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Disclaimers

Inherent limitations

This report has been prepared at the request of TINSW. in accordance with the terms of the Professional
Services Agreement, signed on 14:May 2020, and based on the methodelogy. outlinedin the: Methodology:
section this report. The uftimate responsibility for the accounting treatment.of any matter rests with the
preparers of the financial statements.

The services provided,in connection with this engagement comprise an advisory engagement, which is not.
subject to auditing, review. or assurance standards issued by the Australian Auditing and Assurance

Standards Board and, consequently no opinions or conclusions intended to convey assurance have been
expressed. Any raference to review: throughout this contract has not been used.in the context of a review.

In accordance with auditing, review or assurance standards issued by the Australian Auditing and Assurance
Standards Board.

The advice provided in this report is based upon the facts and circumstances provided to.us and the
assumptions we were asked to make, as outlined in this reporct. Management is responsible for ensuring:

s. the facls, circumstances or assumptions regardinig the transfer do not differ from those provided to. us;
and

complete and accurate information has been provided to us, mcluding, details of other contracts or
arrangements, whether documented or orally agreed, which impact upon the overall substance of the
transfer.

If Management has not fulfilled these responsibilities, our advice may not be valid, We have not sought to
independently: verify any information provided to us.

The analysis or use of forecasts, projections or other prospective financial estimations supplied or prepared
by you, we do not warrant that:

the forecasts. projections or estimations are reasonable;
the forecasts, projections or estimations will be achieved; and
the underlying data and assumplions provided o Us are accurate, complete or reasonable.

Third party reliance

This repart is solely for the purpose set outin the variation to,our engagement letter, dated 12 Jung 2020
and for TINSW's information, and:imay not be used for any other pupose or provided.or distabuted to, or
accessed or relied upon by, any other party without KPVIG's express wiitten.consent. Other than our
responsibility to TEINSYV. neither KPMG nor any member or employee of KPVG undertakes responsibility
ansing in any vWay. from reliance placed by a third party on this repoit. Any reliance placed is that party's sole
responsibility.
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Rodd Staples

Secretary

Transport for NSW

16 Lee Strest
Chippendale NSW 20083

g November 2020

Dear Secretary,

KPMG has been delighted to assist TINSW with the definition of a3 complex, long-term operating
mode! for TAHE - and its careful assessment against Cabinet's objactives.

Qur report is in final form and supersedes draft versions of this report.
TAHE long-term operating model:

| am pleased to confirm that we have successfully developed a warkable operating model for TAHE,
designed to conserve TAHE's budget treatment and safely allocate operational and legal
accountabilities.

KPMG TAHE Financial Model

As you are aware, in our June 2020 report to Cabinet we raised a range of limitations impacting the
estimates and modelling of TAHE's financial performance.

As per Cabinet’s decision and our responding scope, we have spent considerable time developing a
much more detailed and robust financial model.

This provides Cabinet the opportunity to better understand the overall impacts and benefits offered by
TAHE.

Issues for Cabinet:

The enclosed report represents the deepest work to date to clearly segment and allocate key
functions between transport agencies and TAHE; and to clearly model and analyse TAHE's net
impacts.

Naturally, this deeper interrogation has identified a range of issues that should be considered by
Cabinet — when TAHE returns for further consideration in November. We have outlined our views on
these challenges, following the executive summary.

As you are aware, this has been a technically complex engagement, with equally complex stakeholder
overlays.

Through you | would like to extend my warm thanks to the dedicated TINSW officials who generously
contributed their deep expertise and professional courtesy to me and to my team.

In anticipation, we look forward to continuing to support you on TAHE and on other transport
initiatives.

Yours sincerely,

Brendan Lyon
Partner
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This report outlines a long-term operating and financial model for the Transport
Asset Holding Entity (TAHE), which commenced transitional operation on 1 July
2020.

nifocction

TAHE's long-term operating model requires the most fundamental structural change to the NSW railways,
since the mid-1990s.

This sees TINSW cede control over:

The level and terms of access pricing to public and private rail access seekers;
The level and terms of investment into rail capital projects (track, trains etc);
The level and terms of investment into non-rail capital projects (ISDs, car parks etc); and

The endorsemeant of the level of maintenance axpenditure on rail and non-rail assets, and assurance that
it has been appropriately performed.

TAHE's long-term operating model has been developed to meet Cabinet's objectives, outlined in Figure 1
below - and with assessmeant undertaken in Section 4. Our methodology, outlined in Appendix 2, has been
based on detailed research and analysis, overlaid by continuous and detailed consultation with NSW
Treasury, TAHE and TINSW.

KPMG | i

© 2020 KPMG, an Austrakan parinership and a member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative [ “KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Liabifity Fmited by a scheme approved under Professional Standards Legislation.




Sensitive: NSW Cabinet KPMG Highly Confidential

|
|

I

&% >

T
l
H
8
o

Where inconsistency has arisen between objectives, we have sought to prioritise safety and then fiscal
objectives over others; reflecting their binary nature.

This report necessarily makes observations or assumptions regarding safety, legal and accounting matters =
reflecting our scope and Cabinet’s requirements. For clarity, this repori does not provide safety, legal or
accounting advice or opinion.

The financial modelling and detailed analysis in this report is derived from the "KPMG TAHE Financial
| Model'. This model was developed by KPMG to address the modelling limitations identified in our June
2020 report to Cabinet — and responding to Cabinet’s request for a deeper, more accurate projection of
: TAHE's overall costs and benefits over time.

The long-term operating model sees TAHE as an independent, mature corporation that exists to commercially
meet its objectives as the owner of the State's regulated rail network, unregulated rail assets and substantial
adjacent non-operational land holdings. -

§
i Sustaining TAHE as a PNFC is fundamental to Cabinet’s fiscal objectives. Treasuryadvice and consultations confirm
i that TAHE must have demonstrable independence and control of its assets, revenues, investments and costs.

