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The Australian National Railways Commission (referred to as Australian National
or AN) has incurred large annual operating losses which are expected to total over
S500m. by 1987-88. The main reason for the Committee's inquiry was concern at the
large annual appropriations made by Parliament to cover these losses.
AN's interactions with the government and the market are extremely complex, and
are further compounded by the pervasive effects of the terms and conditions embodied
in the Transfer Agreements covering the Commonwealth acquisition of the State railways of South Australia and Tasmania. The Committee's inquiry has resulted in its formulation of the major theme of this Report, which is the key in unlocking this
relationship:
AN's commercial objective must predominate and therefore the scale and range of operations of AN should be determined by customer preferences for its services subject only to
explicit government directives in the form of public service obligations (PSOs), including
the obligations embodied in the Transfer Agreements.
The following recommendations should be interpreted with this theme in mind, as it is
central to the Report.
Recommendations Requiring Legislative Changes
The Committee recommends that:
1. AN's management be given decision-making freedom to operate as a commercial
organisation and pursue the profitability objective subject to PSOs and the Transfer Agreements. Section 57C (2) of the Act should be amended to give effect to
this recommendation. (Paragraph 109)
2. The Minister for Transport institutes a review of the Act and re-examines his role
in relation to the obligations placed on him by the Act as identified in the review
and this Report. (Paragraph 156)
3. AN's management be left to decide on the extent to which it should publish rates
and fares. (Paragraph 143)
4. Prior Ministerial approval of AN's rates and ares be no longer required and Section 29 of the Act be appropriately amended. At the same time, the Minister for
Transport should establish a mechanism by which public complaints of overcharging and undercharging by AN can be resolved. AN should also provide the Minister with principal details of all major new contracts entered into in the previous
twelvemonths. (Paragraph 146)
5. A new Section 34 of the Act be introduced to read as follows: Notwithstanding
anything in this Act or any other Act or any rule of law, the Commission is not a
common carrier, but is still subject to public service obligations. (Paragraph 130)
6. Section 46 (2), which deals with Public Service Board involvement, be deleted and
Sections 46 (5), 46 (6) and 46 (7) be amended or repealed as appropriate. (Paragraph 138)
7. With respect to leasing arrangements referred to in Sections 21(1) and 21 (3) of
the Act, the Minister determines a figure below which AN does not need to seek
Ministerial approval. (Paragraph 151)
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The value of contracts requiring Ministerial approval, under Section 23 of the Act,
be raised to S2m or such other amount as the Minister determines. (Paragraph
152)
Section 33, which requires Ministerial consent for the carriage of passengers and
goods on a railway before it is open to traffic, be repealed. (Paragraph 153)
As Ministerial approval for AN to carry out special repairs, alterations, renewals
and extensions is not required, Section 37 of the Act should be repealed. (Paragraph 154)
Section 46 (3) which requires Ministerial approval for salaries above a prescribed
level, be repealed. (Paragraph 155)

The Committee recommends that:
12. With respect to Public Service Obligations (PSOs):
(a) When the Minister agrees to the continued operation of a PSO, AN should receive a revenue supplement and all such supplements should be identified collectively and separately in either Appropriation Bill No. 1 or 2, as well as in
AN's Annual Report;
(b) AN should include in its Annual Reports, details of cases where its applications for PSOs have been rejected or varied by the Minister; and
(c) From time to time the Government should engage either consultants or the
Auditor-General to examine the efficiency with which PSO activities are conducted; and these reports should be tabled in Parliament. (Paragraph 113)
13. AN does not delay PSO applications to the Minister until it has introduced its Cost
Management Information System (CMIS) but proceeds immediately with a systematic identification of likely PSOs and then requests explicit funding through
Section 44 of the Act for the continuation of these services where warranted.
(Paragraph 110)

The Committee recommends that:
14. The Minister for Finance institutes a review of the appropriate form of AN's
accounts, giving particular consideration to the role of AN as a commercial undertaking with certain public service obligations which must be clearly identified. The
findings of this study should be reported to Parliament. (Paragraph 158)
15. AN's capital value be adjusted to a level for which AN is to be held accountable
and on which it should be required to earn a rate of return. Capital provided by
government for non-viable projects should be identified as such and remain separate in AN's accounts. Where possible, these projects should be accounted for as
separate activities. (Paragraph 123)
16. Following a commercial adjustment of asset values, the Minister directs AN to
earn a rate of return at such rate to be determined by him from time to time. (Paragraph 124)
17. AN provides a detailed flow of funds statement in its annual reports, sufficient to
identify all categories of government funds and 'off-budget' borrowings. (Paragraph 159)
viii

