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Executive Summary
TasRail was established by an Act of Parliament on 1 December 2009. It was created as a vertically
integrated freight railway combining all of the Above Rail and Below Rail assets acquired by the State
between 2007 and 2009.
The first priority of the TasRail Board was to make a realistic assessment of the task to rebuild the
business and to advise government of the financial and capital requirements needed to achieve that
objective. This assessment confirmed the rail business was suffering from decades of neglect and
under investment. A majority of the assets were life expired and no longer fit for purpose. More
than half the track and significant parts of the associated infrastructure were in urgent need of
replacement and were at risk of failure.
A Rail Recovery Plan was developed by the Board and endorsed by Government which detailed a
prioritised capital and maintenance program to be implemented over the following five years in line
with available funding from the Tasmanian and Australian Governments.
TasRail has subsequently exceeded expectations in terms of the timeframe to deliver the Board’s
Rail Recovery Plan and achieve a turnaround in business performance.
In its first five years of operation to 30 June 2014, TasRail has:










Achieved a 67 per cent reduction in main line train derailments.
Substantially improved the safety, sustainability and reliability of the network.
Improved on time freight delivery performance to 95 per cent on key services.
Re-engaged with business and industry and developed a strong customer focus.
Secured long term contracts with all major rail freight customers.
Restored customer confidence in rail freight as a competitive and efficient alternative to other
forms of transport.
Generated freight cost savings for Tasmanian business and industry.
Achieved steady growth in freight volumes increasing rail’s share of Tasmania’s total freight task,
as measured Net Tonne Kilometres1 (NTK), by 30 per cent over the past five years.
Successfully delivered a complex and ambitious capital program on time and on budget in
parallel with normal business operations. Examples of these major projects include :
o Procurement and commissioning of a new fleet of locomotives and wagons;
o Design and implementation of a new train control system;
o Procurement and commissioning of new infrastructure equipment including a new hi-rail
fleet, tamper machine and ballast regulator;
o Renewal of four North West coast bridges;
o Supply and installation of nearly 100,000 concrete sleepers and 400,000 steel sleepers;
and
o Significant upgrading of rail track across priority sections of the operational network.

1

Net Tonne Kilometre = Unit of measurement representing the movement over a distance of one kilometre of
one tonne of product excluding the weight of the rolling stock.
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Successfully competed for new business ventures and executed commercial agreements with
Australian Bauxite, Venture Minerals and Shree Minerals.
Established new integrated freight terminals at Brighton and George Town.
Re-opened terminal operations at Devonport and Launceston after a prolonged hiatus of around
ten years.
Commenced the re-development of the Burnie port freight precinct with tripartite support from
the private and public sectors.
Attracted new commodities to rail such as sugar, recycled metal, glass bottles, fertiliser, fish
food, etc.
Secured the return to rail of freight such as logs and containerised metal concentrates.
Developed and implemented new technologies and business systems.
Greatly improved the capabilities of the TasRail workforce through recruitment, training and
professional development.

TasRail’s Above Rail division (Freight Operations) is expected to generate a positive result for
Earnings Before Interest, Tax, Depreciation & Amortisation (EBITDA) for the 2015-16 financial year.
Furthermore, TasRail is forecasting steady growth over the next four years with the potential for
either the projected cash surpluses to be reinvested in asset renewals or used to offset any shortfall
in the Tasmanian Government’s Below Rail Infrastructure Contribution (BRIC).
By contrast, TasRail’s Below Rail division (Infrastructure Maintenance) will always require an annual
maintenance contribution in order to sustain fit for purpose operations, as is the case with other
strategic infrastructure owned by the State such as roads. However, the annual value of the BRIC
has been steadily reducing from a high of $19 million in 2011-12 to $12 million in 2015-16. It is
forecast to fall to $8.1 million by 2017-18 and continuing at this level in 2018-19 as per the
Tasmanian State Budget (Forward Estimates).
An independent study undertaken by Pitt and Sherry, which was commissioned in January 2015,
analysed the value of rail freight to Tasmania and found that for 2013-14 the $16 million BRIC paid
by the State to TasRail generated a return of around $26 million in social, economic and
environmental savings. The report forecasts that the value contribution of rail to Tasmania will
steadily increase to $159 million over the five years to 2018-19, despite an expected 50 per cent
reduction in BRIC funding over the same period.
With funding support for the Tasmanian Freight Rail Revitalisation Program now secured to 2018-19,
TasRail is transitioning out of the Rail Recovery phase.
In a relatively short period, TasRail has re-established rail freight as a crucial and strategic element of
Tasmania’s Freight Infrastructure.
As a result, business and industry now have the confidence to rely on TasRail to deliver safe,
sustainable and competitive freight logistics services.
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1.

TasRail – An historical context

Tasmania’s railway has had a chequered history. Ownership has changed a number of times,
switching from government to private ownership. Under private ownership the railway struggled to
operate as a viable business and the assets suffered from decades of underinvestment and a
growing maintenance backlog.
In 2005, the then private owner, Pacific National (PN) threatened to withdraw services unless a
substantial subsidy was paid by government to cover the cost of infrastructure maintenance. Train
derailments were occurring frequently and customers were losing confidence in rail and the future
sustainability of rail operations. The rail system was no longer fit for purpose.
The high costs associated with maintaining the rail infrastructure to mitigate the risk of derailments
were not being met through investment or through recurrent maintenance spend. This created a
cycle of deterioration that was exacerbated by a reduction in operational revenue due to declining
freight volumes.

Rail Rescue Package
As a result of PN’s lobbying, the Australian Government announced a $78 million Rail Rescue
Package to address critical repairs on the network.
As part of the Rail Rescue Package, the Rail Maintenance and Management Deed was enacted. This
enabled the State to gain control of the Below Rail assets, while PN continued to operate the Above
Rail services. The Rail Management Branch was established within the then Department of
Infrastructure, Energy and Resources (DIER) to manage and maintain the Below Rail assets as well as
plan and administer the Rail Rescue Package with the intention of addressing the most urgent
infrastructure needs.
In 2008-09, rail’s share of the total freight market had fallen to around 12 per cent, as measured in
NTKs.
Around this time, PN advised the Tasmanian Government of its intention to exit the State, following
unsuccessful attempts to sell the Above Rail division. This left the State Government with two
options; to buy the Above Rail division from PN or to forgo the State’s rail system.
In 2009, the State acquired all of the Above Rail assets and the business assets of PN. It did so in the
knowledge that substantial capital investment was required to rebuild the business and the assets.
It is a matter of public record that the Government took this action because it recognised the
strategic value of rail as critical infrastructure, regarding it as crucial to the future of an effective
freight strategy. The decision had tri-partisan support.

Tasmanian Railway Pty Limited
On 1 December 2009, Tasmanian Railway Pty Limited (TasRail) was established under the Rail
Company Act 2009 as a vertically integrated business. The functions of the Rail Management Branch
and the Above Rail assets were transferred to TasRail at the time.
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Section 6 of Rail Company Act 2009 sets out TasRail’s principal objectives:




To operate a rail business in Tasmania effectively and efficiently; and
To operate its activities in accordance with sound commercial practice; and
To maximise its sustainable return to its Members.

As per TasRail’s Member’s Statement of Expectations, TasRail’s principal purpose is to provide rail
freight services in Tasmania. The document also sets out TasRail’s commercial objectives as follows:



To be a successful company by operating in accordance with sound commercial practice and as
efficiently as possible; and
To achieve a sustainable rate of return on its commercial operations in accordance with its
corporate plan, having regard to the social and economic objectives of the State, as agreed in
writing with the Members.

Upon TasRail’s establishment and following a review of the existing service operations and
infrastructure, it was decided the priority was to address safety and service reliability. Poor
performance in these critical areas was reflected by the number and nature of derailments which
had reduced market confidence in rail.
The main causes of poor safety and reliability were identified as:







Poor track formation due to lack of ballast, ineffective drainage and difficult alignment;
Excessive track buckling due to hot weather, eg. 108 heat buckles in 2009-10;
An unreliable, aged and unsupported fleet of locomotives consisting of three compatibility types
(not inter-operable), four engine types and five generator types;
An aged wagon fleet characterised by seven different classes, three different load carrying
capacities and a mixture of single and dual braking systems;
Excessive broken rails due to poor rail welds and aged rail; and
An inadequate defect inspection regime.