TAHE's assets as of 1 July 2020 are outlined below.
Table 1: Summary of TAHE's assets

TAHE's total assets $40.0 billion
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Rail infrastructure Land and Electrified Rail Signalling Network
{including track) Earthworks Network Systems Control
$9.6 billion $11.1 biliion $3.1 billion $2.0 billion $0.5 billion
Subtotal - Regulated assets $26.3 billion
Stations & Facilities Rolling Stock Depots & Yards Property Portfolio
$10.1 billion $2.7 billion $0.5 billion $0.3 billion
Subtotal — Non-regulated assets $13.6 billion
Cash and other current assets
$0.1 billion

Subtotal - Cash and other current assets $0.1 billion

Source: NSW Treasury forecasts found in PRIME, May 2020
The operating model contemplates TAHE with independent control over four areas:

: Accessandlicense o Operationaland & R
o arrangements fof e non-operational o Endorsement of Corpotate Finance

: 5 : . d Fundi
R capital projects maintenance level and Funding

Access and licence arrangements for rail assets

The 1egulated rail network is the largest asset on TAHE's balance sheet - carried at a DORC value of $26.3
billion; but it is also the largest driver of TAHE's costs, with annual capital, operating and depreciation costs
modelled at an average of $1.6 billion per annum over the next 10 years.

To meet its objectives, TAHE will reintroduce access charges levied to the public rail operators commencing
from FY22 at $700m.

Access fees have not been imposed on the public rail operators since prior corporatisation was progressively
dismantled, from the mid-2000s; but have continued to be imposed on other access seekers - for example,
freight operators.

Access fees are regulated by IPART, under the NSW Rail Access Undertaking. The NSWRAU requires that
TAHE's access fees are negotiated between a determined ‘floor’ and ‘ceiling’.

To assist Cabinet to better understand TAHE's impacts, our more detailed financial model has allowed us to
calculate IPART's regulated floor and ceiling prices and thereby, the additional cost to the operators.
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Access fees will be negotiated between TAHE and the operators, in future years. In ths interim, KPMG have
caiculated a floor and a ceiling and NSW Treasury have recornmended anassumptionthat they will commence
at $700m pa for FY21/22 to FY23/24, then increase onwards'. Notably, KPMG estimates show that TAHE is
non-compliant with the floor test in FY21, subject to IPART determination®.

Public operator access floor (minimum) price: $1.41 billion
Public operator access ceiling {(maximum) price: $4,34 billion

The introduction of access charges to the public operators is the key reason for the deterioration of estimated
budget performance under both TAHE scenarios, discussad below and in Section 2.

Importantly, while TAHE will determine the cornmercial aspects of rail access, TINSW retains control over the
Standard Working Timetable, under the TAA; while the Network Controller determines the Daily Working
Timetable - who remains & statutory appointee of the Minister.

TAHE does not have operational control of the network; but within the bounds of the NSWRAU, the
corporation does have independent control over the level of new access charges imposed on public rail
operators and the budget; and over contracts with private rail access seekers.

Operational and non-operational capital projects

The operating model sees TAHE with independent control over all rail infrastructure projects within the
constraints of economic and safety regulation but TEINSW maintains its role in the integrated strategic planning
assessment before business case development. The SOC Act and TAA provide an ability for TAHE to be
directed, but it must be financially compensated for net costs with directions reported to Pariament.

Noting the fiscal objectives, TAHE must have control and choice over what it does with its assets and
investments; meaning it must have independent control over rail operating and non-operating capital projects.
This sees TAHE assume decision rights over following types of projects outlined in Table 3:

Table 3: Overview of TAHE capital project types

Network capital investments (e.g. More Trains, More Services (MTMS) 3)

Unregulated Operational Rolling stock investments (e.g. Regional Rail Rolling Stock PPP}

Unregulated Operational Local station upgrades (e.g. Dubbo Station Upgrade)

Unregulated Operational Commuter car parks (e.g. West Ryde Commuter Car Park Program)

RGO Y B s e e Place making and 1SDs

' Communicated to KPMG via phone call from Anne Hayes on 14/10/2020.

# KPMG financial modelling shows that TAHE breaches the NSW RAU and the resulting IPART detarmined price floor in FY21. This is
because rail operators should have commenced paying access fees since TAHE stand up on 1 July 2020 - and access fees shouid be
zbove the estimated floor of $1.4bn in FY21. Implicitly, Sydney Trains as the Network Controller and O&M on the MAN incurs costs
which are almost equivalent to the floor; but NSWT does not incur these same costs nor does it pay for Access.
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As noted in the illustration above, we have segmented between TAHE's cperational/non-operational and
regulatedfunregulated capital projects. These segmentations have been adopted to allow the long-term”

operating model to adequately address the complex cverlays created by economic and safety law and
regulation.

Far these reasons, the long-term operating model excludes TAHE from accountability or responsibility for
operational rail projects during procurement and delivery. This reflects advice from TfNSW's Safety
Environment and Regulation Division in arder to maintain the Operators as the RIM and to be clear on legal
accountabilities under RSNL.

An unresolved issus is the liability for variations in scope and cost overruns betwesen TINSW, other transport
agencies and TAHE.

Endorsement of maintenance level

There are a number of agreements required to be establishad batwesn entities over time. The yet to ba
developed agreement will articuiate and agree asset condition outcomes based on the asset standards set by
TINSW, providing TAHE confidence that the maintenance expenditure supports the standard requirements.
A Private Contractor will be responsible for undertaking maintenance activity for the CRN.

Capitalised maintenance is accounted for on TAHE's balance sheet under a fee for service arrangement; while
operating maintenance reduces the access charges paid to TAHE for the MBN and is recognised as an
expensea by TAHE for the CRN. The oparating modsal contemplates that capital maintenance funding forms a
component of TAHE's equity funding, which is then payable to appointed rmaintainers through a fee for service
maodel. This may change depending on TAHE's corporate strategy.

While TAHE endorses the quantum ~ it has no involvemnant in tha allocation of maintenance funding, which is
performed solelv by Sydnay Trains/TINSW,

TAHE is accountable for assuring itself, via its own Asset Assurance Framewaork, that its standards are being
met and its funding is being appropriately spplied.

This construct has been developed through consultation between TAHE and TINSW and is designed to
provide TAHE with required control and independence, while ameliorating the safety risks that can be created
where maintenance approval and performance are structurally separate.

For further detail, see the TAHE Asset and Safety overview letter written by TINSW in Section 1.2.

Financing and funding

As a for profit carporation, the long-term operating model sees TAHE empowered to act independently in
respect of its revenue, cost and financing decisions.