The Committee recommends that:
18. AN scraps its Corporate Cost Model as detailed in its Corporate Plans and obtains
expert advice to produce a meaningful Corporate Plan document which is marketoriented. AN should also consider the transfer of its planning personnel from
under the control of technically oriented engineers to either the marketing division
or into a position whereby this group interacts directly with the General-Manager
and the Commission. (Paragraph 108)
19. AN critically reviews its corporate planning assumptions and methodology. AN
should improve its forecasting techniques, particularly with respect to the interrelationships between freight rates and levels of service demanded. (Paragraph 86)
20. AN discontinues the practice of using the consumer price index both in its corporate planning processes and as a proxy for cost increases in its contracts. AN should
develop a more appropriate index and undertake regular rate reviews. (Paragraph
84)
21. (a) AN undertakes a probabilistic evaluation of its forecast results and that such
an evaluation becomes an integral part of its forecasting and therefore its Corporate Plan documents; and
(b) The Minister directs the Bureau of Transport Economics to assist AN in improving its forecasting techniques, including the introduction of the probabilistic
approach. (Paragraph 95)
22. AN's management gives top priority to the establishment of its Cost Management
Information System (CMIS) as this system is critical to AN's corporate planning
process, its accountability to the Executive and Parliament and also its ability to
show what the costs of PSOs really are. (Paragraph 99)
23. AN integrates its corporate planning process with the budget process as soon as
possible, and presents the financial projections and other broad details of its Corporate Plans in its annual reports. (Paragraph 163),

The Committee recommends that:
24. AN establishes and maintains an effective Commercial Division which would primarily analyse the costs and qualities of its main competitors. In other words, this
Division would analyse 'what the traffic will bear' and should not be directly responsible or in any way subserviant to another group in AN as may well be the case
at present. Aiso the Commercial Division should continually work towards meeting new consumer demands, to enable AN to compete vigorously and expand
where there are profitable rail opportunities. (Paragraph 148)
25. With respect to superannuation,
(a) AN explores the possibility of introducing alternative superannuation
schemes involving provisions for lump-sum payments on retirement. There should
be full discussions between employees and management before any new schemes
are introduced;
(b) In the event of a successful conclusion to such discussions, consideration
should be given to permitting AN to cease to be an approved authority under the
Commonwealth Superannuation Scheme and operates in the same way as TAA by
setting up a fund in its accounts to pay pensions or benefits as they arise and for
which existing employees are entitled; and
' '
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(c) Until such time as AN's management has introduced an alternative scheme in
consultation with its employees the Government accepts that AN's superannuation costs above those operated by privatefirmsare funded through a specific revenue supplement as a PSO. (Paragraph 135)
When tendering against private firms, AN does so on a commercial basis. (Paragraph 118)
The government makes provision for South Australia, Tasmania and the Northern
Territory to make a contribution toward the cost of any service provided by AN if
they so desire. (Paragraph 111)
(a) The Minister for Transport, in assessing AN's financial performance, takes
into account the constraints inherent in present intersystem arrangements;
(b) The Minister for Transport institutes an inquiry into the alternatives available to improve intersystem railway operational and marketing practices.
Such an inquiry should include both passenger and freight operations and be
asked to identify the relative benefits and costs associated with any changes to
the current institutional arrangements; and
(c) AN take afirmstand in all intersystem negotiations and refuse to carry traffic
which it does not consider to be profitable, even though some traffic may be
lost as a result. (Paragraph 129)
The Department of Transport reassesses staffing required to handle AN matters.
(Paragraph 164)
In 1985, or such other date as is convenient, the Minister institutes a review of
AN's operations to assess its performance to that date in the light of the findings
and recommendations made in this Report and the continuing impact of the
Transfer Agreements on AN'sfinancialresults. (Paragraph 165)

