained at 20
years at that reset date.

Capital recovery rate

The implications of RAB indexation

The current regulatory financial model was established in the original UT1 Access Undertaking, which
reflected the prevailing theories regarding utility regulation and an assumption of GDP-linked demand
growth. This was broadly reflected in the application of straight-line depreciation over the physical
asset lives. Early regulatory designs also applied current cost accounting principles that were
intended to ensure the asset base reflected the current cost of replacing the existing asset in the
current period. This would also be the benchmark in a workably competitive market and therefore the
regulatory cost base would reflect efficient prices.

This model would require periodic revaluation of the asset base to ensure the assets continued to
reflect current replacement costs. Due to the costs and complexity of estimating depreciated
optimised replacement costs (DORC) regulators ‘locked-in’ the value of the RAB based on the most

87 NERA (2025). Depreciation approaches at UT6, Prepared for Aurizon Network, p.6.
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recent DORC valuation and applied the principle of financial capital maintenance® to the RAB to
avoid windfall gains or losses to service providers and consumers.

The principle of financial capital maintenance was also the basis for inflation indexation of the RAB to
provide a real return to investors in regulated assets. However, indexation is not a necessary
condition for providing investors with a real return on capital. Inflation indexation is seen as providing
additional benefits to utility regulation, in particular®:

— the back-loaded capital recovery profile maintains real prices and revenues on a growing
demand base over time and therefore supports inter-temporal equity between current and
future users in terms of responsibility for capital recovery; and

— sustaining capital expenditure on a steady state asset with a uniform distribution of asset lives
also matched depreciation with replacement capital expenditure and maintained the value of
the RAB in real terms.

However, these conditions do not hold where:

— the economic life is truncated to less than the physical asset lives; and

— the long-term demand profile is either stable or declining.

While these conditions hold for assets with perpetual demand such as water pipelines and electricity
transmission grids they did not hold for assets with a finite and long-term declining demand such as
the CQCN. Accordingly, the back-loading of capital recovery is contrary to the legitimate interests of
the service provider. It increases the asset stranding risk and does not facilitate the recovery of the
capital base from the larger customer base over the short- to medium-term. This point is also
recognised in the Australian Energy Market Commission’s assessment of the regulatory treatment of
gas distribution in the Netherlands regulatory framework:

The purpose of RAB indexation is to maintain the regulatory value of the RAB in real terms
over time so that current network users pay the same amount in real terms for the same
service as future users. With the expected decrease in the use of the natural gas network this
may lead to a situation in which a decreasing number of natural gas network users bear the
cost of the inflation compensation. By using a nominal WACC instead, this has the effect of
bringing forward the timing of when the business is compensated for inflation. ACM
considered this approach better suited the expected decline in the use of the natural gas
network.%°

For these reasons, Aurizon Network has discussed with the Customers to:

— maintain RAB indexation for all assets included in the RAB prior to 1 July 2027; and

— apply no indexation to all assets entering the RAB from 1 July 2027.

Straight-line depreciation will continue to be applied to all assets, over the lesser of the physical asset
life or the economic life constraint.

8 The financial capital maintenance principle, which is also referred to as the NPV=0 principle, is the requirement that the
present value of expected capital charges for an asset over its economic life should be equal to the initial asset value or
purchase cost

8 See AER discussion at: https://www.aer.gov.au/system/files/Fact%20sheet%20-
%20Indexation%200f%20the%20requlatory%20asset%20base. pdf

% Australian Energy Market Commission (2025). National Gas Rule Amendments 2026 (Gas networks in transition):
Consultation Paper, 18 September, p. 54. Available at: https://www.aemc.gov.au/sites/default/files/2025-
09/Consultation%20paper%20-%20GRC0082%20-%20Gas%20networks%20in%20transition.pdf
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It is evident from this example that the profiles of depreciation expenses and RAB values are not
materially different between the accelerated depreciation with indexation and straight-line depreciation
without indexation options, where the remaining asset life is subject to periodic reset. This is not
unexpected as the application of straight-line depreciation without indexation is substituting one form
of accelerated depreciation with another. The key difference is that straight-line depreciation without
indexation does not continue to back-load capital recovery. That back-loading requires higher rates of
depreciation on a higher asset value as the asset approaches the economic life constraint, which is
also where the long-term demand is most uncertain.

Aurizon Network recognises that the removal of RAB indexation for all assets within the RAB would
have a larger pricing impact on current and expected demand in the short- to medium-term. This
would be inconsistent with Aurizon Network’s objectives in setting its depreciation policy (refer section
7.3). Therefore, Aurizon Network has discussed with the Customers to restrict the application of
straight-line depreciation without indexation to assets entering the RAB from the First Reset Date.

While this has the effect of implementing a differentiated depreciation policy between existing and
new assets, this should not be an impediment to its implementation as:

— the current depreciation policy arrangements are already differentiated, and the complete
depreciation proposal retains a differentiated approach using two methods;

— adifferentiated approach is necessary to avoid the price impacts from the application of
straight-line depreciation without indexation to the entire RAB,;

— as discussed above, in Ofgem’s approach to gas distribution it is not unusual for differential
depreciation policy arrangements to apply to current and new assets.

The application of straight-line depreciation without indexation will partially transition to this approach
for all assets as asset replacement progressively replaces expiring assets in the RAB over time.

Aurizon Network also notes this policy is also consistent with the negotiated outcomes between
Dalrymple Bay Infrastructure and DBCT users to apply straight-line depreciation without inflation
indexation on the NECAP program. The key difference between Aurizon Network’s proposal and the
DBCT NECAP arrangements is that Aurizon Network will continue to apply a consistent real rate of
return target by indexing new assets in the RAB by the difference between forecast and actual
inflation, as discussed in the Chapter 6.

Overall impacts

The changes to the depreciation policy that reflect Aurizon Network’s discussions, have no impact on
prudent capital expenditure added to the RAB between 1 July 2009 and 30 June 2027, which
represents approximately two-thirds of the expected RAB opening asset value in FY2028. For major
project costs such as GAPE and the Wiggins Island Rail Project there is no change to expected RAB
values or net depreciation associated with these changes.

The main impact of the depreciation policy change is the application of accelerated depreciation to the
pre-1 July 2009 assets of which, as of 1 July 2027, 52% will comprise the original valuation assets.

The composition of pre-1 July 2009 assets is shown in Figure 7-7. The declining, then static, profile of
the original valuation assets broadly reflects the track, signalling and electrical assets reaching the

end of their physical lives, with the longer life assets such as bridges, culverts and earthworks having
their asset lives capped at 2055. With the exception of the Moura System, which has some remaining
track infrastructure, the endorsed asset lives of the original valuation assets in other systems is 2055.
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Figure 7-7 Opening asset values of Pre-1 July 2009 RAB assets®! ($b)

The practical effect of the depreciation policy change on the original valuation assets is to increase
the rate of depreciation from 1 July 2027 by applying a remaining asset life of 20 years as opposed to
28 years.

The combined effects of applying accelerated depreciation to pre-1 July 2009 assets and removal of
forecast inflation indexation on capital expenditure from 1 July 2027 is to front-load capital recovery
and reduce the value of the RAB relative to the current depreciation policy. As shown in Figure 7-8,
for a given capital expenditure profile, the 2025 UT5 DAAU depreciation policy would reduce the
closing value of the RAB in FY2037 by approximately 6.4%.

Figure 7-8 Indicative RAB values over First and Second Reset Periods ($b)

The initial impact of the front-loading in the First Reset Period is to increase the depreciation expense.
As the value of the assets subject to non-indexation in the RAB increases over time and the value of
the pre-1 July 2009 assets reduces with accelerated depreciation, the depreciation expense
decreases over the Second Reset Period, as shown in Figure 7-9.

91 Note: UT1 capital expenditure was added to the value of the RAB at the end of the UT1 regulatory period and therefore are
included in RAB roll-forward at the UT2 commencement date.
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Figure 7-9 Variation in depreciation expense with 2025 UT5 DAAU depreciation policy ($m)

The aggregate effect of the 2025 UT5 DAAU depreciation policy changes on net depreciation, return
on assets and tax allowances is shown in Figure 7-10. The year one impact is 2%, increasing to 3% in
year five (FY2032), before declining in the Second Reset Period. The order of magnitude of these
variations is consistent with the objective that changes to depreciation policy should avoid a material
increase in Access Charges, while providing a proportionate response to the increase in long-term
demand uncertainty.

Figure 7-10 Indicative pre-tax Allowable Revenues with 2025 UT5 DAAU depreciation policy changes ($b)

NERA assessment

Aurizon Network commissioned a report by NERA to independently model and evaluate the impact of
the 2025 UT5 DAAU depreciation policy changes on both the short- and long-term average price of
access in the CQCN. NERA was provided with indicative volume and capital expenditure profiles
associated with three scenarios:

Base Case scenario, which essentially assumes business as usual;

Carbon Constrained scenario, in which Asian seaborne demand is lower due to China’s thermal
self-sufficiency, a higher share of scrap-based Electric Arc Furnace in crude steel production and
early retirement of coal-fired power plants driven by government policy and a significant reduction
in renewable energy costs; and

Carbon Shock scenario, in which global demand for coal exports drops significantly, sharply
reducing usage across all Coal Systems.
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These scenarios coincide with the ‘Current Economics’, ‘Carbon Constrained Asia’ and ‘Rapid
Decarbonisation’ scenarios in Aurizon’s Sustainability Report, which were shown in Figure 7-2. These
scenarios were chosen to represent the range of plausible scenarios. For example, the volume profile
for the ‘Mine/Regulatory-Constrained Australia’ scenario (refer Figure 7-2) lies between the ‘Carbon
Constrained Asia’ and ‘Rapid Decarbonisation’ scenarios.

Importantly, the volume and capital expenditure profiles provide to NERA do not represent a forecast
or projection. Rather they represent a plausible profile broadly in line with third party outlooks such as
those provided by the International Energy Agency. NERA's findings are provided in Table 7-7.

Table 7-7 Average CQCN tariff levels by Access Undertaking period ($/Net Tonne)

Source: NERA Economic Consulting, Depreciation Approaches at UT6, Page 6

It is evident from the NERA analysis that:

the 2025 UT5 DAAU depreciation policy changes have only a modest impact on access prices;
the changes do not reduce Reference Tariffs in nominal terms;

should the more negative scenarios become more likely in the future, then further adjustments
to depreciation policy would be necessary to provide a reasonable expectation that the value
of the assets in the RAB will be returned to investors.

These findings lead NERA to conclude:

Even in an outlook of enduring use of CQCN (i.e. Base Case conditions), a modest
frontloading of revenues would not materially harm customers today. In fact, in every single
case we model, the accelerated depreciation that Aurizon proposes (including the 2048
Accelerated WAML) serves to flatten tariffs that would otherwise increase under the Existing
Approach. In no case does the Proposed Approach produce decreasing tariffs over time,
which could be a sign of a policy that goes too far to accelerate depreciation...

On the other hand, in an outlook of rapidly declining use of the network, the Proposed
Approach could substantially reduce the burden faced by the few remaining users of the
service and/or mitigate the costs investors in the rail network could be required to bear if
assets are stranded.®?

%2 NERA (2025). p.7.
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access seekers to current access holders and seekers, through higher depreciation charges over the
forthcoming regulatory period (s. 138(2)(e)”.%*

It may also be an outcome that not aligning the economic life constraint with a WAML based on
marketable reserves (with periodic review) has the opposite effect of burdening future access seekers
with higher average access prices. However, these concerns are unlikely to be applicable to the
circumstances in the Moura System. As there are no identifiable development projects from new
entrants with coal tenements, then the current Access Holders are also the future Access Holders.

Consequently, the costs of the reduction in the economic life constraint in the Moura System are
borne by current users, who are also the beneficiaries of that reduction by not facing higher Access
Charges in the future. While there is likely to be some transfers between these users through changes
in relative production over time, these matters are neither predictable nor within Aurizon Network’s
control and therefore should not be a relevant consideration as to whether the proposal results in
intertemporal transfers.

Lastly, given the expected declining proportion of coking coal in the production mix in the Moura
System over time, the truncated capital recovery period and capital recovery profile proposed for the
Moura System more closely reflects the expected declining resource rents in that system over time.
This therefore best promotes the economically efficient investment in, operation and use of the Moura
System.

Conclusion: economic life constraint for Moura

In summary, the reduction in the Moura economic life constraint to 2048 better satisfies the statutory
criteria relative to the maintenance of the current economic life constraint of 2055.

9 Queensland Competition Authority (2015). Draft Decision, DBCT Management’s 2015 Draft Access Undertaking, April, p.128.
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Figure 8-1 Aurizon Network’s operating expenditure categories

Current UT5 arrangement

The NOEA is currently a fixed allowance of $135.6 million per annum, with an annual adjustment
where actual CPI in any given year exceeds 2.37%. This was an outcome negotiated with customers
that heavily incentivised Aurizon Network to manage its cost base.

The fixed allowance of $135.6 million was originally determined by referencing the QCA'’s
determination of Aurizon Network’s operating expenditure allowance for FY2021 (being the last year
of the original UT5 regulatory period) in its December 2018 Final Decision on Aurizon Network’s 2017
UT5 DAU® (refer Figure 8-2). This amount was then held constant in nominal terms from FY2022 to
FY2027.

Figure 8-2 QCA's Final Decision on Aurizon Network’s UT5 operating expenditure ($m)

Source: Queensland Competition Authority (2018). Decision, Aurizon Network’s 2017 Draft Access Undertaking, December,
p.95.

The EOA compensates Aurizon Network for the third party costs incurred in the supply of electricity to
Railway Operators of electric traction services through its overhead distribution network in the

% Queensland Competition Authority (2018). Decision, Aurizon Network’s 2017 Draft Access Undertaking, December, p.95.
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Goonyella and Blackwater Systems. The EOA captures the component of Risk and Insurance costs
associated with electrical feeder stations. It also includes Transmission and Connection costs, which
are essentially a pass-through, with any changes from the approved costs in the EOA treated as an

Endorsed Variation Event (Schedule F Clause 5.3).

Relevant business and operating environment

Aurizon Network acknowledges the challenging market conditions faced by all stakeholders across
the CQCN. Coal price volatility remains a persistent feature of the sector, contributing to an
environment of uncertainty for producers and supply chain participants.

Since the approval of the 2017 Access Undertaking, the industry and broader macroeconomic
landscape have undergone significant shifts, which have materially influenced the structure and
trajectory of Aurizon Network’s operating costs. These shifts include heightened safety expectations,
evolving customer and supply chain dynamics and the growing complexity of cyber security risks.
Additionally, increased reliance on data analytics, digital systems and emerging technologies has
introduced new cost pressures. These factors are compounded by broader economic challenges such
as sustained inflation, tight labour markets, rising insurance costs and global supply chain volatility.

Safety

Safety is a core value of Aurizon and is embedded in its operations through a comprehensive Safety
Management System that is aligned with the Office of the National Rail Safety Regulator’s
expectations for performance-driven, hazard-specific risk management. Since 2017, evolving
regulatory standards have directly influenced Aurizon Network’s operating cost base, requiring
sustained investment in systems training and technology to meet heightened safety obligations.

A recent example of regulatory change requiring increased training was the workplace exposure
standard for respirable crystalline silica. To more effectively manage these requirements and ensure
consistent implementation across the business, the Safety partnering function has been transitioned
from a centralised support role to a dedicated function within Aurizon Network. This structural change
reflects the increasing complexity and importance of safety compliance and enables more responsive,
operationally aligned support for Aurizon Network staff.

Customer and supply chain evolution

Since 2017, Aurizon Network has experienced a marked increase in complexity across its customer
base, rail operator landscape and supply chain interactions, which has been driven by shifting market
dynamics and heightened stakeholder expectations. Key developments include:

— ashift from diversified miners (Rio Tinto, BMA) to pure-play and private equity-backed miners
(e.g., Whitehaven, Stanmore, Coronado) with varied risk profiles and capital structures;

— the entry of another new Railway Operator, with One Rail Australia expanding the market from
three to four;

— greater reliance on major terminals like DBCT and RG Tanna to manage throughput (post
BMA'’s asset sales);

— increased stakeholder scrutiny and demand for transparent data and reporting, particularly
around access arrangements and surge capacity;

— arise in capacity transfer requests requiring careful evaluation, co-ordination and formalisation
to ensure regulatory compliance and network integrity;

— elevated stakeholder engagement, with customers and industry participants seeking more
frequent and detailed interaction; and

— enhanced train planning, driven by the adoption of the Daily Rolling Plan initiative that brings
improved responsiveness, reporting and transparency.
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Cyber security

Cyber security has become an increasingly critical focus for Aurizon Network, particularly from 2024
onward as the company has responded to rising digital threats such as the 2024 CrowdStrike incident
and increased phishing scams. The key implications of this include:

— strengthened cyber resilience via increased investment in cyber security infrastructure and
protocols, in alignment with broader industry trends;

— anincreased focus on Operational Technology security given Aurizon Network’s reliance on
operational systems for train control and network management; and

— implementation of a multi-year cyber security transformation program to continue to enhance
and uplift Aurizon Network’s ability to protect against, and respond to, cyber security incidents
or other technology-related disruptions.