Reflecting that TAHE's current customers are principally the two public rail operators, plus a small proportion
of third-party access seekers, Figure 2 below shows TAHE's substantial reliance on revenues that originate
from the NSW budget.

Yo
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e 89%
PublicOperator -9
Access fees & Licence '
fees (publicly funded

h €50 subsidies)

B 1009 budget funded

BB Third partyrevenues

Alongside the access charges, TAHE's other major source of revenue will be derived from unregulated licance
fees for its unregulated operational assets. Noting the requirement for TAHE to charge economically
significant prices, we have used the same building block model used for access charges, applying an
unregulated WACC.

Again, for context, the public operaters will now show an increase cost representing access fees paid and

payable:
Public operator access fee floor (minimum} price: $1.41 hillion
Public operator access fee ceiling (maximum) price: $4.34 hillion

Similarly, there is increase in cost to operators for licence fees, however there is no floor or ceiling
mechanism for these charges. Accordingly, KPMG have assumed TAHE will be able to negotiate licence
fees for its unregulated assets that are able to satisfy its unregulated WACC — which was assumed to be
7.2% to 7.7%. KPMG WACC modelling is based on IPART parameters with a slight risk adjustment.

Detailed financial modelling and analysis:

In our June 2020 report to Cabinet, we noted the need for detailed modelling and assessment of TAHE's
financial performance and impacts over time. Accordingly, we built the detailed 'KPMG TAHE Financial Model’
which includes new capability to show:

s The quantum of required access and licence fees;

o The calculaticn of Full Economic Cost to understand compliance with price bounds;

s A preliminary basis for revaluation on an income approach; and

¢ Financial impacts on the NSW Budget, TAHE and TINSW.

Our medel has been subject to rigorous internal validation and has also been exposed to external detailed
review by TINSW, NSW Treasury and TAHE officials. For further detail on the inputs, assumptions and function
of the model, see Section 2.
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The 2011 creation of TINSW signalled a major change to transport policy in NSW, in recognition of the
limitations posed by having individual and independent agencies, each charged with part of the overall
transport task.

Prior to TINSW, the State’s transport agencies were fragmeanted by mode, seeing:

¢ Heavy rail: RailCorp - with Sydney Trains and NSW Trains acting as subsidiaries
* Heavy Rail Infrastructure Delivery: Transport Construction Authority

* Roads: Roads & Traffic Autharity

¢ Buses: State Transit Authority

s Waterways: NSW Maritime
s Ports: Sydney Ports Corporation
¢ Light rail: Sydney Light Rail

¢ Ferries: Sydney Ferrigs Corporation

¢ Multi-modal integration and Policy: Ministry of Transport

The 2011 creation of TINSW saw Ihese agencies restructured and reformed to promote a much higher
level of focus on custormer journeys, over individual agency requirements.

Putting the customer at the centre of transport:

The 2018 release of the Future Transport 2056 Strategy placed the customer firmly at ‘the centre of
everything we do'!", including being at the heart of transport services and infrastructure planning and
invastment decisions. This pivot frem mode to customer focussed transport was driven by a broader shift
from the NSW Government, with Premier Gladys Berejiklian confirming ‘if we are serious that the citizen,
or the customer, is at the heart of everything we do, we need to make the customer cur centra! focus
across every single part of governmeant, no matter whare they live, or what their circumstances might
he'f?,

A set of measurable (via TINSW's Customer Satisfaction Index) outcernes of the strategy were
determined, and include:

* Timeliness

e Safety and security

e Ticketing

¢ Convenience

o Ease of connection to other modes
e Accessibility

s Comfort

i htps Hfiuture transportnsw gov.au/plansffuture-transport-strategy/our-customers

@ hitps#/nsw.liberal org aulcandidates/giadys-berejiklian/nevsfarticles/THE-ESSENCE-OF-A-MODERN-LIBERAL-GOVERNMENT
SR AT L A
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* Cleanlness

o

s Information
o (Cusiomer service
TfNSW'’s customer-centred program of change:

Evolving Transportis TINSW's transformation program that will position themn to deliver even better
outcomes for customers and communities across the State, now and into the future. It is fundamental in
ensuring the delivery of the 10 Year Blueprint and Future Transport 2056 vision and is a core change area
aligned te delivering on State Outcomas.

Evolving Transport is about:

s achiaving maore integration and collaborative thinking about transport

s Dbeing transport-maode agnostic and managing the transport natwork holistically
s implementing more efficient and effective ways of working

s creating an operating model that places customers and communities at tha centre of planning, design
and delivery

Connecting customers whole lives is one of three Transport priority areas of focus. Providing end to end
journey solutions is key to managing the netwaork holistically. Transforming the customer experience
through excellent service every day, use of technology and data to build deeper insights about customers’
journeys, needs and expectations is at the core of the "Customer at the Centre”.

Who are TAHE's customers?
TAHE's customers are the two public rail operators and a range of other, third party rail operators.
Is TAHE incentivised to place the end user at the centre of its decisions?

The public rail operators will provide TAHE with circa 90 per cent of its revenues from network access
charges and asset licence fees. '

This sees TAHE with little or no commercial signal to fund customer innovations and may result in trade-
offs against the different objectives of both TAHE and TINSW in final decisions made. The specific
objective of TINSW regarding customer satisfaction and reliability of services provided may have to be
tested against TAHE's interest in deriving commercial returns from its rail and property assets. Possible
risks include:

s TAHE's single mode focus is inconsistent with the customer outcomes articulated in Future Transport
and Evolving Transport strategies;

s TAHE's Board may be unwilling to support investments that may benefit customer convenience, but
not provide a targeted commercial outcome, or if supported may expose TAHE to commercial risk;
and .

¢ Information provision, including wayfinding remain the domain of TINSW and the operators. However,
to the extent possible TAHE may seek to monetise information data.
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Scope of the long-term operating model z

As the scope of the long-term operating model is defined and agreed, it is useful to understand what TAHE
does not do in order to ensure activities in relation to other actors remain clear. A list of key activities which ;
are beyond the scope of TAHE is provided in Table 4:

Access and e Operate rail services;
licence

arrangements
for rail assets

s Have g direct interaction with rail customers;

+ Determine issues of broader Transport policy;

o Develop, monitor and enforce compliance with access agresments;
¢«  Manags the SWTT and DWTT,; and

¢+ Appoint the network controller.