Additionally, there was limited capability within TasRail (i.e. no engineering or project management
capability, no business systems, etc.) as the majority of these functions had been undertaken by PN
at a corporate level.
As mentioned earlier, following a detailed assessment by TasRail’s Board and Management, a five
year Rail Recovery Plan was developed to rectify the inherent backlog of network defects, to reduce
derailments, to increase the emphasis on safety and to improve service reliability.
It should be noted that the Australian Rail Track Corporation (ARTC) faced similar issues when it was
established in 1998 to develop a single consistent national network on mainland Australia.
TasRail’s funding profile from December 2009 to 30 June 2019 is detailed in Table 1.
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Table 1: FUNDING TABLE (BY SOURCE & YEAR)
December 2009 to 30 June 2019
Source

Purpose

Start-up
funding
TAS
Govt

2009/10

2010/11

2011/12

2012/13

2013/14

2014/15

2015/16

$ million

$ million

$ million

$ million

$ million

$ million

$ million

47.49

BRIC
Capital

4.72

SUB TOTAL
million

2016/17

2017/18

2018/19

SUB TOTAL

TOTAL

$ million

$ million

$ million

$ million

$ million

47.49
14.59

18.78

16.3

16.57

16.83

11.99

95.06

19.01

33.49

20

*27.3

20

20

*144.52

29.9

29.9

IIP/NPA

47.49
11.97

8.1

8.1

28.17

123.23
144.52

29.9

29.9

59.8
375.04

Nation
Building
AUST
Govt

^88.89

19.05

21.26

37.41

Bell Bay

34.01

4.68

^205.3

205.3

0.6

4.6

5.2

5.2

0.5

1

1

16.5

16.5

TasRailer
Project

0.5

IIP/NPA

15

14.3

14

43.3

59.8
271.3

TOTAL

141.1

52.65

73.53

73.71

78.48

46.61

78.89

544.97

56.87

22.4

22.1

101.37

646.34

LEGEND:
Green
Orange
^
*

Funding has been received or is secured
Funding was announced in the 2014/15 Tasmanian State Budget and the 2014/15 Australian Federal Budget and has been included in the respective Forward Estimates
Includes funds received and retained by DIER for expenditure prior to the establishment of TasRail on 1/12/09
Includes a $3.69 million co-contribution funding for the Bell Bay Terminal Project and the Burnie Port Optimisation Project and $3.61 million for upgrade of the Melba Line

Table 1. TasRail funding between December 2009 to 30 June 2019
In 2008-09, the Australian Government committed a total of $205.3 million for the state’s rail system
under the National Building Economic Stimulus (NB) program. This comprised:









Rail Rescue Package: $78 million
Rail capacity improvements at Rhyndaston: $24 million
Upgrade of the Burnie to Western Junction Line: $28.9 million
Upgrade of the Hobart to Western Junction Line: $20.3 million
Main north-south line rail capacity improvements: $31.6 million
Upgrade of the Fingal Line: $5.7 million
Upgrade of the Boyer Line: $1.1 million
Upgrade of the Melba Flats to Burnie Line: $15.7 million

The Australian Government also provided $3.9 million in additional funding to DIER to improve road
safety at high risk rail crossings.
The procurement of new rollingstock was considered a priority project due to the age and condition
of the existing locomotive and wagon fleets. In the 2010 State Budget, the Tasmanian Government
committed $130 million in equity transfers to procure new rollingstock assets and maintenance
vehicles.
Within the same State Budget, the Tasmanian Government also committed a further $70.8 million
over four years for maintenance of the Below Rail network and for the establishment of the new
6
TasRail – Submission to Legislative Council – Inquiry into the financial sustainability of TasRail

State-Owned Company and for the setting up of administration and business systems critical to
standard business functions but did not exist .
This additional funding allowed TasRail to focus on building its operational and technical capability to
complement the already committed and dedicated work force that had remained throughout the
ownership transitions.
It was anticipated that the Rail Recovery Plan would be completed by 2014 after which time TasRail
expected the condition and performance of the track and the assets to be of a standard that would
facilitate an improvement in customer confidence and grow freight volumes; an objective it
subsequently achieved ahead of expectations. Similarly, the focus on safety has delivered a 67 per
cent reduction in mainline derailments over the past five years to 2015.
The ambitious capital works program included some 37 separate and complex projects, which were
completed on time and within budget in parallel with normal day-to-day operations. The projects
included, but were not limited, to:









The procurement and commissioning of 17 new purpose built locomotives and a new fleet of
209 wagons comprised of 4 different types;
The design and implementation of a new train control system;
The procurement and commissioning of new infrastructure equipment including a new hi-rail
fleet, tamper machine and ballast regulator;
The replacement and/or rehabilitation of four major North West coast bridges;
The supply and installation of nearly 100,000 concrete sleepers;
The installation of over 400,000 steel sleepers;
The upgrade of 42 bridges and over 5,000 transoms; and
Over 120 level crossings and 168 road crossings upgraded.

The investment in these projects, incorporating but not being limited to asset renewals and
upgrades, has translated into improved safety and reliability. Combined with a commitment to
developing a strong customer focus, TasRail has seen a progressive restoration of customer and
industry confidence in the rail system which is underlined by the fact all major customers have
signed new long term haulage contracts.
By mid-2015, TasRail’s share of the state’s freight market had grown from 12 per cent to 22 per cent,
and is forecast to increase to 27 per cent in 2015-16, as measured in NTKs.
The establishment of the new freight terminal at Brighton and the re-opening of terminals at
Devonport and Conara Junction have extended TasRail’s capability across the State. With the George
Town Freight Terminal and the Burnie Port Optimisation project due for completion in the second
half of 2015, TasRail’s statewide connectivity to key freight markets servicing major industrial areas
and shipping ports will be complete.
The investment by the Australian and Tasmanian Governments in infrastructure upgrades and asset
renewals has enabled TasRail to attract a more diversified freight task, with new and returning
commodities being carried by rail such as sugar, recycled metal, glass bottles, fertiliser, fish food,
metal concentrates, etc.
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TasRail has also been able to achieve a diversification in growth in the bulk commodities market by
helping to facilitate the development of new enterprises such as the recently established Australian
Bauxite mine near Campbell Town.
By partnering with forestry companies and forestry service providers, TasRail secured the return of
log freight to the rail network after an absence of more than a decade. The log freight service, which
has now been in operation for more than two years, currently transports 100,000 tonnes of logs
from Brighton to Bell Bay annually.
Importantly, the benefits rail freight generates are not restricted to those sections of industry and
commerce which use the service. There are a number of important benefits generated from rail
freight which, in turn, benefit the entire community, including lower greenhouse gas emissions,
reduced spending on road maintenance and fewer road accidents, as detailed in Section 5.
Recognising that the inherited maintenance and renewal backlog extended beyond the scope of the
Rail Recovery Plan, TasRail developed the $240 million Tasmanian Freight Rail Revitalisation program
aimed at remediating priority sections of the Below Rail network. Subsequently, the submission and
specific project proposal documentation was reviewed, assessed and approved by the Department
of State Growth (DSG) and the Federal Department of Infrastructure and Regional Development
(DIRD).
In their respective 2015 Budgets, the Australian and Tasmanian Governments committed to
providing funding for the Tasmanian Freight Rail Revitalisation program. The first tranche of funding
totalling $119.6 million over four years to 30 June 2019 is to be provided from the Infrastructure
Investment Program (IIP). This commitment recognises the continued investment required for the
revitalisation of the network, and builds on the improvements delivered by both the Rail Rescue
Package and the Nation Building Program.
This first tranche of IIP funding will be focused on delivering projects designed to further improve
safety and reliability, and to avoiding single points of failure incidents which, irrespective of where
they occur, can cause disruption to large sections of the network.
The Tasmanian Freight Rail Revitalisation Program aims to address critical upgrade and
reconstruction works, including:







The replacement of a significant amount of rail track across the network;
A comprehensive welding program on the Melba Line;
The replacement of a large number of sleepers primarily across the Western, Southern and
Melba lines;
Rehabilitation and monitoring of known slip areas and coastal erosion hot spots;
Renewal of the most critical bridge and culvert defects; and
Repairs to and renewals of rail level crossings.
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2.

TasRail and Tasmania’s land based freight market

Prior to 2009
Prior to the departure of PN in 2009, rail freight customers were experiencing deteriorating
reliability and an increasing number of derailments. This led to uncertainty about rail being a
sustainable freight option to the extent that customers were seeking alternative solutions for their
freight transport needs. This resulted in a substantial decline in rail’s share of the total freight
market to 12 per cent, as measured in NTKs.
Furthermore, the period of uncertainty about the future of rail had left the remaining customers
vulnerable and exposed in terms of their own service commitments and operating costs, leading to
a complete loss of trust and rapidly declining confidence in the future of the Tasmanian rail system.
As a result, and as a key component of the Rail Recovery Plan, TasRail focused heavily on re-engaging
with existing customers to restore their trust and confidence. It did so by re-assuring them their
specific operational issues were being addressed and rectified.