Software as a Service and Enterprise Resource Planning

As organisations increasingly embrace Software as a Service (SaaS) models, the traditional approach
to Enterprise Resource Planning (ERP) is undergoing a fundamental shift. Businesses are moving
away from large capital-intensive ERP implementations toward more agile subscription-based
solutions, resulting in subscription and implementation costs being recognised as operating
expenditure instead of capital expenditure.

Further, SAP announced that mainstream maintenance for its ECC (ERP Central Component) will end
in 2027, with extended support available only until 2030 (at a premium cost). This has created a hard
deadline for companies to migrate to SAP’s next generation ERP platform, S/4 HANA.

A fully supported ERP system is essential to maintain system stability, enable regulatory compliance,
manage cyber security risks and adopt continued innovations. Aurizon Network and the Aurizon
Group are in the process of developing and delivering an ERP program transition over the next four
years, with forecast completion in FY2028 or FY2029. The program is currently at the pre-feasibility
stage and therefore the costs are unable to be forecast with sufficient accuracy at this time. Given the
nature of the costs to be incurred relate to subscriptions and implementation, they will be recognised
as operating expenditure rather than a depreciable capital asset.

Digitisation, data analytics and emerging technology

Digitisation is increasingly seen as a strategic enabler across infrastructure and heavy industry
(mining, oil/gas, rail). Whilst the pace and maturity of adoption vary, there is a clear trend towards
leveraging technologies such as automation, data analytics, the Internet of Things (e.g., for condition
monitoring) and digital asset management. These are being employed to improve efficiency, safety
and long-term sustainability by enhancing reliability and reducing lifecycle costs®®.

Aurizon Network is at various stages of this digital transformation, laying the foundations through
initiatives like:

— enhanced asset data accuracy via Network Asset Management System investment;

— the integration of current and future condition monitoring technologies;

— the exploration of data-driven maintenance, renewal and planning models;

— scheduling optimisation and implementation of the Daily Rolling Plan initiative.

9% Hatch (2024). The future of railway maintenance: Optimizing condition monitoring and assessment, October; Hatch, EY
(2023). How artificial intelligence can unlock a new future for infrastructure; EY, AFRY (2023). Mining digitalisation: Turning
challenges into opportunities; AFRY, Bentley Systems (2023). Digital twins drive better outcomes across the rail asset
lifecycle.
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As Aurizon Network increasingly relies more heavily on data to inform scheduling, asset management
and operational decisions, the need for specialist skills in data science, engineering and digital
systems has grown, and is likely to continue to grow, rapidly. It is evidenced through the engagement
with customers that data-based decision-making is key in seeking approval for forward-looking
expenditure.

Workforce strategy: Balancing capability, retention and efficiency

Aurizon Network has navigated, and continues to navigate, workforce pressures amid a tightening
labour market and competition from major Queensland and national infrastructure and energy projects
such as Cross River Rail, CopperString 2032, Inland Rail, the broader energy transition and cyclical
mining operations. As Aurizon Network has staff in regional areas and capital cities, the competition
for labour is not limited to one geographical location. Key pressures include rising wage costs, skills
shortages and an ageing workforce.

Enterprise agreements (EAS) ratified in 2023 and expiring in 2027 are escalating at 4.5%
(Infrastructure EA) and 3.3% (Staff EA) per annum, contributing to cost growth. Insights
communicated to customers during the July 23 Infrastructure EA/Western Depots update noted that
outcomes were comparable to headline peers (3% to 5%). Notably those organisations that
renegotiated their EAs in early 2022 secured more favourable conditions, with the Infrastructure EA
negotiated against the backdrop of a skills shortage. Labour market challenges are not unique to
Aurizon Network, with similar pressures experienced by other entities, as outlined in the September
2024 Maintenance Claim.®’

In response to these workforce risks, Aurizon Network has implemented targeted attraction and
retention initiatives, particularly in high-risk operational areas such as engineering, train control and
regional roles. Actions have included market-aligned pay adjustments, sign-on and retention bonuses
and increased investment in apprenticeships and structured capability development. Expanded
training aligned with safety and technology requirements has been complemented by refreshed
recruitment campaigns and branding to increase candidate reach, boosting train control applicants by
70%.

Recognising high attrition rates (between 9% and 15%) and long training lead times (eight months) in
train control, Aurizon Property Pty Ltd is completing a refurbishment of the Network Control Centre
(NCC) to improve ergonomics and modernise the working environment.

With 18% of Aurizon Network’s workforce currently aged over 55, which is expected to reach 23% by
FY2028, investment in traineeships and apprenticeships has increased to build a sustainable talent
pipeline. Career progression pathways have also been formalised, alongside a shift to embedded
People Partnering within the Aurizon Network business to better respond to operational workforce
needs.

In parallel, Aurizon Holdings has initiated a group-wide cost reduction program focused on non-
operational expenditure (meaning costs not directly related to the operational part of the Aurizon
Network business, such as corporate and shared services). For Aurizon Network, this translates to
anticipated real reductions in shared service costs across IT, Real Estate and Facilities, Procurement
and Governance (around 45% of which comprises labour costs). As noted below, Aurizon Network’s
proposed operating expenditure allowance includes a $2.9 million per annum reduction in costs (to be
applied as a negative step change), exceeding the minimum $2 million per annum reduction
committed to Customers.

9 https://www.gca.org.au/wp-content/uploads/2024/09/aurizon-network-fy24-maintenance-claim-redacted.pdf
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FY2025 in developing Aurizon Network’s regulatory submission. An adjustment has also been made
to remove a proportion of costs allocated to non-coal services®.

Step changes

In alignment with the base-step-trend approach and the QCA'’s step change criteria, the step changes
have been limited to the following material variations, by major cost category.

Direct and Indirect COCN Operating Costs

The step changes in this category comprise:

— recovery of the Daily Rolling Plan licence costs incurred in the current initiative that was
endorsed by Customers in February 2025 as part of the System Rules review;

— the forecast appointment of Operational Technology Cyber Specialists in accordance with the
multi-year cyber security program outlined to Customers; and

— Aurizon Network’s forecast costs to be incurred as part of its key regulatory reviews, being the
mid-period reset (i.e., just prior to the Second Reset Period) and the next major review prior to
the expiration of UT5 in FY37. This cyclical expenditure reflects the costs of obtaining expert
opinions and support on various matters.

Corporate Overheads

The step changes in this category comprise:

— reflects an allowance for the costs payable by Aurizon Network to Aurizon Property Pty Ltd for
the refurbishment of the NCC/Train Control, which was completed in FY2026. This was
necessitated by the need to address workplace safety and ergonomic risks, workforce
retention and engagement and technology and interface limitations within the old premises.

Risk and Insurance

As noted above, these costs are forecast separately based on independent actuarial assessments.
Aurizon Network has experienced a substantial increase in its Risk and Insurance costs since the
allowance was last approved, noting that the factors driving this increase are largely beyond its
control, including conditions in the global insurance market. It is also important to note that the current
allowance of $9.1 million per annum (nominal) has been fixed since FY2021 and was originally based
upon independent forecasts obtained in 2016 (i.e., nearly ten years ago). Consistent with the
approach used to determine the current allowance, the forecast allowance reflects updated
independent expert assessments from Marsh McLennan (External Insurance — refer Attachment E)
and Finity (Self Insurance — refer Attachment F).

Trend factor

As noted above, based on the arrangements agreed with customers as part of the 2019 UT5 DAAU,
the NOEA is held constant in nominal terms to FY2027, with an adjustment only applying where
actual inflation in a year exceeds 2.37%. As part of the 2025 UT5 DAAU, Aurizon Network has
discussed that annual escalation will be applied to the approved efficient NOEA based on appropriate
indices. This is consistent with the standard base-step-trend approach.

Aurizon Network’s proposed trend factor is calculated as a weighted index that combines the
Queensland All Industries Private WPI and the Brisbane CPI (the Weighted Index). The weights are
based on the actual attribution of labour and non-labour costs in FY2025 and are proposed to remain

% This comprises regulated non-coal services, as well as unregulated services.
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Figure 8-3 NOEA waterfall — against adjusted Base Year ($m, FY25 real)

Figure 8-4 highlights the journey from the Final Decision for the 2019 UT5 DAAU and the value
derived for customers via the commercially negotiated high-powered incentive mechanism contained
in the 2019 UT5 DAAU. This has resulted in a well-balanced proposal for the 2025 UT5 DAAU, which
includes efficiencies that reflect the outcomes of the engagement.

The proposed FY2028 allowance of $136.4 million (real, FY2025) represents a 15% total reduction,
and a 3% year-on-year reduction, against the fixed NOEA of $159.9 million (real, FY2025) approved
as part of the 2019 UT5 DAAU. It shows that in real terms, the profile of the allowance over the First
Reset Period is relatively flat, meaning there is no material growth once inflation is excluded. The
main upward pressure above the FY2025 Base Year comes from Risk and Insurance cost growth.

Figure 8-4 NOEA — 2019 UT5 2019 and 2025 UT5 DAAU ($m, FY25 real)

Proposed allowance by category

Direct and Indirect CQCN Operating Costs

The proportion of Aurizon Network’s proposed NOEA that reflects Direct and Indirect CQCN
Operating Costs is $390.5 million (nominal) or $328.7 million (FY2025, real) over the First Reset
Period. This is a total decrease of $2.7 million or 1.0% (FY2025, real) to the adjusted Base Year
allowance for this category over the First Reset Period. This is shown in Table 8-6. This includes the
step changes relevant to Direct and Indirect CQCN Operating Costs.
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standard....and including any transitional arrangements agreed between Aurizon Network and
the QCA to reflect the transition from Aurizon Network’s actual cost to that efficient cost.”

With the QCA having approved Aurizon Network’s annual operating expenditure allowance for the
UT5 period from FY2018 to FY2027, it can be assumed that this approved allowance has met this
statutory criterion and represents, at a minimum, the QCA’s view of Aurizon Network’s efficient costs.
While not agreeing with elements of the QCA’s original UT5 determination, Aurizon Network accepted
it in the interests of achieving regulatory certainty.

Aurizon Network’s UT5 Allowable Revenues reflected the QCA’s 2018 UT5 Final Decision on
operating expenditure, specifically the NOEA forecast for FY2021. It established a high-powered
incentive mechanism under which the NOEA would be set as a fixed allowance with an annual CPI
Adjustment when CPI exceeded 2.37% (this applied from 1 July 2021). This design imposed a strong
cost constraint, incentivising Aurizon Network to actively manage costs below the nominal cap. In
being applied to the total NOEA, this incentive also applied to the Corporate Overheads allocated to
Aurizon Network, which are shared costs incurred by the Aurizon Group and allocated to Aurizon
Network in accordance with the Costing Manual 2020.

Base-step-trend approach

Aurizon Network has developed its forecast operating expenditure for the 2025 UT5 DAAU Term
using the base-step-trend approach, as endorsed by the Customers. The base-step-trend approach
involves the following key steps.

Determine an efficient Base Year of operating expenditure:

i. the starting point for this is revealed expenditure for the most recently completed
financial year, which is FY2025;

ii. compare and contrast the prior year's revealed expenditure to validate the Base Year
and identify the drivers of any material changes in costs (if relevant), and

iii. adjustments are then made for non-recurrent expenditure and/or any normally
recurring items of expenditure that were not incurred in the Base Year.

Identify prudent and efficient step changes. These must meet criteria established by the QCA, as
listed below.

i. New or changed obligations: are necessary to fulfil new or changed binding statutory
or regulatory obligations.

ii. Meet customer and/or community expectations: are reasonably required to achieve an
outcome that is explicitly endorsed by customers (for example reliability, root cause
analysis/reporting, cyber security).

iii. No double counting: are not already funded through other components off other
approved allowances.

iv. Cyclical activity: represent a cyclical activity that are not within annual business-as
usual budgets.
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v. Reclassification of expenditure: changes that appropriately reflect the reclassification
of capital expenditure as operating expenditure.®®

vi. Materiality: Are of sufficient materiality such that costs could not reasonably be met by
an efficient entity operating within business-as-usual budget constraints, through
prudent prioritisation of expenditures, or be otherwise mitigate.

3. Apply trend factors that may account for demand or output growth and input cost escalation.

4. Determine if and how incentives need to be provided for efficiency improvements.

Figure 8-5 summarises Aurizon Network’s application of this approach.

Figure 8-5 Aurizon Network’s operating expenditure forecasting methodology

% These will be one-off changes that can reflect the change in the nature of the expenditure and/or a change in the accounting
treatment. The most common example of this is the treatment of Software as a Service (SaaS) expenditure as
organisations transition from in-house applications (capital expenditure) to Cloud-based services sourced under licence
agreements (operating expenditure).
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How this methodology is applied to determine Aurizon Network’s forecast operating expenditure for
the 2025 UT5 DAAU Term is shown in Figure 8-6.

Figure 8-6 Application of methodology to determine operating costs for the next regulatory period

Overview of operating expenditure structure

Aurizon Network’s operating expenditure structure for the 2025 UT5 DAAU is largely consistent with
the methodologies and cost base approved by the QCA in its 2018 Final Decision for the 2017 UT5
DAU.
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Figure 8-8 FY2025 Below Rail revenue — excluding electric traction ($m)

A percentage of Direct and Indirect CQCN Operating Costs are allocated to non-coal activities. Table
8-11 highlights the proportion of costs allocated to Below Rail Services. The allocation of Aurizon’s
Corporate Overhead costs to Aurizon Network reflects the methodology for the calculation of efficient
stand-alone corporate costs as set out in its approved Costing Manual'®, based on the core function
of providing coal carrying train services.

Based on Aurizon Network’s discussions, the methodology for allocating costs is to be consistent with
the approach applied by the QCA in its 2018 Final Decision for the 2017 UT5 DAU, where this
remains relevant and appropriate. Further, where the need for a departure from this approach is
identified, it needs to be sufficiently material to warrant a change in approach.

Accordingly, Aurizon Network’s submission reflects the treatment in the QCA’s 2018 Final Decision for
the 2017 UT5 DAU on the basis that this continues to be relevant and appropriate. The only exception
is the notional general non-coal allocation determined by the QCA, which is addressed in section 8.7.

Direct and Indirect CQCN Operating Costs - functional cost allocations

The allocations to most functional areas remain consistent with the current UT5 approach. Table 8-11
includes a summary of any key changes from that approach and the rationale for each adjustment.
Notably, Human Resource Partnering and Safety Partnering has been reassigned from Corporate
Overhead to Indirect CQCN Operating Costs, reflecting their dedicated function and direct support to
Aurizon Network’s operations.

100 https://www.gca.org.au/project/aurizon-network/costing-manual/
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Aurizon Network has analysed CEO and Board remuneration across government owned corporations
in similar industries and ASX-listed companies with similar sized revenue, EBITDA and assets to

Aurizon Network. This highlighted that the direct cost allocator results in a significantly lower CEO and
Board remuneration than what would be required if Aurizon Network operated as a stand-alone entity.

Aurizon Network therefore proposes to change the allocation approach for CEO and Board costs to
the blended allocation approach as previously proposed in its submission for the 2017 UT5 DAU,
resulting in an allowance for these costs of $2.2 million per annum. This is also more consistent with
the costs that would be incurred if Aurizon Network were to operate as a stand-alone business.

Consistent with the current corporate cost allocation methodology, remuneration for the Group
Executive Network has been excluded from the Direct and Indirect CQCN Operating Costs to avoid
any potential duplication of costs in assessing Aurizon Network as a stand-alone entity.

The net impact of this refinement to the allocation method is an increase of $1.1 million.

Information Technology and ERP

Further changes have been made to the allocation of IT costs where a more causal connection
between the cost and the allocator could be identified and data was available to support this. Since
the QCA’s 2018 Final Decision on the 2017 UT5 DAU, restructuring within the corporate services
areas has resulted in the outsourcing of many services including IT support services, Accounts
Payable, Procurement and facilities support services.

Outsourced service providers are required to have access to Aurizon’s SAP ERP system to perform
their services and will also utilise its IT support services when required. As they are not employees of
Aurizon, staff of outsourced service providers are not included in FTE numbers. It would therefore be
more appropriate to use the number of people with SAP ERP access to allocate the costs of those
systems.

The number of FTEs has been retained as the allocator for costs that aren’t directly incurred by the
outsourced service providers such as IT strategy, cyber security and reporting and analytics. A causal
allocator has been applied to other costs that are identifiable by separate cost centres in the SAP
ERP system.

The net impact of this refinement to the allocation method is a decrease of $2.6 million per annum.

Procurement and Enterprise Real Estate

The introduction of a Below Rail Procurement cost centre has enabled direct cost attribution to
Aurizon Network, resulting in a net increase in these costs of $1.5 million per annum.