Operational and
non-operational
capital projects

Maintenance

Have accountability for multi-modal prioritisation of NSW Transport strategic
initiatives and investment portfolio; and

Have accountability for procurement and delivery for operational capital projects.

Direclly deliver maintenance services, underiake asset assurance and set asset

standards;

¢ Directly set the TAHE SASP (outcomes-based criteris for management), TAHE
ASP [plan and high-level policy) and TAHE AMP {requirements to manage costs,
risks and performance to meet service outcomes) for TAHE assets; end

* Determine the leve! of maintenance expenditure of maintenance funding.

Finance and o Set the level of eguity, CSO subsidy.
funding

FooUS o

Active TAHE is materially different to dormant RailCorp, for a range of factors including;

e TAHE is & statutory state-owned corporation.
o TAHE has statutory financial reporting requirements.
e TAHE's board of directors are bound to act independently in the best interests of the corporation.

o TAHE's directors must make decisions that maximise TAHE's net worth, have a duty to prevent
insolvent trading and can only engage in non-commercial activities at the direction of the Minister.

ok

g SR
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»  Asa SOC, TAHE can be instructed by its shareholding ministers to undertake an activity, but this must
be laid before parliament with the corporation reimbursed total net costs.

Unlike the passive RailCorp:

o TAHE makes all final approvals, pending any Cabinet decision, for new rolling stock, track, stations
and other operating capital projects. :

¢ TAHE controls all funding and investment dacisions for commuter car parks, ISDs and other non-
operating capital projects.

o All TAHE projects must have the prospect of a commercial rate of return, or alternativaly be
appropriately compensated by Government

o TAKE endorses the level of maintenance expenditure on all NSW rail assets - both operational and
non-operational.

TAHE is different to RailCorp, precisely because it has become a functioning independent corporation, led
by independent directors with requirements to act in the best interests of the corporation; within a rail
transport sector that is inherently unprofitable.

The corporatisation of state enterprises provides a powerful machanism to drive independance,
transparency and a commercial focus; but it also creates limitations that do not exist on the general
government or not-for-profit sectors. The proposed long-term operating model crystallises the access and
licence fee arrangements on the NSW budget over the forward estimates.

SCENANICS

In collaboration with stakeholders, a range of scenarics have been developed for financial modelling purposes
- this includes input from NSW Treasury, TAHE, Transport for NSW and KPMG.

NSW Treasury’s preferred TAHE scenario has evolved, and there are limited butimportant areas of divergence
with KPMG's preferréd assumptions.

Noting the areas of divergence are few, but material to the results, we have chosen to model each - portrayed
as Scenario 1. KPMG preferred assumptions and Scenario 2: NSW Treasury preferred assumptions.

For 2 detailed discussion of these issues see Section 2.

The key reason for the large revision in estimated fiscal benefit reflects the inclusion of the substantial
operator subsidies — which were not included in the June Cabinet Submission; as well as the inclusion of
the correct {and much higher) depreciation costs for the corporation.

KPMG has applied generous (but appropriate) modelling assumptions to TAHE, seeking to improve the net
result. Our beneficial assumptions include:

o We hold TAHE's financial return at circa 2 per cent per annum, some 3-56 per cent lower than
comparable SOCs;

¢ We consider 2 per cent to be modest given the long-term governiment bond rate is circa 1.3%. A return
marginally in excess of the government bond rate only modestly commences the commerciality
proposition;

e \We have delayed the switch on in revenue by a year and applied a slow ramp up in revenug/profitability;

KPMG | xi

© 2020 KPMG, 2n Australian partnership and 2 member fiem of the KPMG network of independent mmember firms affiliated with KPMG International
Cooperative ["KPMG International”), a Swiss entity. Allrights reserved. The KPMG name and logo ere registered tredemarks or trademarks of KPMG
International. Lighilty firvited by & scheme approved under Professiond Standards Legis'ation.




Sensitive: NSW Cabinet KPMG Highly Confidential

s \Ws have assumed that TAHE's access prices can breach the IPART floor; and
¢ \We have nct included TAHE's additiona! costs for servicas performed by TINSW on its behalf.

, Even with these beneficial assumptions, TAHE's net fiscal benefit reduces by more than $7bn over the four-
year forward estimates, in comparison to estimates provided to Cabinet in June 2020.

Subsequently, NSW Treasury have requasted that KPMG assume:

¢ TAHE's ROE is calculated based on contributed equity (circa $10.80n to FY21), rather than TAHE's net
assets of almast $40bn?; and

- e The ramp up in revenue for TAHE is pushed beyond FY244,

KPMG has elected to model these beneficial assumptions; but have applied these as the Treasury
scenario”; reflecting:

L / « KPMG has been unable to find any comparators using Treasury's new ROE calculation; and

* \We are concerned that further delays in access pricing and revenue switch on will imperif the overall
bona fides of TAHE, including meeting classification requirements as s Public Non-Financial Corporation.

KPMG zlso notes that at the request of NSW Government stakeholders, we have presented a single TAHE
scenario and have not provided sensitivities based on likely variables.

Why a different ROE denominator?

KPMG has opted not to adopt Treasury's preferred denominator to calculate ROE which has resulted in
two different views on the correct tdlenominator to include in the ROE calculation, being:

e $10.8bn capital invested in TAHE since 2015 as at FY21 - Treasury's preferred view
o $37.9bn Total Equity of TAHE as at FY21 - KPMG's adopted assumption

KPMG's adopted assumption is based on its application and understanding of relevant Corporate Finance
theory, review of Statement of Corporate Intents and Annual Reports of other SOCs in NSW, the NSW
Government's undertakings to the ABS and the TAHE Board's responsibility to monitor and report on the
performance of its entire portfolio; not only investments since 2015. Further detail on this is reflected in

| Section 2.

Noting the complicated outlook for transport revenue and property demand under COVID19 and the small
l;ut material diversion in KPMG and NSW Treasury assumptions, both the KPMG and NSW Treasury
scenarios may require further adjustment.