From 2009 to Current
Since its establishment in 2009, TasRail has been working to renew safe and reliable rail freight
services. The result of these efforts has been the restoration in customer confidence – a fact
underlined by their commitment to enter into long term contracts with TasRail.
In just five years, and in parallel with the delivery of the Rail Recovery Plan, TasRail’s percentage of
the freight task, as measured by NTKs, has increased from 12 per cent in 2009 to 22 per cent in 2015,
over which time the Tasmanian freight market has seen little growth. TasRail’s freight volumes
continue to increase and are projected to reach 27 per cent in 2015-16 as the confidence of industry
and commerce in the safety and reliability of TasRail services improves.
The growth experienced by TasRail has been impacted by global forces such as the commodity price
cycles and the exchange rate. After significant engagement with two new mining operations, both
were moved into suspension citing, amongst other reasons, unfavourable economic conditions.
In 2014, Copper Mines of Tasmania (CMT) suspended operations due to a series of tragic accidents
and geological events. During this time, TasRail worked with CMT to develop a commercial proposal
for the resumption of operations. CMT is complimentary of CMT’s relationship with TasRail as the
customer testimonial demonstrates:
“Since its inception in 2009 TasRail has managed the complete logistics of transporting
the
company’s concentrate to the Burnie port. TasRail’s transport is
more reliable and has much
less safety and spillage risk than road transport. Of great benefit to CMT is that TasRail
provides the total freight package and includes the Melba Flats storage facility and loading
equipment. This provides considerable cost benefit and commercial convenience to CMT which
would otherwise need to secure these
facilities separately.
CMT also believes that availability of such well maintained and reliable rail logistics available
through TasRail will significantly support the development and success of new mines in West
Coast region. In recognition of the long term viability of rail transport in Tasmania and the
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integrity of the TasRail business model CMT entered into a ‘life of mine’ contract with TasRail in
October 1999.”
Pushpender Singla
Finance & Commercial Manager – Vedanta
An example of TasRail’s success in attracting freight volume growth is the return of logs to rail.
Commencing in 2013, TasRail engaged with participants of the forest industry to understand and
resolve historic haulage issues that led to the industry abandoning rail and transporting logs by road.
Both parties worked together to develop successful rail solutions which saw log freight return to rail.
On the back of commercial agreements with its customer, TasRail re-commissioned specialist
wagons for this service which is now in its third year of operation.
TasRail is also introducing innovation to improve the efficiency of its log freight handling. The
haulage of logs is set to benefit from the introduction of specially designed log stanchion bases
developed in partnership with Elphinstone Engineering. The new stanchion bases will deliver a more
efficient and cost effective transport solution for the forestry sector.
TasRail is working closely with a number of its major customers across the state on a wide range of
operational efficiencies. Significant work has already been done in achieving productivity
improvements including loading/unloading operations and inventory management.
The commissioning of the new transport hub at Brighton has improved the efficiency of the interface
between road and rail transport, reduced handling time and costs and created new opportunities to
provide seamless integration of transport solutions to TasRail customers.
In support of the recently announced investment in new assets by a Devonport based freight service
provider, intermodal rail services have returned to Devonport after an absence of approximately
nine years. This is a fillip for freight users in the region as it will provide direct access to the
statewide rail network. TasRail has established a good working relationship with major freight users
in the Devonport area. It is anticipated that rail freight services will play a key role in supporting the
increased freight capacity across Bass Strait soon to arrive in the region.
The tripartite project between the TasRail, Tasports and the Toll Group for the optimisation of the
Burnie Port is now well advanced, with the project on schedule for completion in the second half of
2015.The project will improve terminal capability resulting in more efficient operations, reducing the
time freight is both despatched and delivered. The new rail terminal at Burnie will result in rail
services no longer transiting along the Burnie foreshore improving the community amenity.
The commissioning of the George Town freight terminal during the second half of 2015 will facilitate
rail freight services for the Bell Bay industrial precinct, whilst continuing to service freight vessels
using Bell Bay wharf. It will provide customers with more choices for getting their products to
market. The George Town Freight Terminal will provide a seamless interface between the rail
service and a significant loading interface, which abuts a sizable storage area suitable for containers
and logs.
TasRail is currently in discussion with a number of industries in the region who recognise the benefit
of increased competition in the State’s major industrial zone and in the local freight services market.
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Ongoing engagement with shipping service providers has been taking place since Agility Shipping
suspended its Bell Bay service in 2012. TasRail is continuing to work with a number of shipping
companies in the region to ensure that the shipping services being offered to Tasmania are
supported by efficient and integrated rail freight services.
The introduction of technological solutions has enabled TasRail to develop inventory management
systems that are integrated between TasRail and its customers. This reduces the need for inefficient
stock control, reduces duplicate processes and strengthens the partnerships between TasRail and its
customers.
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3.

Financial Position of TasRail

TasRail is an incorporated State-Owned Company administered by a Shareholder-appointed Board of
Directors that meet monthly.
The company has two Shareholder Members:

The Minister for Infrastructure, the Hon. Rene Hidding, MP as the Minister with portfolio
responsibility for TasRail; and

The Tasmanian Treasurer, the Hon. Peter Gutwein, MP.
TasRail operates to a Corporate Governance System that is consistent with the eight principles of
Good Corporate Governance, as published by the ASX Corporate Governance Council:

Lay solid foundations for management and oversight;

Structure the Board to add value;

Promote ethical and responsible decision making;

Safeguard the integrity in financial reporting;

Make timely and balanced disclosures;

Respect the rights of Shareholders;

Recognise and manage risk; and

Remunerate fairly and responsibly.
Amongst other accountabilities, the TasRail Board is accountable for:

Overseeing the Company, including its control and accountability systems;

Reviewing and ratifying systems of risk management and internal compliance and control,
Codes of Conduct and legal compliance;

Approving and monitoring the progress of major capital expenditure, capital management,
acquisitions and divestures; and

Approving and monitoring financial and other reporting including Safety, Health and
Environmental performance.
To understand the nature of TasRail’s operating structure it is necessary to view its finances within a
dual divisional framework.
TasRail’s Above Rail division provides rail and logistics services, bulk handling and storage, ship
loading services, terminal management and operations. It also is responsible for the maintenance
and operation of the rollingstock. The Above Rail division can be best viewed as the commercial arm
of TasRail, which like any commercial enterprise, is focused on delivering a financial surplus.
Consistent with Section 6 of the Rail Company Act 2009, TasRail operates in accordance with sound
commercial practices. To govern these practices, any new Above Rail commercial and capital
agreements are based upon competitive commercial returns and are consistent with the TasRail
Pricing and Delegations policies. These policies are reviewed annually.
The Below Rail division maintains and upgrades the network and other associated infrastructure and
is responsible for the safe operation of the Rail Network. The revenue generating opportunities for
12
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the Below Rail division are limited to the access fees that are charged to the Above Rail division for
its use of the network. These access fees paid by the Above Rail division are not determined by
TasRail but are set in accordance with the Transitional Access Regime.
Due to the limited nature of income streams and the large amounts of capital required to maintain
and upgrade the network assets, it has always been recognised that the Below Rail division will not
generate a profit. However as detailed in Section 5, the Below Rail division does generate
substantial savings and benefits. This approach is consistent with investment in such large scale
infrastructure, such as roads, bridges and ports.
All capital provided to TasRail that is used to fund Above Rail and Below Rail projects is governed in
accordance with category-leading Procurement Standards. TasRail governs all funding provided by
the Australian Government in accordance with the Australian Government’s project specific funding
assessment guidelines which can include Infrastructure Australia assessment processes.
Consistent with Australian Accounting Standards, the Above Rail and Below Rail divisions are
consolidated in TasRail’s Financial Statements, as published in the Company’s Annual Report.

Impairment of Capital - Explained
The single largest distortion to TasRail’s financial statements relates to the impairment of the Below
Rail assets acquired via the capital expenditure programs.
The most important thing to consider regarding impairment is that these losses are not cash losses.
An impairment loss does not indicate financial unsustainability.
As per direction by the Tasmanian and Australian Governments and consistent with Australian
Accounting Standards, TasRail is required to recognise the capital funding it receives to procure,
maintain or renew Below Rail infrastructure assets as equity contributions (akin to the issue of
shares), not as income. This means that this funding is not recorded as income in TasRail’s operating
profit or loss.
The Below Rail infrastructure assets, which are renewed and/or upgraded with capital funding, do
not generate a profit as the access fees and the BRIC provided by the State Government do not
exceed the annual cost of maintenance.
Under Australian Accounting Standards, TasRail is required to assess the recorded value of its Below
Rail assets and determine whether they are impaired. An impairment test considers whether the
costs of the assets exceed their recoverable amount determined by either a discounted cash flow
valuation or the realisable value in an arms-length sale.
In the case of TasRail’s Below Rail infrastructure assets, there is no operating profit or ready market
to determine the sale value of these assets. As a result, TasRail’s ongoing capital expenditure in the
Below Rail infrastructure assets is written off as an impairment expense in TasRail’s operating profit
and loss.
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It should be noted that this accounting treatment of the rail network is different from the approach
taken for the road network maintained by DSG and the local road network that is maintained by
Local Government. In both these cases the road networks are recorded at cost or estimated
replacement cost in the financial statements of these organisations and the assets are not impaired
as there is no requirement to consider these assets generating future profits.
The reasons for the differences between the road and rail assessments are that the rail network
assets are owned by a “for profit” company whereas the road networks are not.

Summary on Half Year Report 2014-15
In a challenging freight market environment, TasRail reported a favourable EBIDTA result of $0.5
million ahead of a budget of a $0.5 million loss as at 31 December 2014. This result was generated
through a combination of above budget revenue and improved savings.
The positive revenues of $18.4 million against a budget of $17.2 million were generated across all
rail services with particularly good freight volumes across a number of bulk commodity services
throughout the period. Other revenue streams also performed well against budget.
Operating expenditure over the first six months of 2014-15 was $2.4 million less than the budgeted
amount of $26.3 million. The main drivers behind the savings were a number of operational
efficiencies including a reduction in fuel expenditure of $1.1 million against a budget of $3.2 million.
When factoring in a provision of $3 million for the Colebrook derailment that occurred in November
2014, TasRail’s operating expenditure exceeded budget by $600k to $26.9 million. It should be noted
that the investigation by the Australian Transport Safety Bureau confirmed this derailment occurred
as a result of operator error, and was not attributable to the network or the new assets.
The expectation for the 2014-15 EBITDA result is favourable to budget. However, the result of the
full year financial statements remains subject to confirmation by the Tasmanian Audit Office.

Impairment in Half Year Report 2014-15
As described above, an impairment expense on the Below Rail infrastructure assets arises when
there is capital expenditure on these assets. As a result of ongoing consultation between TasRail and
the Tasmanian and Australian Governments regarding the current round of infrastructure capital
funding under the IIP, the commencement of the funding has been moved from the 2014-15
financial year to the 2015-16 financial year. Due to the later commencement date, the impairment
expenses in the Half Year Report for 2014-15 were lower than budget by $11.6 million.
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4.