In addition, Enterprise Real Estate costs, being those costs where Aurizon Network occupies property
owned by Aurizon, have increased by $0.3 million per annum. These costs have been allocated
based on arm's length transaction principles.

Risk and Insurance
In providing Rail Infrastructure for coal carrying train services, Aurizon Network is exposed to a range
of risks that are beyond its control, as well as risks where avoidance is not feasible or economically
justifiable. Aurizon Network mitigates these risks, which are typically asymmetric in nature, through a
combination of:

— external insurance;

— self-insurance; or
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— cost pass-throughs via the approved Review Event mechanism.

As a result, the efficient costs of managing asymmetric risks are recovered either through Aurizon
Network’s operating expenditure allowance, or via mechanisms within the Access Undertaking. While
the majority of Risk and Insurance costs are recovered through the NOEA, costs associated with
electrical feeder stations are separately identified and will be recovered via the EOA.

Aurizon Network’s approach to forecasting its Risk and Insurance costs for the 2025 UT5 DAAU is
explained in section 8.6.

Electric operating expenditure allowance

Aurizon Network supplies and sells electricity to Railway Operators for the purpose of operating
electric traction train services in the Blackwater and Goonyella Coal Systems. This occurs via the
distribution of electricity through Aurizon Network’s overhead power distribution infrastructure.

Transmission and electrical energy charges reflect the costs associated with:

— distributing electricity transmitted from the National Electricity Market (NEM) to the overhead
power infrastructure via connections with Transmission Network Service Providers (TNSPs);

— selling electricity sourced from an electricity retailer who procures it from the NEM; and

— procuring insurance for the electrical feeder stations.

The supply and sale of electricity do not form part of the declared service. Nevertheless, Aurizon
Network has voluntarily procured these services for the benefit of Railway Operators and other supply
chain participants.

Transmission and electrical energy charges fall under the jurisdiction of the AER. The cost forecasts
used to set these charges are based on the latest pricing guidance provided by Powerlink for FY2026.
Aurizon Network has applied forecast CPI to estimate these charges for the remaining years of the
2025 UT5 DAAU Term.

It is important to note that Aurizon Network provides this service at cost. To the extent that actual
charges differ from the forecasts included in this operating expenditure proposal, an ex-post
reconciliation takes place through the revenue cap process.

The EOA is a pass through and is deliberately excluded from the NOEA cost submission. For this
2025 UT5 DAAU, outside of the changes outlined within section 16.1 of this submission (the Electric
Revenue Adjustment Mechanism), there are no other changes.

Data and expert opinions

In support of its proposed operating expenditure allowance, Aurizon Network has commissioned six
expert reports to validate and benchmark key cost categories, along with providing forecasts for
insurance and escalation. These reports, which are listed below, ensure the proposed allowances are
market-aligned, objectively benchmarked and transparently supported by external evidence.

Savills Property Valuation Report (Attachment H): underpins the market valuation of property
assets that are owned by Aurizon Property. This has informed the assessment of the costs payable by
Aurizon Network for the refurbishment of the NCC/Train Control, ensuring alignment with the market
and that the costs are representative of an arm’s length transaction (refer section 8.4).

White and Partners Benchmarking Report (Attachment I): benchmarks the lease cost of premises
occupied by Aurizon Network under the lease held by Aurizon Operations at 900 Ann Street, ensuring
alignment with market and that the costs are representative of an arm’s length transaction.
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Minter Ellison Consulting Information Technology Benchmarking Report (Attachment J):
underpins the proposed Information Technology allowance by benchmarking costs relative to industry
peers, evaluating allocation methodologies and forming a ten-year view on likely current and future
requirements.

Marsh Commercial Insurance Reports (Attachment E): estimates the cost and structure of a
stand-alone insurance program in line with what would normally be expected of a company such as
Aurizon Network, supporting the reasonableness of the commercial insurance allowance (refer
section 8.6).

Finity Self Insurance Report (Attachment F): estimates the cost of self-insured losses for the
CQCN, supporting the reasonableness of the self-insurance allowance (refer section 8.6).

Oxford Economics Cost Escalation Forecasts (Attachment G): provides forecasts of the relevant
escalators for labour and non-labour services, specifically, the All Industries Private WPI for labour
cost escalation and the QLD CPI indices for non-labour cost escalation (refer section 8.5).

Matters relevant to the QCA’s assessment of costs

In assessing Aurizon Network’s efficient operating expenditure for the 2025 UT5 DAAU, relevant
considerations include: the operating environment; operational, technological and management
systems (new and existing); the cost allocation framework; commercial and structural developments
and the efficient costs that would be incurred by a stand-alone provider of coal carrying train services.
The following matters are particularly relevant.

Unique characteristics of the CQCN

The CQCN remains a highly complex, heavy haul narrow-gauge system that is challenging to
benchmark against standardised or urban rail networks. Its operating context includes:

— geographic dispersion across remote and climatically volatile regions;

— co-existence of electric and diesel operations, which increases control system and resource
complexity;

— high exposure to extreme weather, flooding and corrosion, requiring more robust operating
and asset management practices; and

— aneed for redundancy and operational agility due to the scale and remoteness of the asset
base.

FY2021 customer agreement and legacy incentives

As noted previously, as part of the package of amendments agreed with customers as part of the
2019 UT5 DAAU, Aurizon Network agreed to apply a fixed operating expenditure allowance adjusted
for CPI where actual CPI in a given year exceeds 2.37%. While Aurizon Network has been able to
manage its actual expenditure within this allowance (and maintaining some inflation protection), it is
subject to cost pressures within a changing — and highly uncertain — business and operating
environment.

There are also new and emerging opportunities and risks that will need to be managed. This has
required a re-assessment of its forecast expenditure within the context of the base-step-trend
framework, resulting in the identification of a relatively small number of step changes as well as
reviewing the trend factor that will be applied to the efficient cost base.

In assessing Aurizon Network's operating expenditure allowance over the ten-year Term of the 2025
UT5 DAAU, it is important to ensure that this allowance supports the future sustainable delivery of
access to the Rail Infrastructure while maintaining appropriate incentives to continue to drive future
efficiencies, along with initiatives and innovations that could benefit the supply chain. This is reflected
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in the new package of financial arrangements and incentives that have been agreed within the 2025
UT5 DAAU.

Explanation of FY2024 to FY2025 cost movements

Consistent with standard regulatory practice in applying base-step-trend, Aurizon Network has
nominated FY2025 as the base year and provided customers with a clear articulation of cost
movements between FY2024 and FY2025. This analysis was undertaken to demonstrate
transparency and to respond directly to customers’ concerns regarding potential 'loading' of the Base
Year. The analysis, which is presented in section 8.3, gives customers a clear understanding of the
factors influencing cost movements, supporting a fair and well-informed evaluation of FY2025 as
being representative of Aurizon Network’s efficient recurrent costs.

Direct and Indirect CQCN Operating Costs efficiency mechanism

For the 2025 UT5 DAAU Term, Aurizon Network is proposing to apply the conventional ‘Index - X’
approach. This aligns with established principles of incentive regulation and will drive sustainable
productivity improvements.

Aurizon Network discussed with the Customers, the commencement of the Index-X efficiency
mechanism from FY2026, which is two years ahead of the commencement of the 2025 UT5 DAAU
Term on 1 July 2027. The efficiency factor that will be applied is 50 basis points per annum. This
demonstrates Aurizon Network’s proactive commitment to disciplined cost control while ensuring
service quality and performance are maintained.

2025 Corporate Overhead cost review — efficiency pass through

As part of the market-announced 2025 Aurizon Enterprise Cost Review, Aurizon Network committed
to delivering a minimum $2 million reduction in the (adjusted) 2025 Corporate Overhead cost base.
The forecast enterprise efficiencies have been passed through in accordance with Aurizon Network’s
Cost Allocation Manual, resulting in a $2.9 million reduction to the 2025 Corporate Overhead cost
base, which will flow through to each Year of the 2025 UT5 DAAU Term. This has been applied as a
negative step change and therefore Corporate Overheads are not subject to an additional efficiency
factor.

Allocation to non-coal activities

Aurizon Network provides services across coal and non-coal sectors (e.g., intermodal, agricultural
freight). Its operations, systems and corporate functions are inherently embedded across service
types. Given the relatively minor scale of non-coal activities, it would be commercially and
operationally impractical to maintain dedicated non-coal resources. Instead, these activities are
efficiently managed within Direct and Indirect CQCN Operating Costs, representing only a small
portion of the overall operating cost base.

The allocation of costs to non-coal activities has been reviewed to ensure:

— appropriate cost attribution to non-regulated and other regulated services;
— consistency with cost causation principles;

— transparency in the methodology and cost base adjustments; and

— alignment with previous QCA decisions.

Aurizon Network remains committed to avoiding cross subsidisation between service categories.
While supporting regulatory scrutiny of its allocation approach, it notes the need for pragmatism given
the minor proportion of non-coal activities within the overall cost base and the acceptance of current
allocation methods by both customers and the QCA.

Aurizon Network

































Page | 167

It is noted that in its 2021 Inflation Forecasting Final Position Paper, the QCA stated that its preferred
approach to estimating WPI is to use Queensland Treasury forecasts.'% Aurizon Network considers
that the use of the All Industries Private WPI Index is more appropriate to its business and operating
environment. The forecast has been sought from an independent and reputable third party provider
with details of its methodology and assumptions provided in the accompanying report.

Oxford Economics forecasts that total wage costs for the Queensland construction and mining sectors
— expressed in WPI terms for the private sector — will average 3.9% and 3.6% per annum
respectively, over the five years to 30 June 2032. It notes that while wages growth over the short-term
is expected to ease as inflation moderates and the economy cools, the Queensland All Industries WPI
will continue to track slightly higher (~1%) than the national average. This trend is expected to
continue, due to infrastructure demand, skill shortages and unionisation and capital investment in the
Utilities industry.

Aurizon Network notes the expiry its current EAs close to the start of the First Reset Period and the
escalation within the current agreements as per below:

— Aurizon Infrastructure Agreement 2023 — expiring 28/7/2027 (FY2026 4.0%, FY2027 4.0%)
— Aurizon Staff Enterprise Agreement - expiring 23/3/2027 (FY2026 3.5%, FY2027 3.3%).

Non-labour cost escalation

Aurizon Network has escalated FY2025 non-labour costs using a forecast of the Brisbane CPI
provided by Oxford Economics.

The QCA has previously approved a forecast rate of CPI set at the midpoint of the RBA target band
for inflation (2.5%). The actual rate of inflation observed for the 2019 UT5 DAAU regulatory period has
been above the high end of the RBA’s target range.

Since the QCA’s 2019 UT5 Final Decision, it has undertaken a detailed review of its inflation
forecasting approach. In its 2021 Inflation Forecasting Final Position Paper, the QCA concluded that it
is reasonable to use location-specific (i.e., Brisbane) cost escalators “in cases where there are
underlying cost drivers that are materially different to the national CPI inflation measure.”*° As
Aurizon Network submitted to that review, a number of its input costs reflect conditions in the Central
Queensland market. Noting that there are no published forecasts of inflation on a regional basis, the
Brisbane estimate may be more reflective of local conditions than the national measure. As with WPI,
Aurizon Network has sourced its forecast of Brisbane CPI from an independent and reputable third
party provider.

Oxford Economics’ forecast compared to the current period are shown below. It expects Brisbane CPI
to remain above the RBA’s mid-point due to the tight labour market, persistent rental inflation,
continued pressures on energy costs and food inflation.

109 Queensland Competition Authority (2021). Final Position Paper, Inflation Forecasting, October, p.15.
110 Queensland Competition Authority (2021). p.44.
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= $3.24 million in commercial insurance (comprising $2.77 million for non-electric assets and
$0.47 million for electric assets);

- $5.83 million for self-insurance.t

Consistent with the outcomes of Aurizon Network’s discussions with Customers, it has undertaken a
full review of its Risk and Insurance allowance based on independent expert advice. In determining
the proposed amounts for insurance and self-insurance for the First Reset Period of the 2025 UT5
DAAU (i.e., FY2028 to FY2032), Aurizon Network engaged:

— Marsh McLennan Pty Ltd (Marsh) to provide annual external insurance premium costings for
corporate and relevant Industrial and Special Risks insurance; and

— Finity Consulting Pty Ltd (Finity) to provide actuarial advice in relation to the self-insured risks
of the CQCN.

In estimating the relevant premiums, the consultants applied a methodology that was consistent with
the approach approved by the QCA in the 2018 UT5 Final Decision. A copy of each report is included
as attachments to this submission (refer Attachment E and Attachment F).

Stakeholder engagement

As discussed with the Customers, the ‘base cost’ proposal for Aurizon Network’s Risk and Insurance
allowance will reflect an independent actuarial assessment. A further outcome of these discussions is
that Aurizon Network will exclude the following matters from the self-insurance allowance:

— weather-related infrastructure damage;

— operational dewirements (other than third party damage).

Any costs associated with these matters will be recovered on a pass-through basis via the annual
Maintenance Costs Claim process or if relevant within the appliable part of the MRSB process in the
relevant Year. There is no change to the existing Schedule F Review Events relating to significant
damage caused by material weather events.

As noted in section 8.1, as discussed with the Customers, Risk and Insurance costs will be excluded
for the purpose of the materiality trigger for a Mid-Term Opex Reset.

External/commercial insurance

This section provides a summary of the coverage and premiums associated with Aurizon Network’s
external insurance arrangements. A more comprehensive description is provided in the Marsh report
(refer Attachment E).

Aurizon Holdings Limited has a comprehensive insurance program specifically designed for its needs,
including several different insurance policies placed directly with the insurance market. While the
policies maintained by Aurizon Holdings Limited provide coverage for the activities of Aurizon
Network, Aurizon Network does not have a separable premium. Marsh was engaged to determine the
annual insurance premium that would be applicable to Aurizon Network if it were a standalone entity.

A summary of the coverage and associated premiums for the 2025 UT5 DAAU is outlined in Table
8-35 below. This is compared with the forecast used by Aurizon Network in setting its allowance for

11 Queensland Competition Authority (2018). p.180.
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— from FY2027 to FY2028 and for each subsequent Year, using a projected nominal CPI figure
of 3% per annum.

The independent assessment and forecasts provided by Marsh are deemed representative of the
prudent and efficient cost of a stand-alone commercial insurance policy for an organisation such as
Aurizon Network. Based on discussions, no incentive mechanism will apply to the Risk and Insurance
component. This also recognises that these costs are largely beyond Aurizon Network’s control.

Self-Insurance

This section provides a summary of the coverage and premiums associated with Aurizon Network’s
self-insurance arrangements. A more comprehensive description is provided in the Finity report (refer
Attachment F).

Aurizon Network engaged Finity to provide actuarial advice in relation to the self-insured risks of the
CQCN. There are two types of self-insured losses included in Finity’s assessment:

— uninsured risks, which are specifically related to the tracks and associated infrastructure. As
noted above, these risks are subject to losses that commercial insurance markets typically do
not have the appetite to underwrite; and

— below-deductable losses, being below-deductable losses on insured risks where the CQCN
holds material levels of risk in respect of the self-insured retention, either due to the frequency
of such losses or the size of the retention, e.g., property and public liability losses.

The most significant category of uninsured risk relate to the CQCN'’s uninsured property risk, i.e., the
property risk for the uninsured track and associated infrastructure. The CQCN is subject to losses
from a range of perils such as:

— derailment;

— dewirement;

— weather (storms, flood and extreme heat);

— earthquake;

— fire and bush fire;

— third party repairs; and

— accidental and malicious damage.

For derailments, dewirements, weather losses and third party repair losses, Finity has estimated
future losses for the First Reset Period on the basis of historical observations (refer Table 8-36). In
relation to the other perils, such as fire and accidental and malicious damage, where there is no
information on the nature and extent of any historical losses Finity has not estimated a cost for these
losses, even though in practice the expected losses are greater than zero.
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Figure 8-11 External insurance and self-insurance premiums real FY2025 ($m)

Aurizon Network continues to bear the risk that its actual insurance costs are different from the
approved allowance, given the premiums are updated annually in line with market conditions. This
similarly applies in the case of self-insured risks, as noted by Finity:

We also note that unlike an insurer, Aurizon Network only gets the opportunity to “re-price”
for the new UT period (which historically has been up to 10 years) whereas an insurer has
the opportunity to re-price annually thus providing greater certainty as they can re-adjust
premiums to recoup losses. '3

Cost pass-though

Consistent with the approved UT5 approach, the Finity analysis concluded that the pass-through
option is an efficient way of dealing with extreme events that occur infrequently, are extremely difficult
to model and are beyond the normal control of the business. The mechanism for doing so is including
a provision such as clause 5 of Schedule F in the 2017 Access Undertaking, which permits Aurizon
Network to recover the incremental costs of specified Force Majeure events through a QCA-approved
variation to Reference Tariffs.