1. The main reason for the Committee inquiry into the Australian National Railways
Commission (subsequently referred to as Australian National or AN) was concern at
the large sums of money voted annually by the Parliament to offset AN's operating
losses. These losses totalled $274m. for the four years ending 30 June 1981.1 Even if
AN's goal to eliminate these losses by 1987-88 is achieved, the organisation will by that
time have accumulated losses of over $500m. since 1977-78.2
2. The objectives of this Report are to address three interrelated questions on the
deficit:
» the specific causes of these deficits;
• AN's response to the reduction and elimination of these deficits and an evaluation
of this work; and flowing from this
» what else needs to be done to improve the performance and accountability of AN.
3. These Report objectives have to be placed in a particular framework. AN is a public
authority business undertaking. These undertakings are usually established to perform
certain functions and to achieve objectives which are thought, at the time of establishment, to be more effectively and efficiently done by a publicly owned rather than
a privately owned business.
4. One important function of modern public business authorities is to achieve explicit
or implicit government objectives with as little explicit cost to governments as possible.
This is done by establishing the undertaking as a monopoly by appropriate legislation
and by using the higher rates of return in some areas of monopoly to cross-subsidise
goods or services in other areas. The use of internal cross-subsidy to achieve government objectives without direct and explicit cost is obviously very attractive. Its use in
transport is well-known and in the period before 1950 was reasonably successful. It is
clear that absence of any significant monopoly power in a market means that internal
cross-subsidy is no longer feasible, at least to the same extent.
5. Monopoly power was, many years ago, a feature of railway transport. It has
progressively been eroded by the development of the transport abilities of motor vehicles and, to a lesser extent, aeroplanes. Coupled with this erosion in Australia was the
inability of the railway systems, largely as a result of Section 92 of the Constitution, to
maintain their monopoly by legislation.
6. Railways in general, including AN, are still required to meet public interest objectives, but no longer have sufficient monopoly power to do so only by cross-subsidy. Unlike some other public authority business undertakings AN competes directly with the
private sector and there are few barriers to the entry of competitors, particularly in
road transport. Road, sea and air transport are alternative modes for the carriage of
passengers and freight in many AN markets. But unlike most of its competitors, whose
performance is monitored by the market, AN is a wholly owned public undertaking
which, while operating in a market environment, is responsible to the Minister and
answerable to Parliament. AN is subject to government policy objectives, including the
commercial (profitability) criterion which AN interprets as its basic corporate objective. In order to assess AN's efficiency and effectiveness as well as the costs and benefits
of implementing government policy through the organisation, AN must be accountable
to Parliament.
1

7. The Report theme is the key to unlocking AN's interrelationship with the government and the market. The Committee considers that AN should ursue the profitability
objective unless specifically instructed by government to do otherwise.
8. Governments may attempt to achieve two main objectives through the pricing of the
transport facilities and services they provide: economic efficiency and distributional or
public interest goals. Economic efficiency is concerned with the best (optimal) use of
resources, meaning the use of resources in producing those outputs which consumers
will value most. In an economy in which resources are allocated efficiently, the relative
prices of outputs would reflect their relative resource costs, especially for outputs which
are good substitutes for one another. In relation to the total resource costs of providing
each mode, consideration should also be given to the environmental and social costs of
providing each mode.
9. Application of this principle to the transport industries requires that, in the absence
of particular reasons to the contrary, a policy of deficit elimination for AN should not
be applied in isolation from any attempt to apply equivalent cost recovery principles to
long distance road transport. If this happened then AN, however internally efficient,
may operate in an environment which causes its operations to contradict rather than reinforce resource allocation efficiency. While it is arguable whether long distance road
transport does or does not cover its full costs, it is clear that AN recovers a much
smaller proportion of its total costs than long distance road transport. AN, unlike long
distance road transport, does not even cover its operating cost.
10. The successful pursuit of the profitability objective in the Act would eliminate the
deficit and enable the government to achieve full cost recovery. The drain on budget resources would then be limited to the explicit funding of public service obligations
(PSOs) which may be regarded as obligations which AN, if considering its own commercial interests, would not assume to the same extent or under the same conditions,
(see paragraph 38)
11. The government would then be accountable for its subsidies which are made explicit. At the same time, AN's efficiency and its performance would be more easily
monitored by Parliament.
12. AN's interactions with the government and the market are complex and are further
compounded by the pervasive effects of the terms and conditions embodied in the
Transfer Agreements covering the Commonwealth acquisition of the State railways of
South Australia and Tasmania. The Committee's inquiry has resulted in its formulation
of the major theme of this Report:
AN's commercial objective must predominate and therefore the scale and range of operations of AN should be determined by customer preferences for its services subject onSy to
explicit government directives in the form of public service obligations (PSOs), including
the obligations embodied in the Transfer Agreements.3

13. Reconciliation of competitive pressures and government directives to AN is possible
only if the profitability objective is made to override all others, and government policy
directions, together with obligations embodied in the Transfer Agreements, which impinge on AN's profitability are identified and explicitly funded as public service obligations (PSOs).