Factors impacting on TasRail’s ongoing and future financial
performance

The fact that TasRail has only recently completed the Rail Recovery Plan, yet continues to report
improved financial performance, suggests it is well on track to meet the financial expectations of its
Shareholders.
Operating in a heavily contested market environment with little growth, TasRail has successfully
improved its financial performance through sound commercial engagement with its customers and
by achieving cost efficiencies across all operating divisions.
TasRail will continue to pursue improvement in its financial performance by identifying and
capturing new business opportunities and by continuing to achieve cost efficiencies.

Tasmanian and Australian Government Funding
The Tasmanian Government provides TasRail with annual funding through the BRIC and additional
funding for unique and discrete one-off works packages designed to address a prioritised list of the
inherited backlog of defects across the entire rail system.
The BRIC represents an annual operating contribution to assist with the maintenance of rail system
and is provided by the Tasmanian Treasury to TasRail as a source of income. Therefore, the BRIC is
not included in the impairment of capital.
The BRIC has decreased in previous years, reducing from $18.7 million in 2011-12 to $11.9 million in
2015-16. This 37 per cent reduction in the BRIC, which has been made possible due to the
investments received over the past five years, reflects the ability of TasRail to continue to deliver
safe, reliable and efficient freight services while continuing to find operational efficiencies as
detailed in Section 5.
As the BRIC is provided to address the maintenance of the rail system, the condition of the rail
network is inextricably linked to the amount of BRIC required to maintain a “fit for purpose” rail
system. Within an environment where operational and capital budgets are constrained, TasRail
seeks to provide safe, reliable services designed to satisfy its customers’ freight transport
requirements, while maintaining its ability to grow the business.
The continued provision of capital to fund the inherited backlog of defects will improve the overall
condition of the network and have an offsetting impact on the value of the BRIC in future years. This
is demonstrated in the Forward Estimates provided by the Tasmanian Treasury, which indicates a
BRIC in 2017-18 of $8.1 million – representing a 32 per cent reduction over two years from 2015-16.
The National Partnership Agreement (NPA) is a commitment between the Tasmanian and Australian
Governments. The NPA provides for the renewal of strategic infrastructure including the IIP.
Under the IIP, the Tasmanian and Australian Governments have co-contributed a first tranche of
funding totalling $119.6 million over four years to 30 June 2019 for the Tasmanian Freight Rail
Revitalisation program that provides for significant rail network renewals.
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Both the Tasmanian and the Australian Governments have committed to the second tranche of IIP
funding for the Tasmanian Freight Rail Revitalisation program beyond 2019.

Projected cost of current programs for upgrading Above and Below Rail assets &
infrastructure
As detailed in Section 1 of this Submission, Above and Below Rail projects under the Rail Recovery
Plan were completed on time and on budget with the new locomotives, wagons, hi-rail vehicles and
maintenance vehicles all fully commissioned in 2014.
Above Rail
The current Above Rail asset project involves the installation of an underfloor wheel lathe which will
reduce the time and cost of maintenance of rollingstock wheels. The improvement in productivity of
this vital maintenance function will result in higher levels of availability for all rollingstock at a lower
cost than the existing wheel management regime.
Below Rail
The first tranche of IIP funding commences from 1 July 2015 and will be used to address priority
asset renewals and upgrades designed to sustain improvements in network safety and reliability
performance. A focus will be on remediating single points of failure, which can have a network wide
impact when they occur. Overall, the Tasmanian Freight Rail Revitalisation program aims to build
upon the work undertaken by the Rail Rescue and Nation Building packages across all sections of the
network.
The ongoing investment by the Tasmanian and Australia Governments not only highlights the value
of the rail freight network, but also recognises the assets renewals and upgrades that still need to be
addressed from the legacy of defects inherited by TasRail.

Expected return on investment allowing for depreciation
As per section 3 of this submission, there should be no expectation that the Below Rail division will
generate a profit, although the BRIC investment does generate significant social, economic and
environmental benefits for the State, as detailed in Section 5.
There is however an expectation the Above Rail division will generate an operating surplus and a
subsequent profit on an Earnings Before Interest & Tax (EBIT) basis. Consistent with recent guidance
from Shareholder Members, any operating cash surpluses can either be reinvested in asset renewals
or used to offset any shortfall in BRIC.

Profitability of lines by type of freight carried, including bulk cargo and diversified freight
TasRail does not calculate or report the profitability of individual lines by type of freight carried.
Rather, the Company reports on Operating Segments in accordance with Australian Accounting
Standards Board 8 Segment Reporting. TasRail has two reporting segments; the Above Rail division
and Below Rail division.
During the renewal phase of its business, TasRail has focussed on capturing the benefits of
economies of scale given the relatively high fixed cost and low variable cost of rail. TasRail’s aim has
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been to raise the utilisation of the investment in rail infrastructure and equipment, which in essence,
recognises that the whole is greater than the sum of its parts.
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5.

Rail vs Road and other surface transport modes

Social, economic and environmental benefits of rail transport
TasRail has always considered there to be inherent, if not well recognised, benefits in its rail
transport system, which has the capacity to move the same amount of freight in a single freight
service (ie. a train) that would otherwise require around 50 heavy road vehicles to move by road.
The presence of an integrated road and rail transport system increases the economic capacity and
capability of Tasmania. The dual transport system complements each other when the competitive
advantage of both modes of transport are maximised.
The utility of rail freight services is optimised through the haulage of heavy, non-time sensitive
freight. The value of road transport is maximised when it hauls first mile/last mile freight
movements and in the haulage of time-sensitive and perishable freight.
In January 2015, TasRail engaged an independent consulting firm, Pitt & Sherry, to research, analyse
and calculate the underlying benefit of TasRail services to the Tasmanian community. This work was
a natural extension to the economic analysis work that Pitt and Sherry undertook as a key input into
TasRail’s funding submission to the Commonwealth Government and Infrastructure Australia for the
Tasmanian Rail Freight Revitalisation Program.
Pitt & Sherry conducted their analysis using a broad range of data from both Tasmanian and
Interstate sources. The methodologies employed are based on current best practice and industry
guidelines for the economic assessment of infrastructure.
Pitt & Sherry found that for the financial year 2013-14, the use of rail rather than road to transport
freight in Tasmania delivered value to industry, commerce and the community of approximately $26
million. This consists of:





Around $7 million in avoided road accident costs;
$1 million in saved environmental costs;
$9 million in avoided road maintenance costs; and
A $9 million reduction in the operating costs of commerce and industry.

Pitt & Sherry expects these savings will continue to increase, reaching an estimated $159 million
over the five years to 2019.
The analysis also shows that Tasmania can expect the annual value of rail to steadily increase beyond
2019 as freight volumes continue to grow and the planned investment in rail infrastructure sustains
the improvement in the safety and reliability of the rail network. By 2050, the net benefit to
Tasmania will reach a projected $514 million, discounted at 4 per cent consistent with industry
assessment guidelines.
At the heart of the findings is the confirmation that rail is the most efficient freight mode on major
freight corridors as well as for heavy freight movements over short and medium distances.
Furthermore, the report highlights that the investments being made within the rail system deliver
significant statewide benefits across all sectors, from industry, commerce and the community.
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The efficiency of the rail freight network is maximised when there is sufficient investment to ensure
safe and reliable services. In that context, the return justifies the investment. Not only are the
benefits already flowing to industry, commerce and the community, but they will continue to do so
for many years to come.
The report demonstrates that rail freight provides a multitude of benefits to the State. However,
there a number of other benefits which are difficult to quantify but are as equally important. For
example, the presence of a competitive rail freight service across the entire state servicing all major
industrial areas provides greater competitive tension within the overall freight market. The
competitive tension has prompted innovation throughout the freight transport industry. This has
delivered operating efficiencies that are enabling Tasmanian industry to be more competitive.
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6.

Commuter and Tourist Passenger Rail

Prior to 2009
TasRail understands that up until January 2006, Tourist and Heritage (T&H) rail operators were only
able to operate passenger train services on the Tasmanian Rail Network, at the discretion of PN as
the then owner of the railway. Under Rail Access Arrangements in place at the time, T&H operators
were entirely reliant on PN for technical competence, liability and accreditation including
infrastructure maintenance, rollingstock certification and train control. T&H operators also
employed PN train drivers because, in that way, they could rely on their professional skills and
competencies in order to satisfy rail accreditation requirements.
In January 2006 PN withdrew its Rail Access Agreements with T&H operators because it had
determined these arrangements exposed the Company to an untenable level of liability and risk.
Following its decision, PN set about removing infrastructure that had enabled the Don River Railway
to access the mainline, and the equipment was used elsewhere on the network. It is understood that
under its rail access agreement with PN, Derwent Valley Railway (DVR) undertook all track
maintenance activities on that section of the network with PN assuming responsibility for track
inspections. Following concerns about the integrity of the maintenance and the safety of the track,
PN instructed DVR to cease operations. The access arrangement was also withdrawn for the reasons
outlined above.
The catalyst for the cessation of tourism rail services in 2006 is therefore not due to the removal of
infrastructure or the increased cost of public liability insurance premiums. The capacity and
competency of T&H operators to secure their own rail safety accreditation from the Office of the
National Rail Safety Regulator (ONRSR) was and remains today a threshold issue for these
organisations to resolve. It is not a matter for TasRail.