The Finity analysis (and associated premiums) assumed that the following events will continue to be
subject to pass-through:
— major weather events where below rail losses exceed $1 million*'#;

— catastrophic damage to the network from perils such as earthquake and other natural disasters
where losses exceed $1 million; and

— liability losses that exceed $8 million.

For clarity, there is no provision for such events within the external or self-insurance premiums
proposed as part of the 2025 UT5 DAAU.

113 Finity Consulting Pty Limited (2025). p. 4.

114 For clarity, the self-insurance premiums make no provision for a $1 million deductible in relation to cost pass-through events
due to the uncertainty which surrounds the frequency of which these events occur. For example, if an event resulted in a
loss of $1.5 million, the cost pass-through application would be for the full value of the loss (and not $0.5 million).
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Figure 8-12 Functional allocation vs top-down revenue contribution methods

Aurizon Network notes the following comments from the QCA’s 2018 UT5 Final Decision where it
concluded that:

On balance the QCA considers that the allocations proposed, while they may in some cases
recognise costs associated with providing access to the declared service for non-coal carrying
trains, are likely to understate those non-coal costs when taken as an overall portion of
operating costs.!’

Aurizon Network contends that applying a further notional deduction in addition to the functional
allocation risks overstating non-coal costs. This is evident in Table 8-45 above where the FY2021
implied non-coal allocation of $1.88 million is significantly lower than the QCA'’s determined allocation
of $3.53 million (comprising $2.58 million derived via the functional allocation plus the $0.95 million
top-down adjustment).

Aurizon Network highlights that determining the non-coal allocation based on a top-down revenue
contribution can either under- or over-state costs. For example, as shown in Table 8-45 the implied
non-coal allocation would have ranged from $1.88 million to $2.23 million, depending on the variability
in total below rail revenue.

Accordingly, Aurizon Network maintains that top-down allocations should only be used as a potential
cross-check against the non-coal allocation derived through functional allocation, rather than being
used as an additional overlay or substitute methodology.

Non-coal traffic is highly price-sensitive due to competition from road transport. Ensuring an equitable
cost allocation and competitive pricing is essential if rail is to remain a viable option for non-coal
freight in Queensland. Aurizon Network has sought to improve transparency in respect of non-coal
costs by:

17 Queensland Competition Authority (2018). p.191.
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— retaining a functional allocation methodology, which better accounts for various operational
factors relevant to non-coal traffic'!® that cannot be achieved under a top-down methodology;
and

— implementing improved processes in the asset management space, which provides greater
transparency in respect of maintenance or capital expenditure incurred on Rail Infrastructure
utilised by non-coal traffic. This provides greater accuracy in identifying and excluding non-coal
costs from the annual maintenance and capital claims.

Aurizon Network’s operating expenditure proposal excludes the recovery of the following efficient
costs. This largely reflects the uncertainty in forecasting these costs prior to the commencement of the
2025 UT5 DAAU Term. While Aurizon Network will continue to bear some of this risk, in specified
cases this will be addressed by appropriate mechanisms within the Access Undertaking.

Condition-based assessments

Aurizon Network’s operating expenditure proposal excludes a forecast of costs to be incurred to carry
out the condition-based assessments required in fulfilling Aurizon Network’s obligations under the
Access Undertaking. The requirement for a condition-based assessment has reduced since the
introduction of the MRSB process whereby Customers are briefed on the condition of the asset on an
annual basis and ultimately have a say on the strategy to manage the condition of the asset.

It is therefore proposed that the requirement to undertake any future external condition-based
assessments is to be managed via an Endorsed Variation Event (Schedule F, clause 3.2). The last
assessment was completed by Advisian Pty Ltd in 2017 under the 2016 Access Undertaking (UT4) at
a cost of $419,964.

As part of periodic reporting and engagement, Customers and supply chain stakeholders receive
significantly more information than was previously supplied via a condition-based assessment. This
information, coupled with real-time performance information, can be factored into a future condition-
based assessment in line with the requirements contained within clause 10.4.3 and costs recoverable
under clause 4.4 of Schedule F (Revenue Adjustment).

Continuous Improvement Group and Innovation Mechanism

The proposed policy arrangements for the CIG and Innovation Mechanisms are outlined in Chapter
13.

Aurizon Network’s operating expenditure proposal excludes any costs related to the establishment of
the CIG. Given the uncertainty as to the scope of the CIG and resourcing requirements, the outcome
of the discussions with Customers is that the recovery of the associated costs will be managed
through existing Access Undertaking mechanisms including Endorsed Variation Events and the
Revenue Adjustment mechanism. This is discussed further in Chapter 13.

Digitisation and Interconnected Asset Management

Digitisation is rapidly transforming infrastructure and heavy industry, with automation, data analytics,
loT monitoring and digital asset systems increasingly used to improve safety, efficiency and lifecycle
costs. Aurizon Network is progressing this transformation through initiatives such as integrating

118 Non-Coal train services are easier to schedule, operate at a much smaller scale than coal and, at this stage, do not require
dedicated resources from an operating cost perspective.
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condition monitoring technologies, developing data-driven maintenance and renewal models and
optimising planning and scheduling.

Greater interconnection of data is already delivering value across operations, lifecycle planning and
scheduling, while also strengthening resilience to physical climate risks through more proactive asset
management. However, the pace of digital advancement, including digital twins, artificial intelligence,
automation and machine learning, may introduce emerging costs not contemplated within this
submission, beyond the steady state incremental improvements funded under the proposed operating
expenditure allowance. Aurizon Network is therefore bearing the risk associated with these additional
costs, which will need to be managed within its existing budget.

Contingent Projects

In order for Aurizon Network to ensure continued performance of the Rail Infrastructure over the 2025
UT5 DAAU Term and recover its prudent and efficient costs, based on the outcomes of the
engagement, a Contingent Project mechanism is being proposed. Aurizon Network will be able to
recover its costs for these Contingent Projects where they are approved by the QCA.

What is a Contingent Project
A Contingent Project is one that:

— involves timing uncertainty and/or has impacts that cannot be reasonably forecast when
setting the NOEA;

— is allocated to Aurizon Network as Corporate Overhead in accordance with the 2025 Costing
Manual,

— is limited to Technical Services and Planning (namely real estate, technology and inbound
supply and procurement activities); and

— includes, but is not limited to, the following initiatives:

e SAP ERP replacement, incorporating: Core S/4 HANA migration; HR Payroll; and
procurement (Ariba or similar);

e identity management, involving the implementation of Cloud-based Identity Access
Management in alignment with obligations (and any future amendments) under the
Security of Critical Infrastructure Act 2018 (the SOCI Act);

e OT, involving the security layer between Enterprise IT and OT systems in alignment with
obligations (and any future amendments) under the SOCI Act;

e operational facilities, involving costs associated with new or upgraded operational
facilities such as the NCC, Network Disaster Recovery Sites, Maintenance Depots and
Workshops, Track Access and Interface Facilities. This will include achieving fit-for-
purpose facilities and/or to improve the safety, reliability and/or the operation of these
facilities.

Costs associated with a Contingent Project will be incremental to the Corporate Overheads category
of the NOEA. Where the QCA approves the recovery of costs associated with a Contingent Project,
Aurizon Network will be entitled to recover these costs through an adjustment to the NOEA for the
relevant Year and any subsequent Year (as relevant).

As discussed with the Customers, Aurizon Network has provided a guide as to the nature of the
Contingent Projects that it expects may be undertaken during the 2025 UT5 DAAU Term in Table
8-47. To be clear, none of these costs have been included in Aurizon Network’s forecast NOEA.
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Allowable Revenues and Reference Tariffs. This includes the existing process where Aurizon Network
will provide the QCA with updated Allowable Revenue inputs and Gtk Forecasts on 28 February of
each Year as part of the annual review of Reference Tariffs outlined in Schedule F, clause 4.1. The
2025 UT5 DAAU makes provision for a discrete extension of the scope of the review of Reference
Tariffs for FY2028 and FY2033, to give effect to the above resets.

Part 6A of the 2025 UT5 DAAU expressly outlines the additional matters that will be applied in
adjusting Schedule F for the period commencing on the First Reset Date and again on the Second
Reset Date. The data to be provided by Aurizon Network to the QCA includes the following.

For the First Reset Date:

the nominated DRP Averaging Period,;
the indicative Reset Risk Free Rate;
the indicative Reset Inflation Rate;

the forecast RAB values for each remaining year of the Term including the forecast opening
asset value as at 1 July 2027 (noting that an update to this opening asset value, and all
subsequent forecast RAB values, will constitute an Endorsed Variation Event upon QCA
approval of the FY2027 RAB Roll-forward);

the Reset Risk Free Rate Averaging Period, which will be provided at least 28 calendar days
prior to the commencement date of the nominated averaging period for the First Reset Date;

any changes to the ATz and AT4components of applicable Reference Tariffs arising from
application of the Alternative ToP Tariff;

the depreciation component of Allowable Revenue which will reflect a reset of the rolling 20-
year asset life from the First Reset Date for all assets that:

were included in the forecast RAB as at 30 June 2027; and

will have a remaining asset life in the forecast RAB greater than 20 years as at the
First Reset Date; and

all consequential amendments and computations to Allowable Revenues and Reference
Tariffs to give full effect to the above matters.

For the Second Reset Date:

the nominated DRP Averaging Period;
the indicative Reset Risk Free Rate;
the indicative Reset Inflation Rate;

the forecast RAB values for each remaining year of the Term including the forecast opening
asset value as at 1 July 2032 (noting that an update to this opening asset value, and all
subsequent forecast RAB values, will constitute an Endorsed Variation Event upon QCA
approval of the FY2032 RAB Roll-forward);

the forecast Indirect Maintenance Cost Allowance for each Year in the Second Reset Period;

the depreciation component of Allowable Revenue that will reflect a reset of the rolling 20-year
asset life from the Second Reset Date for all assets that were included in the RAB as at 30
June 2027 and have an asset life greater than 20 years at the Second Reset Date;

the Reset Risk Free Rate Averaging Period, which will be provided at least 28 calendar days
prior to the commencement date of the nominated averaging period for the Second Reset
Date; and

all consequential amendments and computations to Allowable Revenues and Reference
Tariffs to give full effect to the above matters.

Aurizon Network considers that incorporating these two discrete reset processes within the existing
annual review of Reference Tariffs process provides for an effective, well understood mechanism,
enabling stakeholder submissions and QCA reviews, through which to give effect to each reset.
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where a defined trigger event occurs prior to the Second Reset Date. The following events formed
part of the package of positions negotiated with the Customers:

— Mid-Term review of the Non-Electric Operating Expenditure Allowance (refer Chapter 8);
— Economic Life Change Event (refer Chapter 7);

— Cost of Debt Methodology Change Event (refer Chapter 5); and

— Moura Economic Life Review (refer Chapter 7).

The outcomes of those change events may impact Allowable Revenues and Reference Tariffs for the
Second Reset Period.

Part 6A of the 2025 UT5 DAAU specifies the process that Aurizon Network must follow in relation to
each change event, which may include:
— consultation with relevant parties;

— appointment of an independent and appropriately qualified expert (in the case of a Cost of
Debt Methodology Change Event);

— timeframes for any submission to be made by Aurizon Network to the QCA; and

— the matters that should be addressed in that submission.

Aurizon Network will seek to reflect the outcomes of any QCA decision in respect of a change event
on a forward-looking basis. Aurizon Network has made provision for this within the proposed changes
to the annual review of Reference Tariff process?® for FY2033.

In circumstances where the outcomes of the QCA decision cannot be reflected in the annual review of
Reference Tariff process, these outcomes will constitute an Endorsed Variation Event for the purpose
of Part 5 of Schedule F of the 2025 UT5 DAAU.

120 Clause 4.1(c) of Schedule F
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Agreements for coal carrying services that must be met for Renewing Access Seekers to renew their
Access Rights.

Current UT5 Renewal process
The fundamental principles of the current Renewal Provisions include that:

— the onus is on the Renewing Access Seeker to notify Aurizon Network of its intention to renew
Access Rights within a defined timeframe prior to expiry;

— subject to the provisions in Part 7, the negotiations for a Renewal are subject to the provisions
of Part 4 (Negotiation Framework) and Part 5 (Access Agreements) of the Access
Undertaking;

— for coal carrying services, the Renewal term must be the lesser of ten years or the remaining
life of the relevant mine, as evidenced to Aurizon Network’s reasonable satisfaction by the
Renewing Access Seeker; and

— Access Rights that are not renewed may become available for contracting by Access Seekers.

Pursuant to Part 7 of the 2017 Access Undertaking, in most circumstances Aurizon Network is
obligated to give priority to a Renewing Access Seeker over an Access Seeker when granting Access
Rights.'??

Stakeholder engagement

During the 2025 UT5 DAAU stakeholder engagement, Customers expressed interest in moving to a
five-year rolling Access Agreement framework to better align with their rail access planning
requirements.

Aurizon Network initially agreed with the concept of the rolling Access Agreement given it would
provide ongoing certainty to both Aurizon Network and the Access Seeker, although further
investigation of the term of the rolling agreement was needed. Ultimately, the outcome of Aurizon
Network’s discussions with the RWG is the concept of a five-year rolling Access Agreement
framework.

Aurizon Network's proposal

Following on from its stakeholder engagement and consistent with the outcomes of its discussions,
Aurizon Network has designed a new annual Renewals process for coal carrying services, with a
focus on ensuring that the relevant fundamental principles of the Renewal Provisions in the 2017
Access Undertaking are retained. In addition to responding to customer feedback, the transition to a
rolling, annual Renewals framework provides an opportunity to optimise contracting arrangements
and promotes the efficient utilisation of the Network by providing increased visibility of Available
Capacity.

Consistent with the object of Part 5 of the Act, being “to promote economically efficient operation of,
use of and investment in, significant infrastructure by which services are provided”, the proposed
amendments to Part 7 of the 2025 UT5 DAAU are intended to achieve the following.

— Better inform the MRSB: Investments in Rail Infrastructure maintenance and renewal can be
planned with a higher level of confidence due to better information about Access Holders’
contractual commitments within the critical five-year planning window.

— Assist with capacity management: Annual updates about Access Holders’ contractual
commitments will improve Aurizon Network’s ability to manage Capacity, which could help in

122 Clause 7.1(a)(iii)

Aurizon Network



Page | 200

improving the allocation of Capacity to those who need it, potentially leading to greater asset
utilisation and fewer Expansions.

— Smooth contract profiles: This will assist in eliminating ‘contract cliffs’ where multiple fixed
term Access Agreements are due for expiry in close succession.

The Renewal process will remain unchanged for non-coal Renewing Access Seekers, given they are
subject to different contracting requirements than coal carrying train services and are provided a
greater degree of flexibility in the duration of their access agreements.'?

Proposed 2025 UT5 DAAU amendments

From the Extension Commencing Date of the 2025 UT5 DAAU, Aurizon Network will implement and
apply the proposed Renewal process for all coal carrying Renewing Access Seekers. Aurizon
Network has incorporated relevant amendments to the Access Agreements and Train Operations
Deeds to accommodate the new framework.

Based on its engagement, Aurizon Network proposes the following amendments to the Renewals
process.

— The minimum term for a Rolling Access Agreement is five years'?*, which can be renewed
annually for a further 12 months from the expiry date of the Access Rights subject to the
Renewal. There will be revised mine life provisions that will inform the term of the Access
Agreement, including a one-time right to re-instate a rolling term where an Access Holder had
previously notified Aurizon Network that its Rolling Access Agreement would not be renewed
(due to the end of mine life).This provision is included at the request of Customers, who
advised that precise mine life forecasts can be uncertain and the ability to review their
forecasts closer to the end of mine life will support the efficient contracting outcomes. Aurizon
Network considers this appropriate as it does not disadvantage Access Seekers, noting the
notice periods required to be complied with.

— The Access Holder must provide a Rolling Renewal Notice within the specified timeframes
once every 12 months, with Aurizon Network to provide a reminder notice no earlier than nine
months, and no later than six months, prior to each anniversary date.

— Inthe instance where an Access Holder has not Renewed Access Rights in accordance with
the relevant mine life provisions, and has not exercised the one-off right to re-instate its rolling
term due to mine life extension 36 months prior to the expiry of those Access Rights, the non-
renewed Access Rights become Available Capacity.

Aurizon Network and the Customers have also negotiated appropriate transitional arrangements to
support the implementation of the proposed Renewal process for coal carrying services. From the
Extension Commencing Date of the 2025 UT5 DAAU, the following transitional arrangements are
proposed to apply to Access Holders and Access Seekers:

— all Renewals for coal carrying services will be negotiated in accordance with the relevant
provisions within Part 7 of the 2025 UT5 DAAU; and

— if an Access Holder has less than five years remaining on the Term of its Access Agreement
for coal carrying services, an Access Holder may opt to transfer its existing Access Rights to a
rolling five-year Access Agreement.