CAUSES OF AN's DEFICIT

14. The Committee has collected evidence which indicates that services which may be
classified as potential PSOs contribute between 33% and 43% of AN's annual operating
loss. On this basis, of the 1979-80 loss of $64.8m. likely PSOs would account for somewhere between $21m. and S28m. Most of the remaining deficit would then be attributable to past and present bad business decisions. Any attempt to identify the elements
that make up this deficit is made difficult by AN's lack of action in applying for PSO
funding under Section 44 of the Australian National Railways Act 1917 (subsequently
referred to as 'the Act').
AN's ATTEMPT TO ELIMINATE THE DEFICIT
15. AN's attempt to eliminate the deficit by 1987-88 is embodied in its annual Corporate Plans which are basically projections of AN's operations. The quality of AN's planning is critical to any assessment of whether the goal of eliminating the deficit by
1987-88 will be achieved. In two of the last three years the results have been worse than
projected in the plans. If AN fails to achieve its yearly targets then the question to be
asked is whether the plans are realistic. If they are not realistic then management decisions taken in the context of following these planning documents will be badly based
and may even be detrimental to deficit elimination.
16. While recognising AN's acceptance and adoption of corporate planning processes,
the Committee has noted certain deficiencies in AN's plans. It is clear to the Committee
that certain causes of the deficit are not being remedied by AN's management. The long
lead time involved in the establishment of the Cost Management Information System
(CMIS) and the reluctance of AN to pursue PSO applications with the Minister are
two of the more serious management related problems. Recommendations dealing with
these issues have been made.
17. An analysis of planning documents issued to date by AN and its actual performance leads the Committee to have serious doubts about whether AN will realise its
stated corporate goal of deficit elimination by 198 7-88 if it attempts to follow the course
of action detailed in its plans. The principal reasons for this doubt are the Committee's
• the assumptions and presumptions on which the plans rest are unrealistic; and
• the plans fail to consider explicitly the interaction of key variables such as freight
rates and traffic growth.
For these reasons, departures from projections are likely, particularly with regard to
labour costs and traffic volumes.
18. Notwithstanding these problems with the Corporate Plans AN's management
must still attempt to achieve its objective of deficit elimination by 1987-88. This will
mean acquiring the necessary expertise to completely revamp its plans and modifying
proposed courses of action accordingly. Appropriate recommendations have been

19. The recommendations of our Report attempt to overcome constraints which inhibit the decision-making ability of AN's management. Some of these constraints such
as planning deficiencies are internal to AN and should be remedied by its management.
Others, such as operational, legislative and financial constraints require changes which
AN alone cannot induce: these include difficulties with intersystem arrangements and
numerous legislative restraints which inhibit AN's performance. The Committee believes it should be the catalyst in overcoming some of these restraints and has recom-

IMPROVING AN'S ACCOUNTABILITY

20. The Committee has cautioned against an assessment of management performance
on the basis of existing operating losses as presently defined in AN's annual accounts. It
has recommended alterations to the treatment of AN's capital in its accounts which,
together with the explicit funding of PSOs and their identification as such in the annual
accounts, will improve the usefulness of the financial accounts as a measure of management's performance.
21. The major interests of government should be to set objectives, to monitor the
differences between promise and performance by AN and to decide on the extent of
funding of PSOs. Although the Committee has identified a number of impediments to
the attainment of the corporate goal of deficit elimination by 1987-88, it is confident
that implementation of its recommendations will substantially assist AN to this end, reduce the drain on government expenditure and improve AN's accountability to the
Parliament.
22. For Parliament to perform its scrutiny role, annual reports should contain relevant
information on projections (the corporate plans), performance (financial results which
can be interpreted in a meaningful way) and PSOs (in both the capital and current
accounts). Therefore the Committee has recommended a number of changes to AN's
reporting process which will improve its accountability to Parliament.