3 Written comments received from NSWT on 28/09/2020.
¢ Communicated to KPMG via phone call flom Anne Hayes on 14/10/2020.

o Sy
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YWe have outlined the differences in assumptions in Table 5 balow.

gl e 5 0, . .
ROE Profile 1-3% from FY23 to FY27, Expected return set at 1.31% starting in

4% onwards FY23 (10-year sovereign bond rate)
Denominator to calculate Net assets ($37.9bn as at Contributed equity from 2015 ($10.8bn

ROE Fyz21} asatfFY21)

Are the rail operators

achieving a nil balance? Yes No- sustainad deficit

e 0l

There will be a range of financial outcomes from the long-term establishment of TAHE which will be affirmed
once arrangements such as access and licence fees are agreed. Below provides a summary of the net fiscal
impacts to TAHE across the two scenarios with the delta to the June Cabinet submission.

Importantly, the detailed mode! shows a significant erosion in the estmated net fiscal benefits offered by
TAHE over the forward estimates and the 10-year evaluation period.

Table €: Estimated net fiscal impacts to TAHE

FY21 Forward 10 Year
{Budget Estimates Estimate
Year) {4 year)
Treasury estimate in June Cabinet Submission +$1.83bn +$7.3%9bn N/A
Detailed model - KPMG scenario +$1.2bn -50.2bn -$5.3bn
Change - June Treasury vs. KPMG model -$0.6bn -$7.2bn N/A
Detailed model - Treasury scenario +$1.5bn +54.3bn +4.7bn
Change - June Treasury vs. Treasury preferred scenario -$0.3bn -$3.1bn N/A

The KPMG model over the 10 years indicates a net cost of $5.3bn. This compares to NSW.Treasury scenario
assumptions reflecting a 10-year benefit of $4.7bn, noting that from FY24-25 onwards - once full accessfees
are implemented — TAHE will offer on average circa $60m pa benefit compared to TAHE in GGS. These
assumptions do not consider any broader commercialisation strategy that TAHE may propose.
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ASSESSMeNt against priorties

The TAHE long-term operating model was assessed against Cabinet objectives to determine the extent to
which TAHE can be successfully implemented. The ratings are displayed in Table 7 below. For & detailed
discussion of these issues see Section 4.

Meet accounting standard requirements by 1 July 2020 .

Sustain the accounting treatment over time

Maintain PNFC classification from tha ABS {for-profit TAHE, NFP for ST and NSWT)

Supports ‘Evolving Transport” and long-term operating model .

Improves management of assets, commerciality and transparency of the use of
public funds

Facilitate the integration of networks, services and project planning, across modes
and with a customer focus

Allow future reform to rail service delivery models

Account for TAHE Board's dutiss and corporate objectives

Maintain and enhance safe network operations

Create clear, logical operational accountabilities between TAHE, TENSW and rail %ﬁ}
service operators _ Vi

Key: Green = likely to meet the objective, Amber = potential to not meet the objective, Red = highly unlikely
to meet the objective.

KPMG | xiv
@ 2020 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affilisted with KPMG International

Cooperative ("KPMG International ], a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
Internationzl Lisbdity kmited by a scheme approved under Professional Standards Legislation.




-

Sensitive: NSW Cabinet KPMG Highly Confidential

NGX! Stens

TAHE's creation marks a material change in the shape of transport administration in NSW - and will see the
most substantial reordering of functions in rail, since the structural reforms in the 1990s.

The complaexity of operation and the overlays of economic, safety, environmental, fiscal and corporate
requirements mean TAHE will require a staged transition of duties, over time.

We have outlined a draft transition plan, designed to allow TAHE to focus on establishing its core contractual
and commercial relations, found in Section 3.
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RailCorp was converted to a SOC and renamed TAHE on 1 July 2020 assuming ownership of al: NSW
railway assets. TAHE is governed by an inaugural board of directors; and led by acting chief executive and
key management personnel who are managing the corporation’s affairs, in the transition to its long-term
operating model.

TAHE is a commercial, for profit corporation, with an imperative to drive a commercial return from the use
and development of its assets.

As a rail infrastructure owner, TAHE operates in a highly regulated sector. There are a range of statutory
overlays that dictate what TAHE can do; how much it can charge; andwhen and how its assets are used.

The TAA means TAHE requires an enabling operating licence from the Minister for Transport and Roads
(Portfolic Minister) for each of,its functions. Accordingly, the long-term operating model assumes that such
a heence is granted to enable each function and power described throughout this report.

TAHE's proposed revenue is materially sourced from the public rail operators = who are in turn funded via
subsidies in the NSW budget; with only a very small portion of revenus provided by third party private rail
operators - largely in the freight rail sector.

The relative scale of revanue by source is shown in Figure 3 below.

e 3 TAHE Teta! Re

T
= il = ) ¥ Public Operator-"%
s Ele A - Access fees & Licence ™

'
e

fees (publiclyfunded

5% I €S0 subsidies)

B 1009 budget funded

B Third pariyrevenues

TAHE contemplates a substantial role in driving commercial opportunities via its non-operating land assets;
for example, through Integrated Station Developments. TAHE, in agreement with the voting shareholders,
will determine the commercial returns and metrics, vis the SCI

TAHE remains focused on developing these concepts but is unable to provide guidance on robust
assumptions of assumed returns, or time periods over which they may be realised. Accordingly, these are
not factored into the financial analysis; but are contemplated in the operating model.

TAHE'S Croanisational structure

Post 30 June 2020, TAHE has a small acting team in place, comprising of senior executives who are
working with the board and TINSW to define the next steps in the evolution in the TAHE organisation.

TAHE is focused on the future crganisational structure and FTE footprint required based on the long-term
operating model. The board and senior team will determine the transition plan and next phases depending
on the outcomes of recommendations made in this report and cabinat pracess.
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TAHE's long-term operating model seas it bacome an important and independent actor within & complex,
multi-modal transport ‘ecosystem’. As noted in the sactions which follow, this creates a range of interfaces
impacting who, how, when and why decisions are made about rail infrastructure — and the way the costs are
paid and recorded. Figure 4 below outlines TAHE within the broader haavy rail transport ecosystam.

- Capital projoats:
Oparational

Capital projocts
Non-oparational

Maintananco

ﬁ Transwpol
NS for NSW

¥ ¥ Third Party Accass seahers
Accass Saokors gaciic !
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TAHE owns al! the heavy rail rolling stock, track, infrastructure, land and property, plant ana equipment held
by the former RailCorp on 30 June 2020.