123 Clause 7.3.2

124 An Access Agreement can be for less than 5 years if the remaining life of the mine is less than 5 years from the
commencement date of the Access Agreement
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Figure 11-1 Number of Transfer Notices received, and number of Transfers effected

There have been several drivers of the changes in the number of Transfer Notices received by
Aurizon Network, which include the introduction of planning and scheduling optimisation initiatives
such as the Daily Rolling Plan. The introduction of such initiatives has naturally driven a more agile
approach to the management of Access Rights. Short Term Transfers make up approximately 90% to
95% of all Transfer Notices received. For this reason, the time horizon for the Transfer process is the
focus of the changes when proposing amendments to the Part 7 Transfer provisions.

Stakeholder engagement

Noting the steady increase in the number of Short Term Transfers as shown in Figure 11-1, Transfers
were discussed early on as part of the stakeholder engagement. Customers sought improved
transparency, greater certainty, and more flexibility in dealing with the transfer of their Access Rights,
particularly with the process for Short Term Transfers.

Aurizon Network has conducted extensive consultation in developing amendments to the Short Term
Transfer framework and associated processes that are designed to address these concerns.
Additionally, Aurizon Network had a comprehensive engagement with Railway Operators and the
Independent Expert to ensure that the proposed Short Term Transfer framework amendments
addressed broader stakeholder feedback. Aurizon Network implemented several engagement
methods on this matter, such as working group consultation, interactive workshops and one-on-one
discussions.

Aurizon Network’s proposal

To address Customers’ feedback, Aurizon Network proposes amendments to Part 7 of the 2025 UT5
DAAU, including a new Streamlined Transfer Capacity Assessment process for Short Term Transfers
that meet specified criteria. These amendments have been discussed with the Customers.

The proposed 2025 UT5 DAAU amendments seek to improve transparency, give greater levels of
certainty and provide customers with more flexibility in managing their Access Rights. A key change is
the introduction of a Streamlined Transfer Capacity Assessment, which will shorten the turnaround
time to approve simple and common Short Term Transfer requests. The Streamlined Transfer
Capacity Assessment will apply to a Transfer Notice that meets the following criteria:
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mechanism to collect only those amounts necessary to recover the Allowable Revenue for the
relevant Year.

This approach to ToP socialises volume risk across the contracted demand profile within a Coal
System. For example, while the System Reference Tariff is based on an aggregate forecast as a
percentage of total contracted volumes, some users will utilise more than that percentage of their
contracted volumes and other users will use less than that percentage of their contracted volumes. As
shown in Figure 11-2, this can be observed in the contract utilisation percentages for each origin to
destination combination in the CQCN in FY2025 against a benchmark level of 83%.

Figure 11-2 Contracted Train Service utilisation rates, FY2025, by origin to destination pairs

This model substantially reduces an Access Holder’s exposure to its ToP liabilities through the
System capping mechanism. For example, if the System Forecast is 83% of contracted volumes and
the System operates at 81% then, all else equal, the revenue shortfall associated with the 2%
differential is recovered from 19% of underutilised contracted volumes. Consequently, the cost of
holding contracted capacity above real demand is significantly discounted due to the socialisation of
demand and volume risk between Access Holders.

At a theoretical level, this approach is broadly consistent with the cyclical nature of the seaborne
market for thermal and metallurgical coal. As commaodity prices decrease more expensive producers
cease operating and those with a higher ability to pay make a greater contribution to common costs (a
form of dynamic Ramsey pricing). From another perspective, the approach may also represent a form
of industry self-insurance for adverse events'?’, which curtail mine production or reduce port capacity
(such as the DBCT stacker-reclaimer failure in 2004).

Issues identified by stakeholders

Notwithstanding these potential benefits, various stakeholders have expressed concern regarding two
key issues:

127 Events that are otherwise unrelated to the inability to make Rail Infrastructure available for the operation of Train Services.
(Aurizon Network Cause).
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— the lack of financial accountability on the part of Access Holders for contracted capacity levels;
and

— the potential scheduling advantages for Access Holders of holding Access Rights above real
demand.

In respect of the former, accountability may be addressed through either pricing or administrative
controls, such as capacity Resumption. However, as the capacity Resumption threshold required for
issuing a Resumption Notice is less than 85% utilisation, the Resumption provisions are unlikely to
provide an effective incentive to match contracted capacity to real demand. In addition, the RWG has
not sought to modify these provisions.

The potential for scheduling advantages arises from the ability to retain a more favourable month to
date, or year to date, utilisation position for the purpose of contested train paths. In contrast, an
Access Holder whose Access Rights align with its demand may have used more of their contracted
Access Rights in unconstrained periods but not have sufficient Access Rights in constrained periods.

The retention of Access Rights in excess of real demand may also not promote the efficient utilisation
of Rail Infrastructure if an Access Holder can include Train Services within the plan but cancel Train
Services within the lockdown period without adversely affecting their scheduling position (i.e., they
may schedule Train Services with lower likelihood of being operated). For example, the Train Service
Entitlement Reconciliation Report for FY2025 shows the aggregate cancellation rate within the
scheduled lock-down period for contracted TSEs was 10.7%.

Due to these concerns, a sufficient proportion of the RWG has requested Aurizon Network review and
modify the current ToP arrangements to address these issues and achieve the following objectives:

— improve financial accountability for contracted capacity;
— strengthen incentives for the efficient management and use of existing Capacity; and

— reduce Access Charges for Access Holders whose contracted capacity more closely aligns
with their demand.

In addition to the issues discussed above, Aurizon Network is also seeking to address a deficiency
with the ToP trigger test. Currently, where Aurizon Network is unable to make Rail Infrastructure
available for the operation of Train Services, generally due to either a below rail cancellation or a
force majeure event outside of Aurizon Network’s control, this is reflected in the ToP arrangements in
two ways:

the affected Access Holder is relieved of its ToP liability in respect of the Train Services unable to
be provided by Aurizon Network as a result of specified reasons (Aurizon Network Cause which is
defined to include an FM cause outside Aurizon Network’s control); and

the Gtk Forecasts used to determine whether ToP is triggered under all Access Agreements for the
relevant Reference Tariffs are reduced by the gtk not achieved due to the non-operation of Train
Services for an Aurizon Network Cause.

In evaluating how these matters may be addressed Aurizon Network has evaluated ToP
arrangements in access arrangements with other coal export infrastructure providers, including the
extent to which adjustments are made force majeure events.

The contractual frameworks associated with the provision of access to coal export infrastructure
typically do not provide for ToP relief for force majeure events. This is evident in the publicly disclosed
standard access arrangements for DBCT and the Hunter Valley Coal Network. Nevertheless, the
RWG has requested the ToP arrangements retain the provision of ToP relief for all sources of Aurizon
Network Cause, which includes force majeure events.
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In addition, the reduction in the Gtk Forecasts for the purpose of the ToP trigger under the current
arrangements is an unnecessary requirement where ToP relief is provided through an individual
Access Agreement. It should not be necessary to provide ToP relief on the Train Services not
operated due to Aurizon Network Cause and to also not collect any ToP on all Train Services not
operated for reasons other than Aurizon Network Cause. Therefore, a key part of the reforms is to
correct for deficiencies in the current arrangements. This is important because, as stakeholders may
make submissions on the proposed reforms, the removal of the Aurizon Network Cause from the ToP
trigger is a necessary amendment if the proposed reforms need to rejected or modified for the
reasons outlined below.

The implications of this ‘double counting’ are demonstrated in Figure 11-3. This shows that the
aggregate of gtk for all Train Services subject to the relevant Reference Tariff (Actual Gtk) is less than
the Gtk Forecast. Consequently, it is expected that Total Actual Revenue from operated Train
Services is less than the Allowable Revenue. However, in this example the reduction in the Gtk
Forecast for gtk not operated due to Aurizon Network Cause reduces the ToP trigger to less than
Actual Gtk and hence ToP is not payable under any Access Agreement for that Reference Tariff.

Figure 11-3 ToP Trigger Test

This scenario usually gives rise to a revenue shortfall for that Year that is then recovered through the
revenue cap adjustment amounts. In a year where there has been a significant force majeure event
this can lead to large revenue cap adjustment amounts. In addition, if that event is also associated
with significant damage to Rail Infrastructure (above the $1 million Review Event threshold in
Schedule F of the 2017 Access Undertaking), the incremental costs of the repairs/restoration are
likely to also be recoverable in the same Year as the revenue cap adjustment amounts, which
compounds the materiality of the revenue and price volatility.

Aurizon Network’s primary objective in modifying the ToP arrangements is to remove the adjustment
to the ToP trigger for gtk not achieved due to the non-operation of Train Services for an Aurizon
Network Cause. This will provide greater revenue and pricing stability during the regulatory period for
the benefit of both customers and Aurizon Network. In addition, there is often uncertainty as to
whether ToP will be triggered and in some instances, this has been as late as the last week of the
financial year. Addressing this will benefit customers as they will have greater predictability as to
whether ToP will be triggered, as well as performance against their own logistics budgets.

Aurizon Network and the RWG have also discussed that any modifications to the ToP arrangements
should seek to extend the existing arrangements to the extent possible, which includes retaining:
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— socialisation of utilisation rates through System ToP capping; and

— capping across multiple Access Agreements for origin to destination pairs (mine capping).

Stakeholder engagement

Aurizon Network has undertaken broad and deep engagement with stakeholders on ToP, consistent
with its engagement design principles. This has included:

— two deep dive technical workshops with the RWG Representative Panel;

— preparation of models and back-casting to demonstrate impacts of possible changes if applied
in prior years;

— development of principles papers and other consultation materials;
— presentation of proposed ToP amendments at two stakeholder forums; and

— individual one-on-one meetings with numerous stakeholders including End Users and Railway
Operators, often with multiple sessions.

While there are prospective cash flow timing benefits to Aurizon Network from reducing the materiality
of revenue cap adjustment amounts discussed above, the ToP arrangements and any modifications
to those arrangements is primarily a matter of cost and risk allocation between Access Holders, and
where the Access Holder is also an Operator, between the Operator and its customer. Therefore, any
modifications to the current ToP arrangements are likely to have redistributive impacts between these
stakeholders.

It is not surprising that there is a lack of consensus across the customers on a complete package of
changes to ToP. While there is general support for updating the ToP arrangements, there are differing
views on the extent of socialisation of volume risk that should be reflected in the volume forecast used
to determine Reference Tariffs and the ToP trigger. Aurizon Network has sought to establish a
balance between those stakeholders who would prefer a very low level of socialisation with those who
would prefer a level of socialisation more closely aligned with the current arrangements.

In addition, not all stakeholders will consider that the ability to relinquish excess Access Rights will
provide an effective mitigant against the increased financial risk of reducing the extent of socialisation
of volume risk. Furthermore, due to the uncertainty of the Committed Capacity profile over the
proposed Term of the 2025 UT5 DAAU in respect of Train Services operating on the Newlands
shared rail corridor, some Newlands and GAPE producers are unable to evaluate the potential
impacts of proposed modifications (i.e., a back-casting of historic Committed Capacity profiles may
not be representative of outcomes under possible future alternate Committed Capacity scenarios).

Due to these potentially divergent views and interests, the ToP modifications submitted in the 2025
UT5 DAAU are not fully supported by all customers and some customers have reserved their rights to
make submissions to the QCA in its assessment of the 2025 UT5 DAAU. Aurizon Network
acknowledges that some stakeholders will make submissions to the QCA on the changes to the ToP
arrangements and supports stakeholders making submissions that identify key issues that are not
addressed by the proposed changes. For clarity, any variations required by the QCA to 2025 UT5
DAAU in respect of the ToP amendments should not affect the package of negotiated amendments to
the 2017 Access Undertaking.

Overview of proposed amendments to the ToP arrangements
The amendments to the ToP arrangements included in the 2025 UT5 DAAU incorporate the following.

— System Forecasts: The System Forecast used to determine the AT2-AT4 Reference Tariff and
the ToP trigger (ToP Gtk) will be the higher of:
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e the Gtk Forecast; and
e 90% of the contracted Gtk relevant to that Reference Tariff.

— ToP trigger: The volume trigger for ToP will be the ToP Gtk without adjustment for Aurizon
Network Cause.

— Port capping: The capping arrangements will be extended from a given origin to destination
combination to an origin to Port Precinct combination.

— ToP progress payments: At the end of October and February in each Year, where the Coal
System has railed less than the year-to-date proportion of the ToP Gtk and the Access Holders
have operated Train Services less than the contractual entitlements for that period, then
Aurizon Network, subject to capping arrangements, will be entitled to collect a progress
payment towards the annual ToP liability.

— End of Year Adjustment Amounts: Where the revenue collected from AT14 in a given year
differs from the Allowable Revenue associated with that AT1-4 then:

e any over-recoveries will be returned to Access Holders in proportion to their contribution
to the revenue collected (including ToP); or

e any under-recoveries will be recovered from Access Holders in proportion to their
contracted ToP liabilities (i.e., in proportion to contracted Net Tonnes and ntk).

— Transitional arrangements: To address the increased financial risk associated with holding
Access Rights more than necessary to service expected demand the following transitional
arrangements will be implemented:

e Access Holders will be eligible to nominate a reduction in their contracted TSEs for each
origin to destination up to 25%, subject to aggregate reductions in a System not
exceeding 10%, without the requirement to pay a Relinquishment Fee;

e for the first Year of the First Reset Period, an Access Holder will be able to undertake a
Long Term Transfer without the requirement to pay a Transfer Fee; and

e for a period that is the shorter of, at the time the proposed ToP provisions commence, the
remaining term of (a) of the Rail Haulage Agreement and (b) the Access Agreement,
where the Operator is the Access Holder and ToP is not subject to pass-through
arrangements, a differential Access Charge will apply to the applicable origin to
destination that aligns to a Reference Tariff based on the Gtk Forecast (as per the current
approach).

System forecasts

Currently under the 2017 Access Undertaking, the AT2-4 Reference Tariffs (being the tariff
components subject to ToP) are calculated based on Gtk Forecasts that are determined by Aurizon
Network and approved by the QCA. Those Gtk Forecasts are included in Schedule F on a Coal
System basis.

Under the proposed changes, the AT2.4 Reference Tariffs will be calculated on a ‘“ToP Gtk’, which will
be the greater of:

(A) the Gtk Forecast for the System; and

(B) 90% of contracted Gtk for the System,

where “Gtk Forecast” is the gtk assessed by Aurizon Network as most likely to be achieved in the
relevant Coal System during the applicable Year, following consideration of information provided by
coal carrying customers and past experience of Aurizon Network Cause.
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To avoid administrative inefficiencies associated with these transfer arrangements, the proposed
reform extends the same type of relief that applies to origin to destination capping to apply to origin to
port precinct pairs (Port Capping). 'Port Precinct' will have the meaning already given in clause
7.4.1(d) of the 2017 Access Undertaking.

Port Capping will be initially applied within an individual Access Agreement before being applied
across multiple Access Agreements that have the benefit of mine capping.

Progressive payments

Components of the regulatory financial model and contractual terms are dependent on the
assumption that revenue is collected relatively uniformly within a relevant Year. This includes:

— the half-year WACC discount applied to end of year free cash flow in determining Allowable
Revenue;

— the low working capital allowance of 0.3% of Allowable Revenue; and

— the holding of security equivalent to six months’ of Access Charges.

This is consistent with the current demand-based pricing where revenue is expected to be recovered
from Access Charges relatively uniformly over the relevant Year. However, where the Gtk Forecast is
materially less than the ToP Gtk then less revenue is expected to be collected from Access Charges
over the relevant Year and more revenue is expected to be collected through end of year ToP
amounts and end of year adjustment amounts. For example, if the proposed arrangements had
applied in FY2024, Aurizon Network would have collected $158 million in ToP and end of year
adjustment amounts.

The prospect of large end of year revenue collections is not consistent with the elements of the
regulatory financial model and the contractual terms described above. Aurizon Network notes this
problem does not arise with other regulated coal export infrastructure providers such as Dalrymple
Bay Infrastructure or ARTC where the ToP is collected as a fixed monthly payment over the year.

To address the cash flow timing and increased working capital costs associated with moving from
demand-based pricing to contract-based pricing, Aurizon Network proposes to implement progress
payments towards a prospective end of year ToP liability. This would promote the following objectives:

— reduce the materiality of end of year revenue recoveries payable as an annual ToP payment;

— promote a more uniform collection of revenue over the Year consistent with the underlying
assumptions in the regulatory financial model; and

— avoid the requirement for changes to the security clauses in the Standard Access Agreement
to reflect the increased counterparty credit risks from material end of year recoveries.

The frequency of the progress payments has been determined having regard to:

— the preference to avoid the return of progress payments if utilisation rates are higher later in
the Year than earlier in the Year;

— the expectation that if an Access Holder has a month of poor performance there are sufficient
months in that period to recover; and

— the need to ensure that a progress payment is invoiced and Access Rights are able to be
suspended for non-payment within the six-month period for which security is held.