History of engagement from 2009 to Current
In October 2010, TasRail initiated a roundtable forum with T&H operators and other interested
parties including the Department of Tourism and the State-based Rail Safety Regulator, which later
became the ONRSR. The objective of the roundtable was to ensure open and transparent dialogue
with the key stakeholders, to work together to investigate the potential for T&H operators to
resume services on the network, and to develop a framework to guide potential users seeking to
undertake rail operations.
The roundtable commissioned a number of research projects including a review of public liability
insurance models operating in other jurisdictions with similar T&H services. TasRail also undertook
its own due diligence review of the risks associated with a potential restart of passenger rail services
on the mainline.
The output of this work was reported to roundtable participants and led to the group issuing a joint
media release in December 2012 acknowledging that access to the mainline for passenger trains was
not achievable within the next three to five years. The reasons behind this decision included:


Advice that TasRail’s own insurance cover would be at risk if the operational track was to be
used to carry passengers. Even if TasRail could source alternative insurance providers, which
was unlikely, its existing high premiums would increase significantly.
20
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Acknowledgement that it is not possible for T&H operators to indemnify TasRail or to hold
TasRail harmless for any consequential, commercial or reputational losses that may arise as
a result of T&H operations on the operational network.
TasRail’s own accreditation is limited to freight trains only.
The network was at the time undergoing extensive capital works to improve the condition of
the track and other infrastructure.
TasRail had not yet landed on the design of its new rollingstock fleet nor designed/replaced
its train control system.

Based on these and a number of other concerns, the TasRail Board resolved that it could not grant
access to the operational network in the short to medium term.
Further, the work of the roundtable also confirmed that T&H operators face other barriers that are
outside of TasRail’s sphere of influence, as outlined above.
The reality is that even if T&H operators were given access to the network today they would not be
able to operate because they do not hold the mandated rail safety accreditation from the ONRSR for
this activity.
In order to gain accreditation, T&H operators need to demonstrate, to the satisfaction of the ONRSR,
that they have the competence and capacity to operate in accordance with their obligations under
Rail Safety National Law (RSNL). Examples of particular areas of focus likely to be of interest to the
ONRSR in considering an application for accreditation include, but may not be limited to:












Appropriate technical standards, maintenance tolerances, condemnable limits and I
inspection regimes that the infrastructure and rollingstock must meet to be safe and fit for
the intended scope of operations.
Access to engineering support (qualified and experienced in the relevant railway discipline)
to validate the technical standards and inspection regimes, and to provide advice when
issues are encountered.
Competence of rail safety workers operating, inspecting and maintaining the railway’s
infrastructure and rollingstock in the proposed scope of operations.
Protection equipment at level crossing sites and the selected methods of activation, as
appropriate.
Safety Interface Agreements with road managers and managers of other infrastructure that
cross the track.
Emergency Management Plans, including integration with emergency services.
Public risk insurance, including demonstrating how the level of cover has been determined
as being appropriate for the proposed operation.
Confirmation of the appropriate legal access which provides the operator with the effective
management and control of the infrastructure.
Access to the resources necessary to implement the safety management system for the
proposed expended operations – for example finances, people, equipment.

The granting of accreditation under the RSNL is solely based on the Regulator’s assessment of an
organisation’s competency and capacity to safely manage the proposed operations.
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A pathway forward
In terms of the operational network, the situation is unchanged and the TasRail Board remains
concerned that allowing passenger services on the mainline will expose the Company to an
untenable level of risk and liability.
In terms of the non-operational network, TasRail is investigating a number of options with potential
to provide the Tasmanian Transport Museum (TTMS) access to part of the Hobart Line. This work
identified a number of complex issues, some are related to the current legal framework and others
are related to liability and risk. TasRail is taking advice on these matters and working diligently to
identify potential solutions.
In parallel with its work with the TTMS, TasRail is actively considering the business need for the
Company to retain its long term lease over these lines. These deliberations are occurring in
consultation with relevant stakeholders including DSG and TasRail’s portfolio Minister. There are
complex issues to be resolved including the current legal framework (RSNL) Rail Infrastructure Act,
Rail Corridor Lease etc, and the parties are currently seeking advice from Crown Law to confirm the
issues and potential mitigations.
The work in relation to the future of the non-operational lines has also seen a working party
established between TasRail and DSG. The primary objective is to develop an appropriate framework
and process to assist government identify and determine future uses for the rail corridor, noting that
there are multiple and competing parties wanting access and not all of these proposals relate to rail
activities.
Should the TasRail Board make the decision to surrender its lease over the non-operational network,
then it is the prerogative of the Government to either accept or reject that advice and to determine
the future use of the assets.
However, should the Government determine that it wants any or all of the non-operational lines to
be made available for T&H services, it is likely that significant capital investment will be required to
bring the assets to an appropriate fit-for-purpose condition.
In relation to the North East Line, TasRail has provided in principle advice to its portfolio Minister
and to the Dorset Council that TasRail is willing to surrender its lease over this line for the
development of the North East Rail Trail subject to a number of terms and conditions, including the
preservation of the corridor to enable its future use for rail operations if required.
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7.

Appendix
Pitt & Sherry report: ‘’TasRail – Delivering value for Tasmania”
TasRail Flyer: ‘’TasRail – Delivering value for Tasmania”
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Executive summary
pitt&sherry was engaged by TasRail in January 2015 to analyse and report on the value and benefits of
freight rail in Tasmania.
The research found that for the financial year 2013–14, the use of rail rather than road to transport
freight in Tasmania delivered savings to the community of approximately $26 million through reduced
costs related to road accidents, pollution and road maintenance, and through freight cost savings to
business and industry.
pitt&sherry projects these savings will continue to increase over the five years to 30 June 2019, reaching
an estimated $159 million. This analysis also shows that Tasmania can expect the annual value of rail to
steadily increase beyond 2019 as freight volumes continue to grow and the planned investment in rail
infrastructure sustains the improvement in the safety and reliability of the rail network.
The statistical data used in the study, which were drawn from a range of official government studies and
reports, show that in 2013–14 the use of rail freight in Tasmania rather than road freight saved around $7
million in avoided road accident costs; saved $1 million in environmental costs; avoided $9 million in road
maintenance costs; and generated up to a $9 million reduction in the operating costs of commerce and
industry.
The data on which these conclusions are based include:
 Tasmanian freight surveys published by the Department of State Growth
 road accident statistics and cost publications
 Austroads data relating to environmental costs of freight transport
 valuations of road maintenance costs by the National Transport Commission
 road and operating costs in the Bureau of Infrastructure, Transport and Regional Economics (BITRE)

report on road operating costs.
The essence of the study findings confirms that rail is the most efficient freight mode on major freight
corridors such as the Brighton to Burnie route, on which an estimated 68 per cent of contestable freight is
now hauled by rail.
The report also confirms that while there is an investment cost in rebuilding the network and capacity of
freight rail in Tasmania, as there is with roads and ports, rail freight delivers substantial state-wide
benefits that are significantly greater than the investment costs over time.
Freight transport efficiency is maximised when freight can be moved at the lowest possible cost to
customers (senders and receivers) and the community at large. A single train can move hundreds of
tonnes of freight and the rolling resistance faced by a steel wheel on a steel track is small compared to
that of a rubber tyre on a road. These physical and economy-of-scale advantages translate to very low
overall costs on a per tonne-kilometre basis (the cost of moving one tonne of freight the distance of one
kilometre).
Investment in rail infrastructure allows these fundamental rail efficiency advantages to be captured by
the Tasmanian freight system. Track upgrades improve the performance of Tasmania’s rail network to a
safe and acceptable standard to compete with road for certain freight tasks.
The result is an overall increase in Tasmania’s transport system efficiency. This delivers lower costs in two
major ways. The most obvious effect is lower costs to freight customers – which in turn reduces the drag
of freight costs on the whole economy. For example, when cement can be taken from plant to port at a
lower price, the impact ripples throughout the construction sector and then through the entire economy.
pitt&sherry ref: HB14609H001 value rep 31P.docx/MJ
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At the same time, the negative impacts of moving freight – which are borne by the community as a whole
– are lowered by using rail.
Rail freight is a safe freight mode with a lower accident incidence than road, and therefore smaller
accident costs. Greenhouse emissions are lower, reducing environmental costs. Using rail rather than
road reduces heavy vehicle trips, reducing road damage and therefore road maintenance costs.
It is acknowledged that there are additional economic advantages provided by rail compared to other
forms of freight transport. These advantages, which are difficult to quantify, result in substantial valueadded benefits for customers and include rail’s capacity to provide a seamless integration between rail
freight operations and mining and manufacturing facilities. Other advantages include efficient rail
connectivity between ports and rail terminals and additional service offerings including bulk commodity
handling, storage and ship loading services. This research has not attempted to quantify the economic
value of these significant value-added benefits as this was outside the scope set by TasRail. Instead, this
report has focused on the quantifiable social and environmental benefits that flow as a direct result of
freight rail transport operating in Tasmania.
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1.