TAHE's balance sheet comprises $39.9 billion of fixed assets and $2 5 billion of interest-bearing liabilities
from TCorp. Currently, TAHE has minimal cash flows, reflecting $60 million in access fees presently paid by
private third-party access seekers to the rail network.

Table 8 below provides an overview of the value of TAHE's assets and liabilities as of 1 July 2020.

Rall infrastructure Land and Electrified Rail Signailing Network
(inciuding track) Earthworks Network Systems Control

$9.6 billion $11.1 billion $3.1 billion $2.0 billion $0.5 billion

$26.3 billion

Subtotal - Regulated assets

e B

it

Stations & Facitities Rolling Stock Depots & Yards Property Portfolio
$10.1 billion $2.7 billion $0.5 billion $0.3 billion

$13.6 billion

Subtotal - Non-regulated assets

Cash and other current assets
$0.1 billion

Total assets $40.0 billion

T T
Interest bearing liabilities - T Corp Other current and non-current liabilities
$2.5 billion $0.5 billion
Total liabilities $3.0 billion
Net Assets $37.0 billion
Total Equity $37.0 billion

Source: May 2020 PRIME
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Aside from safety and environmental laws dealt with through the separate safety advice, there are a range
of acts, regulations and policies that impact how TAHE may act. Table @ below provides a summary of the

key legislative instruments.

The TAA Act created TAHE, conferring specific functions and

Transport Administration Act 1988
setting out objectives that it must meet.

(TAA)

The SOC Act sets out reguirements that TAHE must meet

State Owned Corporations Act 1989
such as delivering a Statement of Corporate Intent.

{SOC Act)
The NSW Rail Access Undertaking sets pricing requirements

and principles for Rail Infrastructure Owners that must be
consistent with the floor and ceiling test while also complying

with the IPART revisw prasess.

The NSW Rail Access Undertaking

of TAHE's legislative and regulatory environment.

See Appendix 3 for a detailed assessment
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The following excerpt was provided to KPMG by the TAHE executive t2am on the 10" October 2020 and
provides an overview of TAHE.

b1, TeHEReform Chisctives

el whbai

v b e

gt G e

i
1 i
!
' t i fe s it vl f 1 R |
o i : K e St B TR !
il TALE i 144 ot H ' £ (FL Plans eale
ta 1 tLa ] ! t

e fnale s Ml Wt s e et g
[T S

4y TN .

ity

EEL N

L R Ll L ol

Tl el ivazacteaf Covet Wog e Tad vl bz vnesi b pearasgde ol rsdive

Gitd b gt reare Baboneuet Lucr vide Pyl

1.2, TAHEinthe contextof the Transport System

TrA L s ade Labad s rsined A s gy, Therals fie Tear sssat ve e, Tl

L

ot i s ne B2etiy e e 2 e wmid i be Tiarpn

|
i e e ol ppeor tabil i
o EVECORE: Lt

KPMG | 7

© 2020 KPMG, an Australian partrership and 2 member firm of the KPMG network of independent member frms affilizted with KPMG International
Cooperative ["KPMG International”), a Swiss enity. Al rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
Internationa’. Ligbilzy fimited by a scheme approved under Prof | Standards L egisiati




Sensitive: NSW Cahinet KPMG Highly Confidential
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Owver any reasonable svaluation period, TAHE's major source of income is likely to remain its regulated
access charges and unregulated licence fees levied from public rail operators; with currently only a small
portion of revenue drawn from private rail operators and TAHE's commercial activities.

Figure 5 below provides a segmentation between TAHE's regulated and unregulated assets.

d & =ariwverks fietwork contial PN = Pronert A i
310 GBI U'WWEIKS systens 1 1g S0k roperty porlicho
L TR 1
1 1
T T T T 7 i
i Regulated track access charges Lo Unregulated license fees i
i 1 1 ]

Source: KPMG 2017 Access Pricing and Cost Model, Sydney Trains

Noting that no access or licence fees have been charged to public rail operators in NSW for almost two
ducades, the commencement of access fees from FY21-22 will mark a substantial change in financial
arrangements for public passenger rail operations in NSWV.

KPMG | 11

© 2020 KPMG, an Australian partnership and a member firm of the KPMG netwiax of independent memoer firms affiliated with KPMG International
Cooperative [“KPMG International”). a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Lisbiksy Emited by a scheme approved under Prof al Standards Legislation.




Sensitive; NSW Cabinet KPMG Highly Confidential

Figura 6 balow presants a simplified process outlining proposed accountabilities under the TARE fong-tarm
operating concept.
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Table 10 below shows the segmentation of accountabilities for access arrangements to regulated assets.
This contemplates TAHE with full economic independence and control over access pricing arrangements;
while recognising the TAA's grant of power over the Standard Working Time Table ® and Daily Working Time
Table 8, to TINSW and the Minister for Transport respectively.

Track access arrangements: Negotiating snd spproving track access agreements

Policy, strategy

Standard
Working
Timetable
(SWTT)

Negotiate
access
arrangements

Access pricing

TAHE sets policy and strategy
for track access pricing,
within requiatory bounds

TINSW sets SWTT, daly
service periods, type and size
of carrying capacity of
rollingstock to be an input in
access agreements.

TAHE negotiates access
terms and pricing for
agreement in line with its
policy and rail access
undertaking.

A/R I | |

A/R I R R

Reporting, compliance,
compliance, review and monitoring ST
review and activities to ensure access £y
monitoring pricing arrangements are e 12
adhered to. A8
Regulatory TAHE is responsicle for A/R R R
compliance ensuring compiiance, and ,
and reporting collating track access
information to inform
regulatory agencies.
Appoints Designated by the Minister of | R
network Transport.
controller
Daily Working  Network Controller manages | c - A/R
Timetable the DWTT informed by the {|
(DWTT) SWTT, and reports to TAHE {

and TEINSW.

5 Clause 5(1}, Schedule 1, TAA 1988 (NSW).
€ Section 390 (1)(a), TAA 1988 (NSW).
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The long-term operating modsl contemplates TAHE with unilateral control over access pricing strategy and
palicy, within the bounds created by IPART's ceiling and floor determination. But recognising the ntention

and effect of the TAA, sees TINSW determine the level and frequency of rail services provided through the
Standard Working Timetable; and sees TAHE play no part in the practical management of train access and

separation - a function of the Network Controller.