Following consultation with the Customers, Aurizon Network is proposing an interval for progress
payments of four months, such that progress payments would become payable at the end of October
and at the end of February each Year. Based on the seasonally deconstructed historical monthly
performance of DBCT and RG Tanna as shown in Figure 11-4 and Figure 11-5, it is evident that the
cumulative index is higher in October than in February.
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The inference is that if an Access Holder has underperformed in the first four months it is unlikely to
recover that under-performance in the subsequent four months given the low throughput seasonal
indices that have been observed in January and February. Therefore, if a progress payment is
payable at the end of October, then it is unlikely (but not implausible) that an Access Holder would
have a negative progress payment in February (noting that the new provisions do not provide for
crediting of any amount of the October progress payment if the February progress payment is
negative).

Figure 11-4 DBCT historical performance — monthly seasonal decomposition (July 2009 — June 2025)

Figure 11-5 RG Tanna historical performance — monthly seasonal decomposition (July 2009 — June 2025)

The following steps will be undertaken in determining the October and February progress payments
(Progress Amounts):

1. The annual ToP Gtk for the relevant Coal System included in Schedule F is used to calculate the
gtk thresholds for when Progress Payments may be payable (PP Trigger Gtk) as follows:
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a. the October PP Trigger Gtk is one-third of the ToP Gtk; and
b. the February PP Trigger Gtk is two-thirds of the ToP Gtk.

An Access Holder will not pay any Progress Amount where the Applicable Gtk exceeds the PP
Trigger Gtk for that System.

If the Applicable Gtk does not exceed the PP Trigger Gtk for that Coal System and an Access
Holder rails less than the contracted TSEs for the relevant period in respect of the origin to
destination pair in that Access Agreement, then the Uncapped Progress Amount will be calculated
with respect to the origin to destination TSEs as being:

a. 95% of the revenue Aurizon Network would have expected to earn had the number of TSEs
the Access Holder operated, or caused to be operated, for the relevant period been the full
number of contracted TSEs; less

b. the amount of revenue earned from the ATz.4 Access Charges in respect of the relevant origin
to destination;

for the Uncapped October Progress Amount or Uncapped February Progress Amount as
applicable.

Where the Uncapped October Progress Amount or Uncapped February Progress Amount, as
applicable, is greater than zero, it will be further reduced by applying, where applicable, Port
Precinct Capping and Port and Mine Capping across Access Agreements. This is known as the
Reduced Uncapped Progress Amount. The intention is that as the October Progress Amounts and
the February Progress Amounts are provisional payments and not ToP charges their calculation is
administratively simple. Therefore, no relief for Aurizon Network Cause is included in the
calculation but an allowance is provided by calculating these amounts against 95% of the
contracted TSEs.

Aurizon Network will determine the October Progress Amounts and the February Progress
Amounts it is entitled to collect by replicating the tariff capping arrangements used to calculate ToP
charges. This will be determined by multiplying the [Reduced] Uncapped Progress Amount by the
System Capping Rate obtained as follows:

1 Ppmax
" ¥ Reduced Uncapped Progress Amounts

System Capping Rate = min [
Where:

e PPmax = (Allowable Revenue (AT2-4) x n) — Total Actual Revenue); and
e n=0.33 for October PToP, 0.67 for February PToP.

The primary purpose of the System Capping Rate is to acknowledge that as the ToP tariffs have
been set at less than 100% of contract, there remains some socialisation between End Users who
operate more or less than 90% of contract. This capping mechanism ensures that Aurizon Network
accounts for the expected tariff capping that would take place in Annual ToP and reduces the
likelihood of materially over-collecting Progress Amounts.

In addition, Aurizon Network will not invoice Progress Amounts in October or February where the
amounts calculated for an Access Holder after capping is less than $100,000. This is to reduce the
administrative burden of collecting immaterial amounts that do not substantively contribute to
working capital costs or risks.

As the February Progress Amount is a year-to-date calculation, then any payments received in the
October PToP will be deducted from the amounts payable, subject to not being less than zero.
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6. The total Progress Amounts collected in October and February in a given Year will be offset against
annual ToP Charges. Where the cumulative Progress Amounts collected exceed annual ToP
Charges, the difference will be credited to the Access Holder.

End of Year Adjustment amounts

Aurizon Network and Customers have a preference to reduce the materiality of the revenue cap
adjustments, particularly those that relate to the difference between the Allowable Revenue (AT1.4) for
that Year and the Access Charges collected.

The proposed application of a volume forecast of 90% of contracted gtk, combined with the removal
of the gtk unable to be operated for Aurizon Network Cause from the ToP trigger test, means the
expected outcome is that Total Actual Revenue from AT2.4 and Access Charges from AT1 will equate
closely to the Allowable Revenue for ATi4in that Year.

It is probable that the amount of revenue collected will be more or less than the Allowable Revenue.
This will most likely be attributable to forecasting error in the Gtk Forecast resulting in a minor over- or
under-collection of the AT1 Reference Tariff.

However, there remains the possibility that a large revenue shortfall may still arise in a Coal System
where a significant force majeure event occurs and the gtk not able to be operated due to an Aurizon
Network Cause exceeds 10% of contracted services (i.e., ToP relief exceeds the 10% allowance
inherent in setting the ToP Gtk at 90% of contracted gtk). Where such an event occurs, the revenue
shortfall will be caused by the combination of:

— the reduction in revenue collected from operated Train Services; and

— the provision of ToP relief in individual Access Agreements for Aurizon Network Cause.

The annual revenue cap adjustment amounts will continue to reflect adjustments made to Allowable
Revenue, particularly where these adjustments require either QCA review, approval or validation
through the annual revenue cap process (i.e., the calculation of annual Revenue Adjustment
Amounts).

To reduce the revenue and price volatility due to utilisation rates, Aurizon Network is seeking to
remove the two-year lag that currently applies in addressing any shortfall in, or over-recovery of, the
unadjusted Allowable Revenue. To achieve this outcome Aurizon Network is implementing an End of
Year Adjustment (EoYA) that will be collected in the same billing period as invoicing of ToP for that
same Year (i.e., ToP for the Year needs to be finalised to be able to calculate the EoYA).

The process by which excess revenue is returned through the EoYA will differ from how a revenue
shortfall is recovered from an EoYA as follows.

— Scenario 1: Total Actual Revenue ATz (including ToP, if applicable) plus AT1 Access Charges
is less than [Allowable Revenue (AT1) and Allowable Revenue (AT2.4)].

In this scenario, the EoYA will be recovered from all Access Holders in proportion to the contracted
Access Rights (converted to ATs.4 on the same basis as ToP calculations).

This approach recognises that any shortfall is expected to be associated with material force majeure
events in excess of that accounted for in the ToP Gtk. This ensures the recovery is proportionally
distributed between those impacted and not impacted by force majeure events. It also aligns with how
the revenue cap adjustment amounts would be expected to be recovered in two years if not for the
EoYA.

— Scenario 2: Total Actual Revenue ATz (including ToP, if applicable) plus ATi1 Access Charges
is greater than [Allowable Revenue (AT1) and Allowable Revenue (ATz-4)].

In this scenario, the EoYA will be returned to Access Holders in proportion to the actual Access
Charges (ATz.4) (including ToP if applicable) paid by that Access Holder.
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The process by which Access Rights may be relinquished will occur over two phases.

— Aninitial phase where notice(s) to relinquish is/are submitted by the Relinquishment
Nomination Date, being the earlier of 31 January 2027 or two months after the Extension
Approval Date (being the date that the 2025 UT5 DAAU is approved by the QCA). If the total
number of nominations exceeds the System-level Relinquishment threshold of 10%, then the
fee-free Relinquishments will be proportionally allocated on the basis of the number of
nominated Train Paths to be relinquished, such that the System Relinquishment threshold is
not exceeded.

— A second phase whereby if the total number of Relinquishment notices submitted by the
Relinquishment Nomination Date is less than the System-level Relinquishment threshold,
there will be a second opportunity for Access Holders to provide notices for Relinquishments.
The new applications will be processed on a first come, first served basis up to 30 April 2027
until the System-level Relinquishment threshold has been reached.

The proposed timing for the natifications is to ensure that the contracted gtk profile is finalised prior to
the determination of Reference Tariffs commencing on 1 July 2027. If Relinquishments occur after the
FY2028 Reference Tariffs have been approved by the QCA, then Aurizon Network may incur a
material revenue shortfall for that Year due to the reduction in contracted Access Rights subject to
ToP. This may also result in material EoYAs that will then be recovered from remaining contracted
Access Rights. The proposed timings also provide a sufficient period of notice for an Access Holder to
evaluate its demand requirements from 1 July 2027.

Transfers

Aurizon Network has also included amendments to allow Long Term Transfers to occur within the first
Year of the First Reset Period. Where an Access Holder is willing to relinquish more than 25% of its
Access Rights, or where its total nominated Relinquishments is reduced due to the application of the
10% System limit, it will retain the ability to reduce its Access Rights by way of Transfer without
incurring a Transfer Fee. This allows for the efficient redistribution of existing capacity where there is
alternate demand for that capacity without diminishing the benefits of the ToP changes for other
Access Holders.

Excluded Access Agreements

The most significant barrier to amendments to the ToP arrangements has been the differential
arrangements applying between Access Agreements entered into under different Access
Undertakings. The most notable difference is between UT1 Access Agreements and subsequent
Access Agreements. Aurizon Network notes that the remaining current UT1 Access Agreements
expire before the Extension Commencing Date.

There are some remaining Access Agreements in place, notably Access Agreements entered into
under the 2008 Access Undertaking, which do not allow for amendment of the relevant schedule to
allow for recovery of the EoYA amounts. For these agreements, additional amendments have been
incorporated that provide for any EoYA in respect of an excluded Access Agreement to be included in
the annual Revenue Adjustment Amount.

The relevant amounts will then be either added to, or subtracted from, the Reference Tariff for that
origin to destination in the subsequent annual review of Reference Tariffs. While this does not
guarantee those amounts will be quarantined to that origin to destination, any variances are not
material other than where the Access Rights in that Access Agreement are not renewed on expiry of
that agreement, in which case the amounts will be socialised in the System Reference Tariff.

Operator Access Agreements

While the majority of Access Rights in the CQCN are contracted directly with End Users, some
Railway Operators are Access Holders on behalf of the customer. As the Access Holder, all Access
Charges and ToP amounts are invoiced to the Railway Operator. The allocation of access and ToP
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liability between the Railway Operator and the customer is then subject to the terms of the Rail
Haulage Agreement between those parties.

Following detailed engagement with the Customers on the ToP reform principles, Aurizon Network
engaged Railway Operators for the purpose of identifying how the new arrangements would affect
Railway Operators through their commercial arrangements with End-Users.

During the consultation and engagement with Railway Operators, Aurizon Network was advised by its
Related Operator that the changes to the ToP arrangements may have material implications for how
ToP liability is allocated between the Railway Operator and an End-User where the commercially
negotiated terms do not allow for the straight pass-through of the invoiced ToP charges. Aurizon
Network understands this issue is applicable to one or more rail haulage agreement(s).

Aurizon Network is reasonably satisfied that under the circumstance where any Railway Operator
would be subject to a material increase in its financial risk associated with the ToP reforms (from
holding Access Rights on behalf of End-User that those ToP reforms are intended to address),
ensuring contractual accountability by End-Users warrants additional transitional arrangements. This
is particularly relevant where the End-User would:

— obtain the benefit of the lower Access Charges; and

— not be subject to increased financial accountability for the Access Rights contracted in the
Operator Access Agreement.

Following identification of the need for transitional arrangements, Aurizon Network consulted with the
Customers in respect of the principles relevant to the development of these arrangements. Aurizon
Network obtained through detailed development and consultation, an ‘in principle’ agreement from the
RWG on the additional transitional arrangements for Operator Access Holders. This is where the
Railway Operator is unable to fully pass through ToP charges as invoiced by Aurizon Network directly
to the End-User under the Rail Haulage Agreement.

The key requirements of the Customers for these transitional arrangements are that:

— the arrangements seek to replicate the current allocation of risk between the Railway Operator
and customer; and

— other Access Holders who are not a party to the Rail Haulage Agreement are not negatively
impacted.

The transitional arrangements in the new Clause 6.9.4 and Schedule F Clause 3.3(j) seek to retain
the current level of revenue recovered from Access Charges where Reference Tariffs are calculated
based on the Gtk Forecast. However, ToP charges will be determined using the System Reference
Tariff calculated on the ToP Gtk.

The effect of these transitional arrangements is that the revenue collected from operated Train
Services is the same as those amounts that would be collected under the current pricing framework.
The increase in revenue collected from Access Charges and the reduction in the uncapped ToP
amounts seek to preserve, to the extent feasible, the relativity of Access Charges and uncapped ToP
under the current arrangements where the Gtk Forecast is equal to the ToP Gtk.

The Operator Access Holder is subject to the same expected ToP liabilities as another Access Holder
who does not utilise its Access Rights as their ToP is calculated using the System Reference Tariff.
That is, in the same circumstances where neither Access Holder utilised any Access Rights they
would still have the same ToP liability. Consequently, Aurizon Network confirms that:

— the transitional arrangements establish a redistribution between Access Charges and
uncapped Take or Pay and therefore other Access Holders are not adversely affected; and
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— other Access Holders obtain a marginal net benefit under all scenarios because of the
additional revenue collected from the higher Access Charges and the increased financial risk
to the Railway Operator not being fully mitigated (at a material level of underutilisation). This is
due to the lower System capping associated with the ToP Gtk exceeding the Gtk Forecast,
thus increasing the total amounts of ToP needing to be collected.

Aurizon Network has provided the QCA with its modelling on a confidential basis, demonstrating how
the key requirements described above are satisfied in respect of a nominated origin to destination pair
and hence support these conclusions.

The transitional arrangements in Clause 6.9.4 and Schedule F Clause 3.3(j) address the specific
commercial arrangements between any Railway Operator and any End-Users subject to an Operator
Access Agreement.

Confirmation from all Railway Operators was sought on the extent to which Railway Operators may be
subject to misalignment between the proposed ToP arrangements and the Rail Haulage Agreement
and whether transitional arrangements would be required to address the misalignment.

Infrastructure Rebates

The interaction between ToP and Infrastructure Rebates was discussed extensively in the
Infrastructure Rebates and GAPE RCS DAAU, which was approved by the QCA in October 202429,
This noted that Infrastructure Rebates are not payable on ToP charges as this would be incompatible
with the NPV=0 assumption where the rebate rates are calculated with reference to forecast demand
and not contracted demand.

The subsequent Bauhinia Infrastructure Rebates DAAU, approved by the QCA in April 2025,%°
addresses the issue of ToP on rebates for common use infrastructure by aligning rebates with total
actual revenue. These arrangements are therefore unaffected by the changes in the ToP
arrangements.

Aurizon Network notes that the changes to the ToP arrangements do not strictly require revisions to
the rebate arrangements where the rebates are calculated on the forecast tonnes for that origin to
destination. Notwithstanding, where an Access Facilitation Deed (AFD) holder is willing to amend its
Infrastructure Rebate arrangements in respect of connecting infrastructure, Aurizon Network is willing
to implement a fixed rebate arrangement to reflect the expected changes in the revenue profile
associated with the complete package of ToP reforms, including the EoYA amounts.

Aurizon Network’s preference is also that remaining rebate arrangements on mine-specific
infrastructure are replaced with a reduced Access Charge consistent with the arrangements
voluntarily implemented in the Infrastructure Rebates and GAPE RCS DAAU. However, consistent
with the voluntary nature of that approach substituting the Infrastructure Rebate with a discount to the
Access Charge requires the agreement of the AFD holder.

Addressing future incentives to under-contract

The capacity contracting and pricing arrangements may influence the incentives for Access Seekers
to enter into long-term Access Agreements. For example, under full contract volume pricing an
Access Seeker will have weaker incentives to enter into a long-term Access Agreement for the full
amount of its expected demand, if on the balance of probabilities, that Access Seeker considers the
supply chain has sufficient capacity to deliver total contracted and uncontracted demand (that is

129 https://www.gca.org.au/project/aurizon-network/2017-access-undertaking-uts/infrastructure-rebates-and-gape-rcs-daau-2/
130 https://lwww.gca.org.au/project/aurizon-network/2017-draft-access-undertaking/bauhinia-infrastructure-rebates-daau-2/
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expected demand is sufficiently less than the supply chain capacity such that there is a high likelihood
of getting Train Services scheduled without a capacity entitlement).

For example, the ToP arrangements in the Hunter Valley Coal Network were originally developed in a
growth environment where capacity was scarce. Under this model access holders are liable for fixed
monthly ToP charges (the FCC charges) and pay a variable charge (VCC charge) on services
operated, with scheduling priorities given to contracted entitlements. However, where other access
holders do not fully utilise their access rights another access holder could operate more than its
contracted entitlements (ad hoc services) and effectively pay only the VCC charge to do so (through
rebating of the FCC charges). Where capacity is not scarce, and demand is declining, the incentive
under this model is to contract for less than demand to obtain some access at the lower variable rate.