Rail is an important element of Tasmania’s freight system

1.1

Rail is a key element of the Tasmanian freight
system – and is becoming increasingly important

TasRail has been successful in retaining and growing rail freight volumes since it was established on
1 December 2009. TasRail’s freight task has remained firm at 22 per cent of the Tasmanian freight task
since 2012–13 (Table 1).
While growth in total freight haulage has remained stable over much of the past five years, it has not
been consistent across all freight sectors. Some of this growth has been offset by the contraction in the
mining industry, particularly the suspension of a number of West Coast mines that represent a large
proportion of TasRail’s bulk freight task. The gains in containerised and contestable freight volumes are
strong, with a number of commodities returning to rail after long absences, for example logs.
Rail Freight volume for 2015–16 is forecast to show strong growth, with TasRail recently securing a
contract to provide freight services for Australian Bauxite Limited, representing some 300,000 tonnes per
year. It is expected that a period of market stability will follow, with rail sustaining over a quarter of the
State’s known total freight task (Table 1).
Using 2013–14 data to analyse the State’s total freight task by net tonne-kilometres (ntk)1, it can be
shown that TasRail has captured 22 per cent of the contestable freight market. This is a larger percentage
than when compared to measuring rail’s share in simple tonnages, which is estimated at 11 per cent. This
is a reflection of rail’s comparative advantage on relatively long-haul routes such as Hobart to Burnie.
Trucks, on the other hand, are perfectly suited to the many local tasks occurring away from the rail
network where the distance from origin to destination is short, for instance, first mile/last mile deliveries
and quarry to building site.
Table 1

Tasmanian freight task and rail’s market share – 2012–13 to 2018–19

Performance measure

2012–13
Actual

2013–14
Actual

2014–15
Forecast

2015–16
Forecast

2016–17
Forecast

2017–18
Forecast

2018–19
Forecast

Total million ntk

1852

1875

1903

1941

1979

2019

2059

TasRail million ntk

415

418

410

521

540

550

552

Percentage of market
share captured by TasRail

22

22

22

27

27

27

27

Source: TasRail, Department of Infrastructure, Energy and Resources, Tasmanian freight survey data summary 2013 (based on
the survey of 2011–12) and the 2008–09 Tasmanian freight survey report; Tasmanian Government Treasury, State accounts,
2013–14; Tasmanian budget 2014–15 – Budget paper 1.
Note: The total freight figures are based on the estimates (in both tonnes and ntk terms) from the Department of State Growth’s
(previously DIER) Tasmanian freight survey of 2008–09 and 2011–12. From 2011–12 total freight growth is assumed to follow
movement in GSP (a reduction of 0.2 per cent from 2011–12 to 2012–13 then an increase of 1.2 per cent, then a return to the
long-term average of 2 per cent). Please see the methodology section for further explanation.

1

A net tonne-kilometre (ntk) is a tonne of freight carried over the distance of one kilometre.
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1.2

The contestable freight task is sizeable and TasRail is increasing its share

pitt&sherry projected the contestable land freight task based on detailed data from the Tasmanian
freight demand survey of 2008–09. The analysis looked at those sections of the Tasmanian freight
corridor with both rail and road modes by commodity/sector.
Table 2 shows projections of the total contestable task, along with projections of the road and rail shares
of that task. Rail is projected to have held about half of the contestable task over the last few years with a
step up to a 60 per cent share expected this year.
Table 2

Projected contestable land freight tasks – 2012–13 to 2018–19

Performance measure

2012–13
Actual

2013–14
Actual

2014–15
Forecast

2015–16
Forecast

2016–17
Forecast

2017–18
Forecast

2018–19
Forecast

Total contestable
freight by million ntk

833

843

856

873

891

908

926

Road freight
by million ntk

418

424

446

352

351

358

374

Rail freight
by million ntk

415

418

410

521

540

550

552

Percentage of market
share captured by
TasRail

50

50

48

60

61

61

60

Note: Please see the methodology section for further explanation
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2.

Using rail to carry freight brings
benefits to commerce and industry

Rail is the most efficient and productive transport line haul mode on several key Tasmanian freight
corridors. This efficiency brings significant benefits to economic sectors with freight tasks that are suited
to rail.
This is the case for cement, metal products, wood products and mineral ores – all very large freight tasks
and of considerable economic importance to Tasmania. Equally, rail is significantly more productive and
efficient for key intermodal (containerised) freight tasks.
Note that the precise financial benefits to individual companies will vary, depending on differences in
freight rates which are often commercial-in-confidence. However, the average benefit to industry of
using rail can be estimated by comparing the average operating costs of rail with conservative estimates
of the average operating costs of road. Estimates of overall benefit, as distributed across TasRail’s recent
and expected customers, are shown in Table 3, Table 4 and Table 5.
It should be noted that the projected savings to industry include the road maintenance savings reported
in Section 4. This is because the charges to freight customers include costs faced by road freight
businesses, such as fuel and registration. These include the fuel excise and registration charge
adjustments that are designed to reflect road damage costs. The tables below show savings to industry,
split by road maintenance related costs and remaining operating costs.
Table 3

Actual savings in operating costs for commerce and industry – 2013–14
$ million

Actual savings in operating costs for commerce and industry – road maintenance

9

Actual savings in operating costs for commerce and industry – other vehicle running and
labour costs

9

Total actual savings in operating costs for commerce and industry

18

Table 4

Projected savings in operating costs for commerce and industry – 2014–15 to 2018–19
$ million

Projected savings in operating costs for commerce and industry – road maintenance

58

Projected savings in operating costs for commerce and industry – other vehicle running and
labour costs

55

Total projected savings in operating costs for commerce and industry

113

Table 5

Total projected savings in operating costs for commerce and industry –2013–14 to 2050
$ million

Projected savings in operating costs for commerce and industry – road maintenance
(discounted at 4 per cent)

297

Projected savings in operating costs for commerce and industry – other vehicle running and
labour costs (discounted at 4 per cent)

252

Total projected savings in operating costs for commerce and industry (discounted at 4 per
cent)

549
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Certain industries are heavy users of rail services. Projections of operating cost savings (the cost of
moving freight from A to B) for major rail users are shown in Table 6 and Table 7. Note that total savings
to these industries (and the overall benefits reported above) are likely to be much higher – as the
efficiency benefits and related cost savings to manufacturers and logistics service providers of loading on
to a single rail service instead of multiple trucks has not been estimated.
Table 6

Projected freight service savings by commerce and industry – 2013–14
$ million

Wood products

4.2

Metal products

4.5

Cement

1.1

Mineral ores

1.4

Intermodal container customers

4.8

Table 7

Projected freight service savings by commerce and industry – 2014–15 to 2018–19

$ million
Wood products

21.6

Metal products

23.3

Cement

5.7

Mineral ores

7.0

Intermodal container customers

26.8

2.1

Freight service savings may be significantly higher than projected

pitt&sherry has produced operating cost estimates on a net tonne-kilometre basis using data from
TasRail, BITRE, Austroads and TransEco.
TasRail’s costs are known precisely, while road costs have been estimated conservatively. Therefore the
tables above are based upon a conservative estimate of operating cost difference.
An alternative and recent estimate of road freight costs, produced as part of BITRE’s review of the
Tasmanian Freight Equalisation Scheme, illustrates the conservative nature of our estimates. This review
produced estimates of about 13 cents per ntk for B-doubles and 18 cents per ntk for semi-trailers. This
translates into an estimate that is roughly twice our conservative estimate of road operating costs. This
means the savings could be close to double those reported above.

References
Bureau of Infrastructure, Transport and Regional Economics 2011, Truck productivity: sources, trends and future
prospects, Report 123, Canberra, ACT.
TransEco 2011, Road freight cost outlook, May 2011.
SKM 2013, BITRE freight rates update 2012–13: Bass Strait Shipping and Tasmanian Freight Equalisation Scheme –
Final Report.
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3.

Rail is the safest way to move freight – reducing the cost of
accidents to the community

3.1

The community is safer when contestable freight is carried by rail rather than road

The accident costs of carrying freight on rail in Tasmania are less than half of the cost of carrying the
same amount of freight on heavy, articulated trucks. Based on the average accident rate over a period of
five years, the annual accident cost of rail freight in 2013–14 was 1.2 cents for every tonne carried over a
kilometre. The equivalent road cost was 2.8 cents. See the methodology section for further detail.
This difference in accident costs can be attributed to rail having a lower incidence of fatalities and serious
injuries.
Table 8 quantifies actual achieved savings (actual rail safety savings) for the financial year 2013–14. Table 9

shows the projected savings (projected rail safety savings) based on TasRail’s projected rail freight task
for the next five years. Table 10 shows the total projected savings through the total avoided road accident
costs (total projected rail safety savings) from 2013–14 to 2050.
Table 8

Actual rail safety savings – 2013–14
$ million

Accident costs on rail

5.0

Avoided road accident costs

11.5

Net savings

6.5

Table 9

Projected rail safety savings – 2014–15 to 2018–19
$ million

Accident costs on rail

30.4

Avoided road accident costs

70.8

Net savings

40.4

Table 10

Total projected rail safety savings – 2013–14 to 2050
$ million

*

Accident costs on rail – undiscounted

313

Avoided road accident costs – undiscounted

729

Total projected net savings – undiscounted

415

Total projected net savings – discounted at 4 per cent*

196

The Australian Government’s Department of Infrastructure and Regional Development project appraisal guide recommends
discount rates of 4 and 7 per cent to be used in the appraisal of projects with long-term benefits. For further discussion see
section 9.

Source: pitt&sherry estimates, based on accident incidence data and accident cost data:


Australian Transport Safety Bureau, Australian rail safety occurrence data 2002 to 2012.



Bureau of Infrastructure, Transport and Regional Economics 2014, Impact of road trauma and measures to improve
outcomes, Report 140, December, Canberra.



Bureau of Infrastructure, Transport and Regional Economics, Australian road deaths database.



https://www.bitre.gov.au/statistics/safety/fatal_road_crash_database.aspx.



Tasmanian crash statistics: fatalities 2014.



http://www.transport.tas.gov.au/roadsafety/crash_statistics.
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4.