Access fees with public rail operators for regulated assets are yet to be determinec, whilst access fees with
private operators are already being charged. From FY21-22, it is anticipated that the regulated access fees
will be within the PART cailing and floor and will require new charges to ba set for both public ancl private

operators accordingly. However, in FY20-21 the Financial Model indicates TARE is in breach of the NSW
RAU with access prices, implicitly made of maintenance costs incurred by Sydney Trains, below the floor
price.

For the purposes of financial modelling a number of scenarios have been presented, all which consider
access fee charges to occur from FY21-22. These include public operators being charged $700m pa from
FY21-22, and comprising a significant component of TAHE's total revenue thereafter.

Access pricing arrangements between TAHE and the operators are yet to be determined and will be
informed by TAHE's accass pricing strategy, and guided by its overarching Corporate Strategy and
Statement of Corporate Intent (SCI).

This will provide the NSW Government with an opportunity to influence TAHE's overall direction and
approach on pricing, noting the required consultation between TAHE and the Portfolio Minister required
under sections 20N (notice of non-commercial activities), 200 (notice of public sector policies) and 20P
(direction in the public interest), of the SOC Act.”

Section 14 of the TAA also contemplates the portfolio minister's grant of operating licences as providing a
mechanism for coordination on access to and licensing of, TAHE's assets.

We have estimated the current IPART floor and ceiling prices for the TAHE rail network to be $1.4 billion and
$4.3 billion respectively in FY20-21; noting that these prices include maintenance costs. These are
calculated estimates and indicative only and will be subject to IPART assessment.

Under clause 5(1) of Schedule 1 of the TAA, TINSW is granted responsibility for the determination of the
Standard Working Time Table. ® This sees TINSW determine the choice of which services are provided and
when; but noting the function of IPART's price regulation function, itisassumed that additional capital or
operating costs to TAHE will be recovered through the access charges levied on public and other operators.

Section 99D(5)(a) of the TAA governs the priority of passenger over freight services, providing that “a body
responsible for network control must give reasonable priority to rail passenger services”.®

Section 99D(2) of the TAA provides for the Minister for Transport & Roads to appoint the 'Network
Controller’. ' As par section 99D(1) of the TAA, this statutory role controls the service planning (namely, the
timetabling of rolling stock), and real time control (namely, the actual control of the movement of rolling
stock). 1! This function is allocated to Sydney Trains as the operator of the MRN; and the appointment to the
suburban network operator and Rail Infrastructure Manager is considered unlikely to change; noting safety
requirements and prior experiences.

7 Sections 20N, 200 and 20P, SOC Act 1989 (NSW).
% Clause 5(1), Schedule 1, TAA 7988 (NSW).
® Section 99D(5)(a), TAA 1988 (NSW).
* Section 990 (2), TAA 1988 (NSW).
1 Section 99D (1), TAA 1988 (NSW).
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¢ Rail access regimes were implemented as part of the Nationa! Competition Policy (Hilmer) reforms to
the operation of Australia’s freight and passenger ra lways.

o RAU’s are designed to curb natural monopoly powers available to rail infrastructure owners and seek
to ensure efficient costs.

o The NSW Rail Access Regime was first established in August 1996 and updated by a new NSW Rail
Access Undertaking in place since 1993 12,

* The NSWRAU blends negotiate/arbitrate and diract price control approaches; and applies to TAHE's rail
network.

+ The floor-ceiling appreach within the NSW Rail Undertaking reflects the bounds of pricing which would
axist if the market was open to competition, providing an economically defensible method of
regulat:on.

+ The ceiling is based on stand-alone costs and aims to prevent the regulated access provider from
axtracting monopaly profits.

» The floor is based on "avoidable costs’ and aims to ensure that prices are not set so low that some rail
operators do not pay for the costs of the services they use.

o |PART undertakes an annual compiiance review to ensure that the Rall Infrastructure Owner has
complied with the ceiling test.

* While the RAU has been in place since 1999, as at 1 July 2020, RailCorp assets are now operating
under very different legal, regulatory and structural obligations. Prima facie, it appears that the NSW
public rall operstors became third party rail operators as at 1 July 2020 — meaning that at least the floor
price should have been imposead from that time.

¢ Presently, the TAHE long-term oprrating model contemplates access fees switching on from 1 July
2021, which is implicitly only 1o the extent that maintenance and maintenance oncost is funded by the
Operators — and below IPART's munmimum rate.

* Appropriate legal and regulatory advice should be sought to determine the impact of the RAU on the
assumed cost and timing of tha cominencemeant of asset charges.

While in early stages and not endorsed by Cabinet, a proposal exists for the RAU to be reviewed over the
coming 12 months, which is expected to see a modernisation and tightening of access and pricing
regulation to ensure compliance with the national access regime.

Negotiating access agreements

The long-term operating model contemplates TAHE leading commercial negotiations with the public rail
operators, to demonstrate TAHE's independence. Though, it is noted that public rail operators will remain
subject to any directions made by TINSW under section 3G of the TAA, in relation to the exercise of thair
functions.

TAHE's managament has advised an intention to appoint TINSW to act as its agent in respact of non-
government third party access seekers, at least in TAHE's initial period of its long-term operating model.

We have provided two alternate process case studies below, outlining the intended process for access
negotiations for public rail operators, and for third party access seekers.

2 hitps fivewenw pe Qov aul__datalassets/pai _4le/0010/243100/sub0i9-transport pdi
3 Source; consultation with CST, regulatory division, 28 September 2020
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‘New application for Train Path (other than Public Passenger Rail Access Agreements with Public Passenger Rail Operators

‘Operators)
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The NSW Rail Access Undertaking has been in place since 1999 ', establishing the roles and
accountabilities between access seekers and TAHE; requiring an access request and allocating
accountabilities on TAHE to respond within set time frames, providing required technical and operational
information.

The two case studies above seek to apply the intention developed n the RACI, to the requirements created
by the NSWRAU.

We have sought to maintain the responsibility for technical aspects of access applications and negotiations
with TEINSW, noting the specialist skils located within TINSW, Sydney Trains and the Greater Sydney and
ROM divisions.