To reduce the incentive to under-contract there is scope for price differentiation between contracted
and Ad Hoc Train Services based on differences in the risks of providing the two services, such that a
surcharge could be applied to Ad Hoc services. The quantification of this premium is likely to be a
complex and disputed exercise. However, Aurizon Network considers that a calibrated approach
could be developed that modifies how the EoYA amounts are distributed where earned revenues
exceed Allowable Revenues (noting that a necessary but not a sufficient condition for a System to be
deemed unconstrained and under-contracted is that actual railings exceed total contracted services).
For example, this could potentially involve two key changes to the ToP arrangements:

— the Reference Tariff would be set on the lesser of 90% of contract gtk and Gtk Forecast (rather
than the higher of); and

— the EoYA distributions for excess revenue would be distributed based on contracted service
levels (rather than on revenue).

Under this approach, the excess revenue collected from operated Train Services would only be
returned to contracted services. So, while both contracted and uncontracted services pay the same
Access Charge during the year (and ToP never triggers as demand exceeds contract) the net cost of
access for contracted services in a year, on a like-for-like basis, will be lower than that for
uncontracted services following the crediting of the EoYA amounts. The greater the proportion of
uncontracted services then the greater the differential in the net cost of access. The mechanism
would self-calibrate the effective surcharge with the level of under-contracting and increase the
incentive for contracting for likely actual demand.

Aurizon Network has not included arrangements to address the circumstances of under-contracting in
unconstrained systems in this 2025 UT5 DAAU as it has not been provided with evidence during the
negotiations with the customers that this is a foreseeable outcome during the Term of the 2025 UT5
DAAU. However, Aurizon Network has reached agreement with the customers that should evidence
emerge during the Term of the 2025 UT5 DAAU that one or more Coal Systems are unconstrained
and there are incentives to under-contract for Access Rights then this will be addressed through a
consultation on, and the development of, a DAAU as necessary.
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— maintaining a Capacity model to assess Access Seeker Access Requests, as outlined in Parts
4 and 7 of the 2017 Access Undertaking;

— producing the Annual Capacity Assessment Report (ACAR), as set out in Part 7A,

— conducting an annual review of the System Operating Parameters, as outlined in Part 7A,;
— calculating the annual Performance Rebate payment to customers;

— reporting on Aurizon Network’s performance, as set out in Part 10;

— developing a System Capacity Assessment following the completion of the ICAR (yet to be
commenced).

As part of stakeholder engagement on the 2025 UT5 DAAU, enhancements to the Independent
Expert framework have been discussed.

Stakeholder engagement

Consultation on this 2025 UT5 DAAU with the Customers and Railway Operators highlighted three
key areas for Independent Expert reform being transparency, accountability and role clarity

Transparency

System Operating Plans (SOPs) are critical inputs into the Independent Expert’s capacity model.
They encompass Access Agreements as well as below rail, above rail, loading and unloading
operational characteristics.

Some stakeholders, particularly Railway Operators, have expressed uncertainty about how their
feedback is considered by the Independent Expert following the annual SOP consultation process.
Specifically, they noted that greater transparency around how SOP feedback is received, assessed
and incorporated into updates would improve their confidence in the accuracy of the Independent
Expert's modelling outputs.

Aurizon Network acknowledges that SOP-related information provided by stakeholders is generally
claimed as confidential by its owners. To enable greater transparency, written consent from the
relevant stakeholder would be required to share or disclose such information to other parties.

Accountability

The primary function of the Independent Expert is its role to independently model the Capacity of the
CQCN, the outputs of which underpin existing Access Agreements and future Rail Infrastructure
capital investment. Key to this role is the maintenance of a trusted and reliable capacity model that
provides consistent outputs that reflect the current and expected future operation of the CQCN as
closely as possible. Since publishing the ICAR in 2021, the Independent Expert produces the ACAR
with updated SOP inputs.

Some stakeholders have indicated that requiring that the Independent Expert to undertake an annual
model validation review, with redacted results published following the release of an ACAR, could help
to build greater stakeholder trust in the outputs of the capacity model.

In recent years new Railway Operators have entered the market for haulage in the CQCN, which
necessarily introduces the operation of additional rollingstock within the Network. More rollingstock on
existing track potentially leads to greater levels of congestion, which can have a detrimental impact on
Railway Operators’ ability to continue to maintain service levels with the same level of investment.
Feedback from Railway Operators and the Independent Expert indicated that it is not sufficiently clear
how the Independent Expert should consider rail congestion when conducting Capacity assessments
and in the ACAR. To address this issue, it has been determined that the Independent Expert will
develop and report on congestion metrics in its ACAR.
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Role clarity

In addition to its primary functions, the Independent Expert has secondary functions that include
reporting on the performance of Aurizon Network and the assessment of the annual Performance
Rebate amounts payable to Access Holders. Feedback from some stakeholders was that there would
be benefit in clarifying the role of the Independent Expert to reduce the risk of scope creep and
duplication of work that is also undertaken by Aurizon Network.

An area where there is some cross-over is the Transfer process, where the Independent Expert
undertakes Capacity assessments whilst Aurizon Network manages the process, customer interaction
and commercial aspects of the Transfer.

When undertaking an ACAR, the Independent Expert may gain insights into factors that could
improve System performance, which technically fall outside of its role but could have benefits for
supply chain stakeholders. Aurizon Network and stakeholders think there is an opportunity to clarify
where the Independent Expert should provide input as part of its ACAR. Some stakeholders also saw
an opportunity for the Independent Expert to observe the meetings of the RIG as part of Capacity-
related matters within the Maintenance and Renewals processes within Part 7A.11 of the 2017
Access Undertaking.

Proposed amendments

Based on the above, the following amendments are proposed within the 2025 UT5 DAAU to enhance
the quality of the information and levels of transparency from the Independent Expert, leading to
better output from the Independent Expert. All of these amendments reflect the outcomes of Aurizon
Network’s engagement with the Customers and Railway Operators.

— SOPs should be published on an unredacted basis, where prior written consent has been
obtained from the affected party.

— A SOP consultation report is to be provided by the Independent Expert to stakeholders,
providing details of any submissions received, an explanation of how those submissions have
been considered and either: (a) incorporated, or (b) the reasons why those submissions have
not been incorporated, into any of the SOP outcomes.

— The Independent Expert will undertake an annual validation of the Capacity model, by testing
the model with actual outcomes and parameters to determine the accuracy of the model, any
lessons learned that the IE may consider relevant and recommend/implement improvements.
The results will be reported annually by the Independent Expert to Aurizon Network, customers
and the QCA and Aurizon Network will publish the model validation report on its website.

— Timeframes have been specified for completion of the SOP consultation and annual Capacity
assessment, within the context of the broader schedule for the annual planning cycle.

— The Independent Expert will develop and implement a framework for annual reporting of
system congestion in each Coal System and will be responsible for the preparation of an
annual report on this measure which will be included in the ACAR.

— The Independent Expert will attend RIG meetings in an observer capacity, and if requested,
participate in RIG meetings for the purpose of understanding views on Capacity-related
matters.

— The Independent Expert may make suggestions on operational, system and other
improvements as part of the ACAR, including an estimate of the potential Capacity benefit of
the suggested improvements.

— The System Capacity Assessment will only be required if requested by Aurizon Network or a
Special Majority of End Users.

— Minor amendments have been made to the Transfer provisions in Part 7 to clarify which parts
relate to the role of the Independent Expert, including relevant timeframes that apply to each
process.
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Stakeholder engagement

Throughout Aurizon Network’s engagement on the 2025 UT5 DAAU, it became evident that
customers are seeking improvements to the RIG voting thresholds to address concerns within smaller
Coal Systems, particularly in instances where Customers failed to respond to requests to vote on the
MRSB. The Special Majority voting methodology set out above for the MRSB has proven to be
ineffective in the smaller Coal Systems, such as Moura, if a number of Customers failed to provide a
vote.

As part of the engagement on the 2025 UT5 DAAU, the Customers proposed a voting methodology to
overcome the issues with the voting arrangements within the 2017 Access Undertaking. Aurizon
Network proposed an alternative voting threshold that addressed customer concerns. This proposal
was developed based upon previous voting methods used that has been used in other regulatory
matters.

As the issue was primarily in the administration of the Voting Rights, Aurizon Network was indifferent
between its proposed mechanism and what the Customers had proposed, as long as there was a fair
and equitable opportunity for all End Users to be able to vote on the MRSB.

Aurizon Network’s proposal
As part of the 2025 UT5 DAAU, with full support from the Customers, Aurizon Network proposes that
the draft Maintenance Strategy and Budget, and the draft Renewals Strategy and Budget, are
deemed approved if either:

— all of the Voting End Users that voted, voted in favour and those Voting End Users:

i. in aggregate represent at least 50% of the End User voting Rights (Coal System) for the
Year; and

ii. comprise at least 50% of Voting End Users by number at the relevant time;
or
— anumber of Voting End Users that:

i. in aggregate hold at least 75% of the End User Voting Rights (Coal System) for the Year;
and

ii. comprise at least 60% of Voting End Users by number at the relevant time.
For all other matters that are not related to the vote on the MRSB, the existing test for Special Majority
of End Users applies as set out above and in the 2017 Access Undertaking.

To give effect to the above changes, the definition of ‘Special Majority of End Users’ of the 2025 UT5
DAAU has been amended to reflect the above.
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where approved. This created the concept of the Continuous Improvement Group (CIG), which
established a process for supply chain continuous improvement with a pathway through to the
Innovation Mechanism if a resolution is passed to dissolve the CIG.

Both the CIG and the Innovation Mechanism aim to promote whole-of-supply chain improvement
initiatives that enhance the cost-effectiveness, operational performance and competitiveness of the
CQCN.

Overall, the frameworks for the CIG and the Innovation Mechanism will further support the object of
Part 5 of the Act, being “to promote the economically efficient operation of, use of and investment in,
significant infrastructure by which services are provided”.

Aurizon Network introduced the concept of the Innovation Mechanism at the start of negotiations on
the 2025 UT5 DAAU. Following multiple discussions with the Customers, it became clear that they
preferred a focus on smaller, ongoing improvements - distinct from business-as-usual activities.

During the engagement and subsequent drafting with Customers, it was evident that there was
overlap between the Innovation Mechanism and the CIG. An outcome of this engagement was that
the CIG would serve as the primary vehicle for supply chain continuous improvement, with the
Innovation Mechanism retained as a fallback if a resolution is passed to dissolve the CIG.

As part of customer engagement, Aurizon Network briefed Railway Operators and Coal Export
Terminal operators on the proposed improvement framework. It became clear that these parties
needed a voice in progressing potential Cl Business Cases, particularly where a negative financial
impact might occur. Aurizon Network agreed with this, resulting in a voting process that includes Rail
and Coal Export Terminal operators for Cl Business Cases where the CIG Project Manager identifies
a potential negative impact.

During the discussions on the drafting, the Customers outlined that there must be appropriate
governance, reporting and oversight given to them in the development and execution of any CIG
projects. This resulted in the detailed governance arrangements that are being proposed including a
CIG Steering Committee, with the ability for three representatives from each Coal System to ensure
that relevant interests are being met.

Aurizon Network’s proposals, which are supported by the Customers, in relation to the CIG and
Innovation Mechanism are outlined below.

To assist and progress the development of continuous improvement within the CQCN, the CIG will be
established with the purpose of enabling improvement proposals and projects to improve efficiencies
in the delivery of Train Services and their interaction with the supply chains in the CQCN.

The CIG will be established within 90 days of Extension Approval Date, which could be before the
commencement of the new extended Term. Membership of the CIG will be open to Aurizon Network,
End Users, Railway Operators of coal carrying services and Coal Export Terminal operators.

For overall effectiveness and appropriate levels of governance, a Steering Committee will be formed,
with an appointed Chairperson who will be the same person who fulfils the role of the Chair of the
RIG. The Steering Committee will be selected from all representative groups of the CIG members,
specifically being made up of the following:
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— two Aurizon Network employees;

— for terms of 24 months each, in respect of each Coal System, three End User representatives
from each Coal System nominated by the then current Chair of the RIG (following a vote of
End Users in the relevant Coal System);

— arepresentative from each coal carrying Railway Operator; and

— a Coal Export Terminal Operator representative of each Coal Export Terminal connected to
the CQCN.

There will be a requirement that CIG Steering Committee members will be elected for a period of 24
months to allow other entity perspectives and align with good corporate governance.

In addition to the above members, a Cl PM will be appointed, who will be an Aurizon Network
employee. The CI PM will be fully funded through a variation to Reference Tariffs as an Endorsed
Variation Event that will be submitted to the QCA once the appointment has been made. It was
agreed that due to the timing and cost uncertainty, the costs associated with the CIG PM’s role were
best recovered as an Endorsed Variation instead of as a step trend within the Operational Cost
Allowance. The CIG Steering Committee will be appropriately engaged in the appointment of the Cl
PM.

The role of the CIG Steering Committee will be to identify, scope, consider and prioritise continuous
improvement initiatives for consideration and/or development into a Business Case for the approval
and development of an Annual Plan. As part of this, the CIG Steering Committee must consider and
determine resource allocation and recommendations for projects requiring a funding decision
(including amending, prioritising, de-prioritising and terminating projects).

It is expected that the CI PM will report back to the CIG Steering Committee regularly at agreed
periodic meetings. The core responsibility of the Cl PM will be to develop CI Business Cases at the
request of the Steering Committee. If a proposal is considered and approved by the CIG Steering
Committee for further analysis, the CI PM will be responsible for completing that further analysis and
undertaking necessary consultation with the relevant stakeholders throughout the development of the
Cl Business Case.

The CI Business Case is an important artefact within the approval process as it must detail a range of
matters, including documenting any assumptions and the outcomes from any consultation that the CI
PM considers appropriate. This CI Business Case will then be voted upon by the Voting Members of
the CIG Steering Committee, which will include Railway Operators and Coal Export Terminal
operators where a proposed project will have an adverse financial impact on them. Unanimous
approval must be received and will need to be subsequently signed by both the Chair of the CIG
Steering Committee and Aurizon Network prior to implementation.

CIG improvement initiatives will be executed through Working Groups formed on a case-by-case
basis. There will also be an Annual Plan and Budget, which incorporates a consolidated view and
prioritised initiatives for a Year. There will be sufficient flexibility to vary, terminate or re-prioritise
initiatives through discussions of the Steering Committee.

As noted above, there will be additional costs incurred by Aurizon Network through the employment of
the Cl PM and execution of the activities and approved Cl Business Cases. Recovery of these costs
is consistent with the pricing principles in section 168A of the Act.

At the time of the QCA's decision on this 2025 UT5 DAAU, the CIG costs will not be known and
therefore cannot be included within the Operating Cost Allowance submitted by Aurizon Network.
Therefore, the following approaches to cost recovery reflect the outcomes of Aurizon Network’s
discussions:
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— Establishment costs: Costs that are incurred by Aurizon Network in the establishment of the
CIG, including the ongoing salary of the CIG PM, will be recovered as a variation to reference
tariffs as an Endorsed Variation Event and added to the NOEA.

— Annual budget: A forecast annual budget will be included within the annual Review of
Reference Tariffs for the forthcoming year (clause 4.1 of Schedule F).

— Reconciliation of the annual budget for actual versus forecast: The additional incremental
costs incurred by Aurizon Network that the QCA accepts as prudent that were not within the
budget and therefore not already reflected in Allowable Revenue, will be recovered through
the Revenue Adjustment Amounts process (clause 4.3 of Schedule F).

To ensure ongoing effectiveness of the CIG, a review of the mechanism by the CIG Steering
Committee will occur 36 months after the establishment of the CIG (by 1 July 2030). At this time, there
will be either a recommendation to:

— make changes to the CIG and the way it operates; or
— todissolve the CIG.

The decision will be validated through a vote. In the event that the CIG is dissolved, then any projects
that are currently underway will continue to progress and include an effectiveness review once
implemented.

If the CIG is dissolved as a result of the review referred to above, the Innovation Mechanism will
become the primary mechanism for Innovation Projects. As discussed with the Customers, the
definition of an ‘Innovation Project’ is a project that:

— does not form part of business improvement undertaken in accordance with good industry
practices; and

— may benefit Aurizon Network and/or Supply Chain Participants by either improving supply
chain performance or identifying relevant efficiencies in one or more Coal Systems.

Any stakeholder can propose initiatives for consideration as an Innovation Project. If Aurizon Network
determines that a proposed Innovation Project may result in benefits, the entity proposing the initiative
(the Innovation Proponent) must, with the assistance of Aurizon Network, develop an Innovation
Project Business Case (IP Business Case) with similar levels of required information as the CI
Business Case.