Use of rail reduces the need for road maintenance and upgrades

4.1

Road maintenance

Using the rail system to move freight reduces truck movements, which in turn reduces the cost of
ongoing road infrastructure maintenance.
The cost of maintaining roads would therefore rise significantly if rail’s freight task was moved on to road.
The estimated savings in road maintenance costs, under TasRail’s actual and projected freight tasks, are
shown in Tables 11 to 13.
Table 11

Actual road maintenance savings – 2013–14
$ million

Actual road maintenance savings – avoided road maintenance costs

9

The Tasmanian 2015 budget papers show the ‘below rail maintenance contribution’ to TasRail reduces
over the next four years, from $12 million in 2015–16 to $8.1 million in 2018–19. Analysis by pitt&sherry
projects that, by contrast, the annual savings achieved by rail from avoided road maintenance costs will
continue to increase year-on-year, generating annual savings of $12.5 million per year by 2018–19.
Table 12

Projected road maintenance savings – 2014–15 to 2018–19
$ million

Projected road maintenance savings – avoided road maintenance costs
Table 13

58

Total projected road maintenance savings – 2013–14 to 2050
$ million

Total projected road maintenance savings – avoided road maintenance costs (undiscounted)

643

Total projected road maintenance savings – avoided road maintenance costs
(discounted at 4 per cent)

297

Note on estimation of road maintenance costs
The estimates above are based on the National Transport Commission (NTC) method of estimating the
cost impact on road infrastructure of heavy vehicle movements on a per net tonne-kilometre basis.
There is quite some debate about whether the NTC system, which applies fuel and registration charges
on the basis of heavy vehicle type, does fairly allocate the real road infrastructure costs of individual
freight and passenger vehicles. All road users do pay for some share of the road – but the costs are
averaged across vehicle types – and under the current charging system cannot reflect the real impact of
each individual vehicle.
Both Australian Treasury and the Productivity Commission have recommended changes to the system.
A related issue is whether maintenance costs of heavy truck movements on secondary and tertiary roads
are accurately reflected. Key freight roads, that carry large numbers of heavy vehicles with high axle
loads, are designed and built to a higher standard than roads of lesser freight importance. Heavy trucks
travelling on these lower standard roads can do significant damage and it is debatable whether the
resultant costs are fully met by heavy vehicle charges.
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References
NTC website: http://www.ntc.gov.au/heavy-vehicles/charges/.
Productivity Commission 2014, Public infrastructure, Inquiry Report No. 71, Canberra.
Treasury, 2010, Australia’s future Tax System, Commonwealth of Australia, Canberra
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4.2

Road upgrades

The ‘off network’ TasRail lines provide a high standard freight corridor that is not matched by an
equivalent high standard road freight route. These off network lines include the Derwent Valley Line
between Boyer and Brighton, the Fingal Line and the Melba Line.
The existence of these off network rail lines avoids the need to substantially upgrade or construct roads
in these corridors. Without rail, the roads in these corridors would require substantial capital investment
to take them to the standard necessary to carry rail’s freight task. Significant pavement strengthening and
possible bridge strengthening would also be required. Additionally, realignment work would be very
desirable. The alignment on some sections of these roads is inappropriate for the dual purpose of a high
volume freight route and tourist road. An engineering assessment of necessary upgrade works has not
been performed, but the cost of such work would be multiple millions of dollars.
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5.

Rail has a smaller impact on the environment than road

5.1

The negative environmental impact of freight transport is smaller on rail than road

The most significant environmental impact of freight transport in Tasmania is greenhouse gas emissions.
Austroads has recently updated its estimates of the dollars per net tonne-kilometre cost of greenhouse
emissions for road and rail. These costs are the basis of the estimates shown in Table 14, Table 15 and
Table 16.
Other environmental costs of freight transport include air, noise and water pollution. However, these
impacts are quite low for both road and rail modes given that large sections of the Tasmanian freight
corridors operate through rural and remote areas.
Table 14

Actual environmental costs and savings – 2013–14
$ million

Cost of emissions on rail

0.2

Cost of emissions on road

1.1

Actual net savings

0.9

Table 15

Projected environmental costs and savings – 2014–15 to 2018–19
$ million

Cost of emissions on rail

1.2

Cost of emissions on road

6.7

Projected net savings

5.5

Table 16

Total projected environmental savings – 2013–14 to 2050
$ million

Total projected environmental savings - avoided emissions
by performing TasRail’s projected task on rail (undiscounted)

56

Total projected environmental savings - avoided emissions
by performing TasRail’s projected task on rail (discounted at 4 per cent)

26

Source: Austroads 2014, Valuing environmental and other externalities.

pitt&sherry ref: HB14609H001 value rep 31P.docx/MJ
8

6.

The expected net value of rail freight to Tasmania

The benefits of rail that have been estimated in this report include:
 the benefit gained by rail freight customers in the form of lower costs
 the benefit to the community of lower accident costs
 the benefit to the community of lower environmental costs because of reduced greenhouse gas

emissions
 the benefit to the community of avoided road maintenance costs.

The current and future investments and costs that have contributed to these benefits include:
 the annual cost of the ‘below rail infrastructure maintenance contribution’ by the Tasmanian

Government
 the announced first tranche of Infrastructure Investment (IIP) funding for TasRail by the Australian and

Tasmanian governments of $120 million for the Tasmanian Freight Rail Revitalisation Program over
the next four years to 30 June 2019.
Note that when considering net benefit, the benefit of avoided road maintenance costs is included within
the benefit gained by customers through lower freight service costs. This is because the maintenance
impact of trucks is captured (at least approximately) in the fuel and registration charges that are included
in road operating costs.
The net impact of the costs and benefits considered in this report, of providing rail services in Tasmania,
is positive and substantial.
Table 17 shows the total net benefit of TasRail for the period 2015–16 to 2050.
Table 17

Quantified projected net savings of rail to Tasmania – 2015–16 to 2050
$ million

Total undiscounted
Total discounted at 4 per cent

1,174
514

Table 18 shows the costs and benefits of running TasRail over the next four years.
Note that there are additional benefits that have not been quantified, but these would add very
substantially to those tabled below. The negative cash flow balances in 2016 and 2017 reflect the fact
that the major investments occur in those years and pay back as a flow of benefits over time.
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Table 18

Investments and savings summary – 2015–16 to 2018–19

Financial year ending June

2016 ($m)

2017 ($m)

2018 ($m)

2019 ($m)

Operating costs for commerce and industry
– road maintenance only

11.6

12.1

12.4

12.5

Operating costs for commerce and industry
excluding road maintenance savings

11.3

11.6

11.8

11.8

Safety savings

8.2

8.5

8.6

8.7

Environmental savings

1.1

1.1

1.2

1.2

Sub-total benefits

32.2

33.4

34

34.1

IIP capital investment by Australian
and Tasmanian Governments

46.4

44.9

14.3

14

State Government operating grant

12

12

8.1

8.1

58.4

56.9

22.4

22.1

–26.2

–23.5

11.6

12

B en ef it s

Gov er n m en t in ve stm en t s

Sub-total Investments
Net im p a cts
Annual net impacts – undiscounted

6.1

Unquantified benefits

Benefits that are not included in the above valuation of net benefit include:
 seamless interconnectivity between freight rail and mining and manufacturing facilities;
 state-wide connectivity between rail terminals, major ports and major industrial hubs;
 avoided road upgrade costs – the capital investment that would be required to enable ‘off network’

elements of the road system to carry the rail freight task;
 logistical savings achieved by freight customers and freight service providers due to rail’s economy of

scale (e.g. loading a single train at a single time rather than multiple trucks over time);
 decongestion at key points in the Tasmanian freight system, for instance ports and major intersections

of freight and passenger corridors.
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7.

Strategic benefits of rail

7.1

The rail network provides spare transport capacity: necessary for
industry expansion at low cost and with community acceptance

Rail is well utilised, but has considerable capacity to perform much larger freight tasks at only marginal
additional cost.
In other words, rail has the capacity and the capability to support economic growth. Prospective
manufacturers and mines can plan in the knowledge that their production can be transported at
reasonable cost – and that the community will accept the movement of this freight given the widespread
understanding of rail’s strong safety and environmental credentials.
In economic terms, this enabling characteristic of rail is termed Option value. This Option value recognises
the potential benefit of opportunities that are unlocked through the provision of infrastructure such as
rail lines, roads and ports. This is more fully explained below in section 7.2.

7.2

The strategic benefit of rail – Option value

Strategic consideration of TasRail and its contribution to the economy should recognise the future
benefits that might flow from the availability of this infrastructure. Economics has long recognised
‘Option value’ as an attribute of key assets. It addresses the uncertainty of future costs and returns, and
the set of opportunities that can be unlocked or denied through infrastructure support or disinvestment.
New Zealand consultant, Motu Economics and Public Policy Research notes:
The potential importance of options created by particular infrastructure investments means that a
standard ‘needs analysis’ may be an insufficient basis from which to begin an ex-ante evaluation of a
potential investment. In the cases discussed above, an ‘opportunities analysis‘ also needs to be
included prospectively. Furthermore, it is important not to restrict opportunities to those that may be
exercised (or even internalised) just by the infrastructure provider or by existing agents. Future agents
(e.g. new migrants, start-up firms or international firms not yet present in the country) may be the
agents that take advantage of opportunities that are created.
A corollary of this approach is that disinvestment decisions need to take account of future
opportunities that are potentially lost through a decision to scrap existing infrastructure. The
opportunity (or option) approach may be particularly important where discontinuities are possible.
For instance, a decision to close (large parts of) the rail network owing to its inability to pass a
conventional CBA may turn out to have a large negative outcome if fuel prices were to surge
massively, in which case the option to increase rail traffic would no longer be available. Of course, this
option value must be weighed against the costs of ongoing operational deficits in determining the
closure decision.
Grimes, A 2010, The economics of infrastructure investment: beyond simple cost-benefit analysis, Motu
Working Paper 10-05, August 2010, p.37.