23. AN was established on 1 July 1975 to take over the duties and functions of the
former Commonwealth Railways Commissioner and to ultimately assume control of
the former Tasmanian Government Railways and the non-urban sector of the former
South Australian Government Railways. The latter required the signing of Transfer
Agreements between the Commonwealth and the States of Tasmania and South
Australia respectively.
24. Because of the need to develop common conditions of employment in the three
hitherto separate systems and the requirement to transfer assets to AN, and the difficulties associated with such tasks, it was not until 1 March 19781, almost three years after
the Act was proclaimed, that AN took over full responsibility for running the former
State systems.
25. The management structure and organisation of AN has evolved progressively since
amalgamation. The structure as at 1 August 1981 is presented in Figure 1. The Act provides for the appointment of a full-time Chairman and six part-time Commissioners.
However, only five part-time Commissioners have ever been appointed. Commissioners
are appointed by the Governor-General for a term not exceeding five years, but they
are eligible for re-appointment. As at 19 August 1981, four part-time Commissioners
were appointed for five years. All current appointments expire on 13 October 1985.
The Chairman's appointment is for a period of five years which terminates on 15 March
1986. The Chairman receives a salary of $56,500 plus an allowance of $3,075 while the
Commissioners receive a fee of $6,800.2 The General-Manager as the chief executive
officer of AN, is appointed by the Commission, but the appointment is subject to the
approval of the Minister.

Figure 1 Top management structure of Australian National
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26. AN has interpreted its functions as:
'-• to operate rail services over those railways built or otherwise vested in it.
- to operate such other services as are authorised by the Act.
- to construct railways pursuant to the provisions of the Act.
- to provide technical advice and assistance at the request of the
Commonwealth.
- to do anything incidental or conducive to these functions, including cooperation with State railways and other transport undertakings.'3
These functions are embodied throughout its Act, particularly in Sections 29 (1), 31
and 65(1) (see Appendix 2 for extracts from the Act). In performing its functions, AN
is required to pursue a policy directed towards reaching a profitable situation.4
27. While AN provides both passenger and freight services, it is freight services which
dominate. In 1980-81 revenue from passenger operations totalled S 17.7m. compared
with freight revenue of $ 150.2m.5 AN carried 12.7 million tonnes of freight in 1979-80,
with an average length of haul of 442 kilometres per net tonne.6
28. Geographically AN's operations are illustrated in Figure 2 and comprise: the Tasmanian region; the Central region (basically the South Australian country network);
and the Northern region (extending from Broken Hill across to Kalgoorlie and north to
Alice Springs, plus the Australian Capital Territory line).

Figure 2 Location of AN's operations:
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29. AN provides intrastate services for clients over which it maintains full control from
origin to destination. However, AN also operates over two major interstate routes
which require cooperation with State railway authorities. In general the rate negotiations with the client are carried out by the authority which originates the traffic, in
consultation with the other railway authorities involved. Furthermore, once traffic
originated by AN is transferred to the State railway systems at the borders, the courses
of action open to AN to satisfy customer requirements are limited. Therefore AN's
management is constrained by the extent of its intersystem activities from both an operational and rate-setting viewpoint. In 1977-78, revenue from intersystem traffic totalled
$55.6m,7 while total revenue for the year was S122.Om8 Intersystem revenue thus
accounted for nearly half of total AN earnings in 1977-78.
30. Two rating structures apply to the movement of intersystem freight traffic. The
movement of smaller consignments between systems generally incur the Railways of
Australia 'book' rates, while intersystem special rates apply to more significant intersystem traffics, the details of which are not published.9 Local AN traffic is carried under
either classified or special rates.10 These classified rates are published and apply to such
major commodities as grain, fertilisers, petroleum products and livestock. Special rates
are not published and cover such commodities as Leigh Creek coal, Broken Hill concentrates, gypsum and local traffics where AN feels that it is necessary to quote special
charges to secure loading.11

31. Besides maintaining considerable interaction with state rail systems because of the
nature of its traffic task, AN, as a wholly government-owned authority, must be continually involved with the Minister for Transport and therefore his Department. The
Act requires AN to submit to its Minister (and therefore the Department of Transport)
quarterly and annual reports and such further reports as the Minister requires.12 These
reports are to include details of special rates made by AN and the Minister must approve all tolls, fares and charges.13 In addition, the Minister may direct AN to make
alterations to its undertakings, but provision is made for reimbursement to AN where
these directions adversely affect the railway accounts.14
32. The Department of Finance has an ongoing involvement with AN since the Minister for Finance, on behalf of the Commonwealth, is required to rovide funds to AN
through the Budget. Broadly speaking, there are three categories of government funds
—capital works and services, an operating loss subsidy and the reimbursement of concessions. In addition, AN has the ability to go 'off-budget' and raise funds at semigovernment rates, subject to the approval of the Treasurer. This power was granted
only recently15 and involves a guarantee of repayment by the Commonwealth.
33. The Government has given a direction to the Commission to pursue a policy
directed towards making profits in each financial year. These profits are to be sufficient
to earn a return on capital. Although required to make profits, the amalgamated system
immediately faced a loss of approximately $ 1.70m per week when it effectively commenced operations in 1977-78.16 AN's immediate concern, and its main corporate
objective,17 is elimination of its annual operating deficit. This target has been set at
1987-88. However, the Committee notes that the governments of South Australia, Tasmania and the Northern Territory may wish to contribute towards the costs of providing particular services. An appropriate recommendation to facilitate such payments has
been made.