Once the IP Business Case has been developed, it must be signed by the Innovation Proponent and
Aurizon Network and provided to the Chair of the RIG for relevant End User approval on either a Coal
System or CQCN basis. Where the approved IP Business Case allows for the recovery of incremental
operating expenditure (or another amount) for an Innovation Project, this will be included as part of
the calculation of an Endorsed Variation Event under Schedule F.

For any approved Innovation Project that requires the construction of new infrastructure in the CQCN,
any incurred costs (or other agreed remuneration amount) will be recovered through the Capital Claim
process in Schedule E. It is expected that Innovation Projects will not generally take the form of
capital projects, as these should follow either the Expansion process or the existing capital renewal
processes.

Following the implementation of an Innovation Project and within a reasonable time, Aurizon Network
will prepare a report on the degree to which the project achieved the IP Business Case objectives,
including any lessons learned. The report will be provided to relevant stakeholders for information
purposes only. This report and its outcomes will not impact Aurizon Network's ability to recover its
costs.
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In the Demand Assessment Report, Aurizon Network must provide Expanding Users with
information on the extent of any under-utilisation of Access Rights, on an aggregate and de-
identified basis, over the prior 36 months (including separately, for the last four consecutive
quarters).

Upon finalisation of the Demand Assessment Report, and prior to undertaking a Pre-Feasibility
Study, Feasibility Study, or agreeing to undertake an Expansion, Aurizon Network is required
to seek offers from Access Holders wishing to relinquish Access Rights in the relevant Coal
System to which the potential Expansion relates.

These Relinquishments would be on a fee-free basis where an Access Seeker entered into an
unconditional Access Agreement for the relevant Access Rights, meaning this Relinquishment
would be excluded from the application of clause 7.4.8(d).

An Access Holder must respond to Aurizon Network’s request within 30 days of receipt,
specifying the Access Rights subject to Relinquishment. This constitutes an irrevocable offer
capable of being accepted by Aurizon Network at any time during the period specified in the
2025 UT5 DAAU.

Aurizon Network will report on any responses in aggregate and on a de-identified basis.

Aurizon Network may issue Resumption Notices to Access Holders in accordance with the terms of
relevant Access Agreements if it is following a Concept Study, prior to the commencement of a Pre-
Feasibility Study, Feasibility Study or an agreement to undertake an Expansion, and after issuing
Information Request Notices. A Pre-Feasibility Study and Feasibility Study will include details of the
following (subject to confidentiality obligations):

the number of Information Request Notices issued relevant to the Expansion study, and the
relevant number of TSEs represented in the Information Request Notices;

the number of TSEs resumed to meet the needs of Expanding Access Seekers;
the number of TSEs not resumed and a statement of reasons as to why; and

the number of TSEs not resumed due to Aurizon Network not having a reasonable expectation
of sustained alternative demand.

It is important to note that Aurizon Network will not be obligated to accept a Relinquishment Offer or
resume Capacity unless an Access Seeker has agreed to enter into an unconditional Access
Agreement for those Access Rights subject to Relinquishment or Resumption.

Aurizon Network will also be obligated to include the following in the annual compliance report
prepared under Part 10 of the 2017 Access Undertaking:

the number of times a Resumption Trigger Event has occurred in each Coal System for the
relevant Year and the number of TSEs relevant to the Resumption Trigger Event;

the number of Information Request Notices issued in each Coal System for the relevant Year
and the number of TSEs relevant to each Information Request Notice;

the number of Resumption Notices issued in each Coal System for the relevant Year in
accordance with the 2025 UT5 DAAU; and

any information previously published for Expanding Access Seekers in relation to
Relinquishment as set out in Part 8 of the 2025 UT5 DAAU.

Aurizon Network considers that these proposed amendments will provide greater transparency and
confidence for Access Seekers applying for Access Rights that will otherwise require an Expansion,
without compromising the rights of Access Holders, including confidentiality.
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To address this asymmetry, Aurizon Network hosted a series of workshops, both in person and
online, to bridge the information gap and understand what was required in terms of amendments to
the 2025 UT5 DAAU. Aurizon Network sought input from Railway Operators and the Customers in
understanding the requirements of a broad range of users of the reporting suite.

The engagement resulted in a clearer understanding of what information is available to stakeholders
and highlighted their desire for Aurizon Network to have an obligation to engage with End Users,
Railway Operators and the Independent Expert to continuously improve the format, type and systems
used for reporting.

Following extensive consultation with the Customers and Railway Operators, Aurizon Network
proposes amendments to Part 10 of the 2025 UT5 DAAU regarding data collection, data quality and
the content of the reporting suite. During the 2025 UT5 DAAU consultation, Customers and Railway
Operators highlighted the importance of having a process for feedback and continuous improvement
for both Access Undertaking reports and reports that are outside of the scope of the regulated
services and Access Undertaking.

This consultation has resulted in new obligations under the 2025 UT5 DAAU for Aurizon Network to
initiate a process shortly after the Commencement Date of 1 July 2027. This process will involve
engagement with End Users, Railway Operators and the Independent Expert to:

— gather feedback on potential changes;
— review the quality of the reports; and

— consider improvements to the presentation format.

Aurizon Network will report back to End Users, Railway Operators and the Independent Expert on its
findings and identify which potential improvements can be reasonably progressed. If any reasonable
costs are incurred by Aurizon Network as part of these improvements, recovery will be sought through
existing Access Undertaking processes. The estimated costs would be subject to approval by End
Users prior to implementation.

If the new consultation process results in changes to the Access Undertaking reporting requirements,
Aurizon Network will submit a voluntary DAAU to align its reporting obligations with customer
expectations. Although Aurizon Network regularly receives informal feedback from stakeholders, the
new process defined within the 2025 UT5 DAAU will be conducted no more frequently than annually,
to allow for changes to flow through and for stakeholders to understand the benefits from those
changes.

It was also discussed that the timing of the Independent Expert’'s System performance reports could
be reviewed to allow for deeper insights and more meaningful analysis. As a result, clause 10.8.4 has
been amended to replace “monthly” with “quarterly” in response to feedback from stakeholders and to
ensure that these quarterly reports include an analysis of trends identified by the Independent Expert,
macro reasons for System losses and (where relevant) non-binding views on steps which could be
taken to address System losses, as well as any other matters that the Independent Expert considers
relevant based on information provided by Aurizon Network and any other information available to the
Independent Expert.

In addition to the formal review process and the change in reporting frequency, Aurizon Network has
committed to ensuring that any updates to information are completed in a timely and accurate
manner. If any information is found to be inaccurate, Aurizon Network will adopt a process to inform
relevant stakeholders accordingly.
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— the regulatory processes through which those Allowable Revenues and Reference Tariffs may
be varied.

Schedule F is updated frequently (at least annually) to reflect:

— updates to revenue and pricing inputs as part of the annual review of Reference Tariff process;
and

— the outcomes of regulatory decisions as approved by the QCA from time to time, including
Endorsed Variation Events, or the outcomes of DAAUS.

Schedule K was introduced in the 2019 UT5 DAAU to provide greater transparency of the building
block components that make up the forecast Allowable Revenue for each System. Schedule K sets
out forecast Allowable Revenues, initially for FY2018 to FY2023 and then for the Reset Schedule F
values from FY2024 to FY2027. The Schedule K values remained consistent with the QCA’s
decisions in respect of the 2019 UT5 DAAU and the Reset Schedule F Values and was not
periodically updated.

During the engagement for the 2025 UT5 DAAU, there was consensus between Aurizon Network and
stakeholders that in circumstances where the information in Schedule K:

— is not updated regularly; and
— is only accurate at the start of each Reset Period,

— there is minimal ongoing value in retaining Schedule K as a separate schedule to the Access
Undertaking.

Aurizon Network’s proposal

Prior to the commencement of each Year of the Term, Aurizon Network provides updated Allowable
Revenues and Reference Tariffs to the QCA for approval in line with the annual review of Reference
Tariff process outlined within clause 4.1 of Schedule F.

One of the outcomes of the discussions between Aurizon Network and the Customers is that in
addition to providing updates to key inputs for the coming Year as part of the annual review of
Reference Tariffs, Aurizon Network will also provide indicative and non-binding Allowable Revenues
and Reference Tariffs for the longer-term (i.e., for the following Year and each subsequent Year within
the Term) within Schedule F. This will help to ensure that the Allowable Revenues and Reference
Tariffs included within Schedule F reflect the latest available inputs and assumptions, thereby
assisting all Access Holders with their own processes.

The indicative and non-binding nature of the longer-term values included within Schedule F also
recognises that these values will be updated (at least annually) during the Term in accordance with
the Access Undertaking.

Aurizon Network has included amendments in the 2025 UT5 DAAU that have the effect of
consolidating all Allowable Revenue and Reference Tariff information within Schedule F, including the
additional transparency in respect of the revenue building blocks that was previously included within
Schedule K. Aurizon Network considers that its proposal will provide Access Holders with relevant
and up-to-date information for each Year compared to what was previously contained in Schedule K.
Aurizon Network therefore proposes to delete Schedule K from the 2025 UT5 DAAU.

Aurizon Network’s covering submission for each annual review of Reference Tariffs in compliance
within Schedule F will outline the inputs and assumptions that Aurizon Network has relied upon to
determine the longer-term Allowable Revenues and Reference Tariffs for the following Year and each
subsequent Year within the Term.
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Redundant Drafting

In addition to the new provisions in the 2025 UT5 DAAU that have been negotiated with the
Customers and described already in this submission, there are a number of provisions that currently
exist in the 2017 Access Undertaking that have been deleted in the 2025 UT5 DAAU because:

Aurizon Network has agreed with the Customers that such provisions are no longer required,
relevant or appropriate; or

given the passage of time, they are no longer relevant.

Aurizon Network and the Customers have agreed that certain provisions in the 2017 Access
Undertaking are no longer required, relevant or appropriate to include in the 2025 UT5 DAAU. These
include:

most of Clause 3.6 - this required the approval of a Majority of End Users for any transfer or
secondments of any Senior Aurizon Network Employees, Key Aurizon Network Commercial
Personnel, Senior Related Operator Employees or Senior Related Competitor Employees
between Aurizon Network and a Related Operator or a Related Competitor;

Clauses 3.9(e) and 3.9(f) - this provided an agreement for Aurizon Network to engage an
independent observer, nominated by the Chair of the RIG on behalf of a Majority of End Users
to attend Board meetings of Aurizon Network. During the term of the 2017 Access
Undertaking, the End Users decided not to nominate any such independent observer; and

Clause 7A.8.1 - this required Aurizon Network to develop a proposal for a Supply Chain
Coordination Entity across the CQCN and required the participation of Supply Chain
Participants across each Coal System.

There are a number of provisions in the 2017 Access Undertaking that were stated to apply only for a
specific time period or only up until the date that the Initial Capacity Assessment Report was
published by the Independent Expert. As that report was published by the Independent Expert on 28
October 2021, Aurizon Network has deleted any provisions that referred to steps to be taken or
processes to apply before that date.

Key examples include:

the removal in clause 2.1 of the reference to an Adjustment Charge for the period between 1
July 2017 and December 2019 when the UT5 Customer DAAU was approved by the QCA;

the removal of the obligation in clause 3.14 to consider any amendments to the Confidential
Information Register within 4 months of the Approval Date;

amendment to the timing of Indicative Access Proposals under clause 4.6(e);

the removal of the entire Part 6A that addressed the process for the mid-term reset that has
already taken place, and replacing it with a new Part 6A to apply going forward;

the removal in clause 7A.3.3(a) of the reference to the QCA’s review of the appointment of the
Independent Expert four years after the Approval Date;
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— the removal of redundant provisions in clause 7A.3 4 in relation to the IE Pass Through Costs;

— the removal of redundant provisions in clause 7A.4 in relation to the Independent Expert Initial
Capacity Assessment as this assessment has already taken place;

— the removal in clause 7A.6 of the QCA'’s review of the Rebate mechanism as this has already
taken place;

— the removal of provisions in clause 7A.9 that dealt with how System Operating Parameters
would be developed prior to the publication of the Initial Capacity Assessment Report;

— the removal of references to Approved Maintenance Approach and the Maintenance Costs
claims for FY2019 and FY2020 in clause 7A.11, as these only applied prior to the publication
of the Initial Capacity Assessment Report;

— the removal of references in clause 8.3 and 8.9 to steps required to be taken before the
publication of the Initial Capacity Assessment Report as this has already taken place;

— the removal of requirements in clause 10.4.1 in relation to publication of financial statements
that are no longer relevant;

— the removal of redundant definitions in Part 12;

— the removal of the provisions on Strategic Train Plan principles in clause 2 of Schedule G, as
these only applied prior to the publication of the Initial Capacity Assessment Report;

— the removal of the provisions on Master Train Plan principles in clause 3 of Schedule G, as
these only applied prior to the publication of the Initial Capacity Assessment Report; and

— the removal of the entire Schedule K, as this information will now be provided as part of
Schedule F.
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18. Access Agreements and Train Operation Deeds

With the improvements to processes outlined within the Policy section of the Access Undertaking
being proposed, there are consequential amendments required to the agreements that support the
Access Undertaking

Throughout the 2025 UT5 DAAU engagement, Aurizon Network and the Customers sought to identify
process improvements to develop a more efficient Transfer process. This prompted Aurizon Network

to review the existing requirements that form part of the administrative process of effecting a Transfer
to understand the fundamental requirements.

Standard Access Agreements

Amendments to Standard Access Agreement clauses related to the nomination and variation of
Railway Operators have been amended to reflect that instead of issuing replacement Schedules, the
Train Operations Deed will be deemed to be varied where there is a change in Nominated Monthly
Operational Rights and that variation will be visible to the Railway Operators in the ‘TSE
Reconciliation Report’ (as that term is defined in clause 8.2 of Schedule G of the Access
Undertaking), which in practice is currently the case.

Aurizon Network’s notice details in Schedule 1 - Reference Schedule have been updated.

Train Operations Deed

Amendments to Train Operations Deed clauses: Clauses related to the nomination and variation of
Railway Operators have been amended to reflect that instead of issuing replacement Schedules, the
Train Operations Deed will be deemed to be varied where there is a change in Nominated Monthly
Operational Rights and that variation will be visible to the Railway Operators in the ‘TSE
Reconciliation Report’ (as that term is defined in clause 8.2 of Schedule G of the Access
Undertaking), which in practice is currently the case.

Additional minor amendments: The definition of "Effective Date" was removed from the Train
Operations Deed due to redundancy, and references to Reference Tariff Provisions were deleted from
Schedule 2, Part B.

Aurizon Network’s notice details in Schedule 1 - Reference Schedule have been updated.

To cater for the introduction of Rolling Access Agreements, the definition of Train Service Expiry Date
in Schedule 2 has been updated to refer to either a fixed date, or “such later date resulting from a
renewal of the Access Holder’s Access Rights, as natified in writing to the Operator by Aurizon
Network”.

The amount of public liability insurance that a Railway Operator is obliged to effect and maintain has
been amended in clause 1(a) of Schedule 7 to the amount of One Hundred and Fifty Million Dollars
($150,000,000). This change reflects the QCA’s 2022 Final Decision and has been included in all
Train Operations Deeds executed after that Decision.
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Appendix 1: List of Customers providing letters of support

The Customers listed below are expected to have provided or will provide on or around the date of
this submission, letters addressed to the QCA in support of various elements of the 2025 UT5 DAAU.

e Anglo American Steelmaking Coal Pty Ltd
e BM Alliance Coal Operations Pty Ltd

e Ensham Resources Pty Ltd

e Glencore Coal Assets Australia Pty Ltd
e Jellinbah Mining Pty Ltd

e Lake Vermont Resources Pty Ltd

e MetRes Pty Ltd

e Middlemount Coal Pty Ltd

e Peabody Energy Australia Pty Ltd

e Pembroke Olive Downs Pty Ltd

e Stanmore IP Coal Pty Ltd

e Stanmore SMC Pty Ltd

e Whitehaven Project Pty Ltd
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Appendix 2: First and Second Reset Processes

Aurizon Network



Page | 251

Aurizon Network



Page | 252

Appendix 3: Allowable Revenue movements by System

The graphs below outline the movements (by building block component) from FY27 to FY28. This
analysis is provided for the total Allowable Revenue in each system, i.e. for both electric and non-
electric assets.

Figure A3-1 Allowable Revenue Movements — FY27 to FY28 — Total CQCN ($m)

Figure A3-2 Allowable Revenue Movements — FY27 to FY28 — Total Blackwater ($m)
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Figure A3-3 Allowable Revenue Movements — FY27 to FY28 — Total Goonyella ($m)

Figure A3-4 Allowable Revenue Movements — FY27 to FY28 — Moura ($m)
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Figure A3-5 Allowable Revenue Movements — FY27 to FY28 — Newlands ($m)

Figure A3-6 Allowable Revenue Movements — FY27 to FY28 — GAPE ($m)

Aurizon Network


















