For Tasmania, like other jurisdictions, future economic opportunities can be uncertain. However, mineral
development, manufacturing, primary industries and the associated need to haul heavy freight in a safe,
timely and efficient manner in harmony with population and environmental goals look to be a strong part
of the state’s future.
The value of these options, and the importance of an operational rail system in achieving them, clearly
reinforces the case for maintaining a Tasmanian freight rail network.
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8.

Fast facts

8.1

Freight rail delivers value for Tasmania

In 2013–14, savings achieved by moving freight on rail rather than road included around:





$7 million in avoided road accident costs
$1 million in avoided environmental costs
$9 million in avoided road maintenance costs
$9 million in operating cost savings to Tasmanian commerce and industry.

Total projected savings for the five years from 2014–15 to 2018–19 are estimated at approximately:





$40 million in avoided road accident costs
$6 million in avoided environmental costs
$58 million in avoided road maintenance costs
$55 million in operating cost savings to Tasmanian commerce and industry.

8.2

TasRail is a major freight service provider

The freight hauled by TasRail:
 represents about a quarter of Tasmania’s land freight task;
 represents around 50 per cent of contestable freight on all freight corridors covered by the rail

system; and
 represents 68 per cent of contestable freight on the major corridor between Brighton and Burnie.

8.3

Rail is a safe freight mode

Rail use results in significantly fewer freight related deaths and injuries. Based on the average of accident
rates over the five years up to 2013–14, there was:
 an average of 1 less articulated truck related fatality each year = 24 per cent fewer articulated truck

related deaths in Tasmania and a 4 per cent reduction in total road fatalities
 9 fewer serious injuries = 5 per cent fewer serious injuries for Tasmania
 9 fewer serious injuries = 29 per cent fewer serious injuries related to articulated truck accidents.
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9.

Methodology

The analysis in this report is based on comparing the cost of moving freight by rail with the cost of moving
freight by road. As explained above, we looked at costs in several areas: environmental, safety and
operating and maintenance costs.
Use of the rail system to carry freight results in a saving when the cost of performing the freight task is
smaller using rail rather than road. The size of the saving depends on the rail versus road cost differential
(measured in cents per net tonne-kilometre) and the size of the freight task – again measured in net
tonne-kilometres (moving 1 tonne of freight over a distance of 1 kilometre).
Further detail on the methodologies used to make the estimates in the report appears below.

9.1

Estimating total freight

The chief basis of the total state freight task estimates that were shown in Table 1 are the Tasmanian
freight surveys conducted by the Department of State Growth (then DIER) every three years. The most
recently published freight survey was conducted in 2011–12. In order to make estimates of the total
freight task beyond 2011–12 pitt&sherry applied freight growth rates in line with actual GSP changes and
then from Treasury’s projected GSP growth rates for Tasmania. These are shown below in Table 19.
Table 19

Projections of annual Tasmanian freight growth

Percentage
annual growth rate

2012–13

2013–14

2014–15

2015–16

2016–17

2017–18

–0.2

1.2

1.5

2.0

2.0

2.0

On a year-to-year basis, the freight task may not change at exactly the same rate as GSP. This is seen in
the period from 2008–09 to 2011–12 where Tasmanian freight volumes dropped substantially, due to
particular sectoral disruptions, while GSP remained fairly steady. However, over a longer time scale there
is a very good correlation between freight growth and overall economic growth. This is illustrated in
Figure 1, produced by BITRE and used in the National land freight strategy. The figure shows national
historical GDP and freight growth together with projections of freight to 2030.
Some methods of projecting freight take a more fine-grained approach and forecast freight on a sectorby-sector basis. This can be useful in certain applications, but for the purposes of forecasting total freight
tasks, the method of tracking credible estimates of GSP/GDP movement is widely accepted. Note that the
Tasmanian Treasury estimates of GSP growth are based on long-term trends and are lower (more
conservative) than the national GDP growth forecast of 2.8 per cent recently published in the Australian
Treasurer’s 2015 Intergenerational report – Australia in 2055.
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Source: Standing Council on Transport and Infrastructure, 2012, National
Land Freight Strategy, Canberra (Figure 5).

Figu re 1
Nat io n a l fr e i gh t ta sk r e la ti ve to GD P an d
p op u l at io n gr o w th an d fo r ec as ts 19 7 1 – 2 03 0

9.2

Estimating contestable freight

Contestable freight is a freight task that could reasonably be performed by road or rail. Therefore the task
must (a) include carriage along the corridors that match the rail network, and (b) consist of suitable
goods. Highly perishable goods for instance are assumed not to be contestable by rail.
pitt&sherry’s estimates of contestable freight (Table 2) are based on data from the 2008–09 Tasmanian
freight survey. We used aggregated origin-destination data to construct a detailed analysis of the 2009
freight task performed by road and rail by segment/corridor, where the corridors map to TasRail’s
network. This analysis provided a detailed ‘snapshot’ of the contestable freight task by mode, in tonnes
and net tonne-kilometres, and by corridor, including modal shares.

9.3

Estimating savings

The estimates of savings are based on multiplying the rail freight task by the difference in the road and
rail costs on a per net tonne-kilometre basis. We based these costs on parameters drawn from a variety
of sources as summarised in Table 20.
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Table 20

Road and rail costs and sources

Cost type

Rail

Road

Sources

Safety

$0.012/ntk

$0.0275/ntk

These valuations are based firstly on a 5-year
average of accidents to 2013–14 as recorded in
Tasmanian crash statistics and Australian rail safety
occurrence data. The cost per fatality and serious
injuries per accident is taken from BITRE’s Report
140 Impact of road trauma and measures to improve
outcomes (2014). The net tonne-kilometres for road
are based on the Tasmanian freight survey for road
and TasRail data on rail.

Environmental

$.00048/ntk

$0.0026/ntk

Austroads 2014, Valuing Environmental and other
externalities.

Operating –
including vehicle
and road
maintenance

$0.044/ntk

$0.09/ntk

Rail costs include labour, fuel, rolling stock
maintenance and consumables and track access
charges as reported by TasRail. Road costs include
labour, tyres and vehicle maintenance, and fuel
and road access charges incorporated through
registration and fuel excise adjustment as reported
by BITRE, TransEco and the National Transport
Commission.

9.4

Discount rates

Future benefits and costs are often discounted, and allow the calculation of the present value of benefit
and cost streams over a future period, for instance of 30 years. Discounting to produce a present value is
based on the concept that a dollar in the future is worth less than a dollar today. However the size of the
discount rate that should be used is a debatable point.
The Department of Infrastructure and Regional Development requires the use of two discount rates – 4
and 7 percent – when assessing potential projects. Infrastructure Australia asks for net present values to
be reported using 4, 7 and 10 per cent discount rates. The UK uses 3.5 per cent for public sector projects.
BTRE (2005) has suggested that long-term government bond rates provide a good guide to selecting
discount rates. The 10-year Australian Government bond rate averaged close to 7 per cent over the
period from 1969 to 2015. However bond rates were much higher at the beginning rather than the end of
that period, reaching a high of 16.4 per cent in 1982 and a low of 2.27 in February 2015.
Figure 2, sourced from the Reserve Bank of Australia, indicates that the rates over the last 10 years have
been below 7 per cent without exception, with rates in recent years of 4 per cent or lower. All the above
information suggests that the 4 per cent rate, as used in this report, is a sensible choice of discount rate.
The impact of the choice of discount rate on the net present value of TasRail’s revitalisation, where
benefits extend over many years, is further demonstrated in Table 21.
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Figu re 2
M o vem en t in b o n d r at e s

Table 21

Rail freight use – quantified net savings to Tasmania
from 2015–16 to 2050 at multiple discount rates

Net savings – projections
Total undiscounted

$ million
1,174

Net Present Value discounted at 4 per cent

514

Net Present Value discounted at 7 per cent

300

Net Present Value discounted at 10 per cent

185
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www.pittsh.com.au

transport | community | industrial & mining | carbon & energy

Brisbane
Level 2
276 Edward Street
Brisbane QLD 4000
T: (07) 3221 0080
F: (07) 3221 0083

Hobart
199 Macquarie Street
GPO Box 94
Hobart TAS 7001
T: (03) 6210 1400
F: (03) 6223 1299

Devonport
Level 1
35 Oldaker Street
PO Box 836
Devonport TAS 7310
T: (03) 6424 1641
F: (03) 6424 9215

Launceston
Level 4
113 Cimitiere Street
PO Box 1409
Launceston TAS 7250
T: (03) 6323 1900
F: (03) 6334 4651

Melbourne
Level 1, HWT Tower
40 City Road
Southbank VIC 3006
PO Box 259
South Melbourne VIC 3205
T: (03) 9682 5290
F: (03) 9682 5292

E: info@pittsh.com.au
W: www.pittsh.com.au
incorporated as
Pitt & Sherry (Operations) Pty Ltd
ABN 67 140 184 309
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SYSTEM
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AVOIDED ROAD ACCIDENT COSTS

MILLION
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$
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$

S AVINGS
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OPERATING COST
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FREIGHT RAIL: Good for business; good for the environment; good for the community.