34. The starting point of our analysis is an examination of the causes of AN's deficits.
An attempt is made in this chapter to itemise major factors which contribute to the
deficit. Estimates of the magnitudes of these items are drawn from a number of sources,
including published reports, speeches, written responses by AN to Expenditure Committee questions and other evidence taken in the course of this inquiry.
35. Details of AN's annual revenue and expenditure are illustrated in Figure 3. A copy
of AN's profit and loss statements for 1979-80 and 1980-81 are provided in Appendix 3.
Both revenue and expenditure have climbed steadily over the four year period ending
1980-81. The annual operating loss (excluding abnormal items) has declined from
S73.8m in 1977-78 to $62.7m in 1980-81, although there have been changes in the treatment of certain items in the accounts which makes a straightforward comparison
misleading.
36. Any service which does not even cover the direct cost associated with its provision
obviously contributes to the deficit. This direct cost is defined as the cost saved if the
particular service was not provided. However, even if all services performed by AN
covered their direct cost, AN could still make an overall loss because insufficient revenue, above direct cost, was earned to cover indirect costs. Thus the amount earned
from a service over and above direct costs should be as high as market conditions permit, so that a contribution to indirect costs can be earned. It follows from this point that
to concentrate management's attention solely on services which do not cover direct
costs is inadequate, although it is a good starting point. Other traffic should also be
analysed to ensure that an appropriate revenue contribution is being earned.1

Figure 3
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37. The size of the deficit can be used to give some indication of managerial performance. If this is done it is a more meaningful guide if PSOs are separately accounted for.
The deficit will then give some indication of the extent of bad business decisions rather
than PSOs.

38. As a public authority business undertaking AN has certain PSOs, which are defined
as obligations which AN, if considering its own commercial interests, would not assume
either at all or to the same extent or under the same conditions. Two necessary conditions must both be met, before an obligation can be treated as a PSO. The obligation
must be accepted by government as fulfilling an undertaking incurred by government
either:
(a) because, in the current Government's opinion, it is in the public interest to do
so; or
(b) because it is a consequence of previous government obligations (eg. the Transfer Agreements) and the costs of its provision will exceed its revenues when the
service is provided as efficiently as possible.
In both cases, in the provision of services, the maximum revenue consistent with the
government's obligations must be obtained and the relevant costs associated with the
service must be minimised. It should be noted that PSOs are not mentioned as such in
the Act. However, the mechanisms for funding them are embodied in Section 44 of the
Act which provides for funds to be paid to AN through the Annual Appropriation Act
to the extent certified by the Auditor-General.
39. AN has identified the losses associated with non-viable lines and services which
might be classified as potential PSOs. These losses totalled $31.4m in 1978-79 and were
not separately funded through Section 44.2 As the operating loss reported by AN for
1978-79 was $72.9m3 before abnormal items, this evidence suggests that potential PSO
losses accounted for approximately 43% of the deficit. AN has also estimated that probable PSOs 'represent about one-third of our deficit of about $60m'.4 The Committee
thus has some evidence that potential PSOs represent between 33% and 43% of AN's
annual loss. On this basis, of the 1979-80 loss of $64.8m, likely PSOs would account for
somewhere between $21 m and $28m.
40. The Committee has identified that the following items may be expected to be the
main PSO candidates (all or in part) and the subject of future approaches to the
government by AN for specific reimbursement:
(a) passenger services;
(b) less than container load (LCL) and parcels traffic because of the common
carrier obligation;
(c) branch lines;
(d) Tasmanian region;
(e) superannuation costs above commercial rates; and
(f) obligations imposed by the Transfer Agreements.
41. The most recent estimate of annual passenger related losses was provided by AN as
$ 13m in 1979-80 although it should be emphasised that this figure is an interim estimate
only.5 This compares with evidence which suggests that country passenger operations in
the Central Region incurred losses of approximately $9m, and intersystem passenger
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operations losses of approximately $4m, in the 1976-77 deficit of the former Rail Division of the South Australian State Transport Authority.6 AN stated in response to a
Committee question in regard to the existence of break-even capacities on passenger
services, particularly the Indian Pacific:
The short answer is that there is not one based on current manning levels.'7
42. LCL and parcels traffic is estimated by AN (in 1978-79) to cost the system $11.5m
to undertake and generated gross revenue of $3.5m, leaving an $8m loss which is also
estimated (on an interim basis) to be that pertaining to 1979-80.8 It is not possible to determine from AN's financial statements annual revenue generated by this class of traffic
as LCL freight revenue, other than that from parcels and mails, is included in tota!
goods revenue.
43. The carriage of LCL and parcels traffic has been included by the Committee as a
likely PSO, because of the common carrier constraint on AN. This common carrier obligation is contained in Section 34 of the Act. Being a common carrier means having certain responsibilities for providing transport services to the public, including the requirement that the carrier must undertake to serve all users who apply to use its services
without discrimination. There are limits on these responsibilities, and a common carrier
can limit its services in some degree by refusing to carry certain types of goods, so long
as it does so for all users.
44. The common carrier obligation thus makes it difficult to withdraw from certain
types of business. It is likely, furthermore, that the responsibilities which a common carrier is deemed to have will induce It to retain some loss making traffics. This was one of
the reasons for relieving British Rail of its common carrier obligations in 1962. The Victorian Railways have also recently had their common carrier status removed.9
45. Another likely PSO is the operation of branch lines. Branch line losses in 1979-80
total $4m.10 This figure refers almost entirely to lines located in the country area of the
former South Australian Railways (Central Region).
46. The entire Tasmanian network contributed $13m to the deficit in 1979-80. n No
passengers have been carried in Tasmania since 1978-79 and hence the entire deficit is
attributable to freight operations. It is worthwhile noting that the report entitled Tasmanian Railways, which became known as the 'Joy Report' commented on the Tasmanian system as follows:
'Tasmanian Railways will never make a profit n and 'If in the future the Tasmanian Government should wish to have a higher level of service, or lower freight rates than can economically be justified, we recommend that the cost of these should be specifically determined and
reimbursed to the Australian National Railways Commission, as provided in para. 7 of the
Transfer Agreement.'13
47. AN's accounts include an annual charge for superannuation which until 1980-81
was based on 25% of the salary and wages of its employees who contribute to superannuation. AN's liability as an employer has been in the form of regular cash payments to
the government's Consolidated Revenue Fund (15%) while the remainder (10%) was a
provision to meet payments (the exact extent of which is yet to be determined) which
relate to post retirement superannuation pension increases. At 30 June 1980, AN's employees totalled 11,756 of whom approximately 5,600 (48%) contributed to
superannuation.14
48. It appears that superannuation provisions, to the extent that they are provided by
private firms, cost them approximately 8% of the employee's salary.15 If AN could operate a scheme at similar cost, then their superannuation charge would have been $5m. instead of $14m. in 1979-80. On this basis, annual superannuation costs for 1979-80 may
be said to be $9m. higher than for private firms, although attention must be paid to
superannuation schemes operating in State rail systems. The Committee regards this
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amount of $9m. as the PSO element. It should be noted, however, that in general AN's
competitors such as freight forwarders and road transport firms do not provide any
superannuation benefits to the majority of their employees. The superannuation issue is
further discussed in paragraph 135.
49. Other PSOs, which have an effect across the entire spectrum of the AN organisation
and its services, are embodied in the Transfer Agreements which specified certain terms
and conditions as the consequence of the takeover of the State systems, Three major
categories of obligations under the Transfer Agreements are:
(a) those relating to passenger fares, freight rates and other charges;
(b) those relating to line closures or reductions in levels of service; and
(c) those relating to transferred staff.16
50. Procedures do exist for AN to vary any of the above. In fact, arbitration is possible
where agreement cannot be reached with the State Minister for Transport. Arbitration
has been used once, resulting in the cessation of Tasmanian passenger services. Reductions in levels of service have been preferred by AN to outright line closures.
51. The Committee notes that Section 44 has only been used once to provide funds to
AN. Perhaps a major reason for this has been the inability of AN to accurately estimate
the costs associated with various traffics, lines and services. By awaiting the introduction of its computerised costing system (CMIS), AN can be more confident that any
costs it places before the Minister with respect to PSOs will be accurate. However, this
appears to be an extremely conservative stance to adopt, as application for cessation of
activities, or alternatively, revenue supplements, will have been delayed by at least five
years (1978 until 1983). Manual extraction of the necessary data is possible and has
been done by AN, at least in part, in providing evidence to this Committee.
52. In summary, the Committee has identified the following PSOs, as contributors to
AN's 1979-80 loss: •
(a)
<b)
(c)
(d)
(e)
(f)

passenger services— ($13m)
LCL and parcels— ($8m)
branch lines—($4m)
Tasmanian Region— ($ 13m)
excess superannuation costs—($9m)
Transfer Agreements (not quantifiable).

53. The above classification is not mutually exclusive. For instance, some losses incurred because of the Transfer Agreements or the losses calculated for an area or line
will contain elements of costs included in other PSOs e.g. passenger services and LCL
and parcels traffic. Therefore, any attempt to add losses identified in the above list will
certainly result in double counting. However, classification of PSOs purely by activity,
e.g. passenger services plus LCL and parcels, gives an estimate of $21 m., which is the
lower limit of the Committee's PSO estimate of between $21m. and $28m. (paragraph
39).
54. A difficulty with quantifying potential PSOs is that AN may not be either providing
these services at minimum cost or maximising the revenue received from them. Even if
the level of service is determined by government and is beyond AN's control, AN
should still be able to minimise costs and maximise revenue. It is therefore possible that
the dollar estimates of activity losses detailed above can be reduced but it is extremely
unlikely that they will ever be eliminated unless these activiles are terminated. On this
basis the Committee has classified these activities as potential PSOs.
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55. The annual operating loss ($65m in 1979-80) which cannot be assigned to PSOs,
must be the result of bad business decisions. Between S34m and S44m of the deficit can
be attributed to management. The difficulty inherent in this point is that these bad business decisions are the result of both past and present management of the railways and
cannot be attributed to present management alone. Furthermore, it should be recognised that there has been a change in the market environment in which railways operate, and in the view taken of the proper functions to be performed by a public authority
railway undertaking.
56. The Committee has isolated the following six factors as contributors to the bad business decisions inherent in the deficit:
(a) failure to set correct initial rates for services;
(b) inadequate escalation of rates to cover increases in costs;
(c) failure to offer the appropriate quality of service to customers;
(d) underutilisation of equipment;
(e) underutilisation of labour; and
(f) the inability of management and unions to agree on variations to established
working arrangements.
57. Evidence was given by the National Freight Forwarders Association that some AN
services were under priced.17 The submission from the South Australian Branch of the
Australian Workers Union also made the same observation:
'(I)t is a submission of this Union that substantial increases in revenue would be available to
the ANR if it were to charge what the market could bear in relation to freight rates
generally'.18
Furthermore, the contracts for special (unpublished) rates which were available to the
Committee did not suggest that AN had undertaken any significant market research in
order to establish a maximum rate based on what the traffic would bear.
58. The structure of the rate escalation clauses in contracts is also tangible evidence to
the Committee that inadequate market research has been undertaken to establish rates
and furthermore that AN has not determined what the actual cost increases are in particular cases. It is to be expected that weakness in demand may have an adverse impact
on the ability to pursue some rate increases, even in times of inflation. The actual form
taken by escalation clauses are partly due to the inheritance by AN of the Tasmanian
and South Australian systems. Contracts written in these systems often provided for
rate increases of about 50% of the consumer price index (CPI). Later contracts written
by AN provide for escalation clauses in the range 70% to 100% of the CPI. The Committee estimated the following distribution of contracts across this range from a sample
of contracts whose total value was $39.3m. in 1979-80:
• 17.3% with 60% CPI
® 55.8% with ROA Conference escalation (ie. not less than 70% CPI)
• 13.8% with approximately 90% CPI
• 3.2% with approximately 100% CPI.19
59. While it may be difficult to determine the cost increases of particular traffics, the
question to be asked is whether the CPI is an appropriate index. Using a formula with
weights of 80%, 15% and 5% for labour, fuel and steel rail costs respectively, a study
undertaken by Westrail20 yielded the conclusion that costs so defined had increased at a
much faster rate than the CPI in the period 1952-74, and at about the same rate as the
CPI in the period 1975-79. At no stage did costs increase at a rate significantly slower
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