While the operating madel cantemplates TAHE appointing TINSW as its agent for these technical aspects,
we consider that TAHE will require access to relevant information to inform itsetf adequately for the
commercial negotiations with public and other third-party access seekers.

The operating model contemplates TAHE with contro! over commercial negotations, but these occur within
the requlated floor/ceiling determined by IPART. The NSWRAU requires that no access seeker can be
charged less than the floor price.

Ir is contemplated by the operating model that the relevant access arrangements will be reflected in the
new Rail Services Contracts, required beyond 1 July 2021 — making access prices a near-term reality for
TAHE and for public rail operators in NSW.

TAHE is logically seeking to limit the complexity of the access pricing arrangements that will be imposed
on the public rail operators from 1 July 2021, This has seen the suggestion of a 'flag fall’ access charge -
a single annual access charge to Sydney Trains anc NSW Trains, presuniaoly based on the SWTT.

Under the NSWRAU, access charges are determined using a building block approach that considers the
trie costs of each segment of the network accessed. This provides a floor and ceiling, between which
negotiations belween TAHE and access seekers occur; with binding arbitration in the event that
commerctal agreement cannot be reached.

TAHE's suggestion of a move to a flag-fall charge would reduce the complexity of arrangements for tha
overwhelming majority of TAHE s revenue - reducing the deadweight costs of returning to publicly
fundad access pricing on the rail netwaork,

However, the introduction of a flag fall access charge has some predictable detriments, including:

o | the absence of accurate monitering and reporting to support an annual ‘true up adjustment, the
flag fall access charge would unlikely provide greater transparency and efficiency to the rail access
regime if it is treated as a simple fixed annual charge to the operators.

+ The flag fall charge must fall within the IPART floor-ceiling approach in accordance with the NSW Rail
Access Undertaking regime, which was established to encourage competition.

¢ |f the flag fall charge is above the ceiling or below the floor, TAHE would be considered in breach of
IPART's regulatory approach.

Currently in NSW, access charges are generally levied as a combination of a fixed charge (e.g. a train
kilometre charge) and a variable charge (e.g. a gross train kilometre charge); in some instances, charges
are fixed in nature only {e.g. charges on the Port Botany Rail Line).

" httos /hvwww.pe gov au/__date/asseis/pd’_hie/0010/243100/sub019-transport pdi
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The pricing structure is typically designed to reflact the costs faced by belowy rail owners and managers.
The implementation of an “annusl flag fall' may charge nased on anticipated track usage means the
charge would likely materially depart from the actual costs faced oy TAHE.

On this basis, an annual "true up’ adjustment should be mads whereby an annual payment adjustment

ceurs petween the Operators, TAHE and TINSW. The mechanism should be agreed within the tripartite
RSA and contamplate payments for over/under utilisation of the track, forced track passessions {e.g. for
special avents) etc.

Timing of the annual "true up’ adjustment should
ensure that sufficient data is available to demons
KPMG's understanding that as you approach 80% of
likelihood that this will trigger an annual review.

ligned with IPART's annual compliance review and
harges are within the regulatory bounds. It is
full economic’ costs threshold, there is a high

The long-term operating mode! contemplates TAHE having accountablity for appropriate controls and
rmeasures to ensure thatits access pricing agreements and arrangements are enforced and realised.

This is discussed further in the funding and finance section (see Section 1.1.6).

Regula Oy complignce and rep
9 y |

Noting that access charges have not been imposed on public access seekers for almost two decades,
regulatory activity has still been undertaken with regard to "third party’ access seekers (e.g. freight
operators) that are charged for access to the NSW rail network,

With TAHE no longer being a NSW Public Agency and being declared an independent SOC from 1 July
2020, the NSW public rail operators become "third party” rail operators from the same date - meaning
access charges should be charged, at least at the floor price. Presently, compliance reporting is performed
by TENSW through the CST division. It is anticipated that TAHE will appoint TENSW as its agent in interface
with IPART, reflecting the highly specialised skills involved. Nonetheless, TAHE will require access to
relevant information to ensure it is an informed asset manager; and that there is a direct connection
between corporate funding requirements, market pricing impacts and regulatory considerations.

TAHE's board will need to authorise any regulatory suomissions, reflecting that it is the rail infrastructure
owner.

Temporary modifications to the SWTT

While TINSW determines a complex, whole of network Standard Working Time Table which may operate
for several years or even longer, there are a range of predictable factors which see temporary alterations
affecting the level, type and frequency of services that will be operated.

Typically, these alterations arise due to special events that require a different operating timetable for that
period of time; or track possessions that interrupt normal operations - for example, major track replacement
works on a corridor.

Any modifications to the SWTT are advised by the issue of Special Train Notices (STNs) or Tables Telegrams
and are accessible to Rail Operators through various electronic means.

The Network Controller notifies Rail Operators of all known Special Events and Track Possessions; and
consults and negotiates with Rail Operators on impacts, making reasonable endeavours to resolve issues
subject to:

e the requirements of Reasonable Passenger Priority;

®

the availability of capacity on the Network;

the reliability of the Network;
s the bona fide requirements of other users and prospective users of the Network; and
s capacity requirements of both Sydney Trains and NSW Trains.
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The Netwaork Controller coordinates with all partias involved to develop the STNs and minimise the impact
of Temporary Modifications to the SWTT on time tabled paths.

Each year, TAHE will authorise the possassions calendar once it is assured that Sydney Trains has attested
to complying with TINSW's asset management standards in development of the planned maintenance
schedule, and the financial impacts of non-maintenance track possessions are considered within annual
access pricing arrangements.

An unresolved issue remains the development of a suitable payment mechanism to take into consideration
alternations to the anticipated usage of TAHE's assets, resulting in an over or under charge within the
annual access fee. This is likely to be in the form of an annual "true up’ adjustment, informed by adequate
performance reporting and monitoring.

While this is likely to prove a minor issue for TAHE; it is nonetheless an interesting reflection of the
complexities that accrue through the reintroduction of access charges for public rail operators in NSW.

{

© oSty

e A Special Train Notice is issued by the Network
Controller.

¢ Outiines impacts to SWTT and sarvice disruptions, :

s E£.g. One additional 8 car train will depart Central (ESR) at {
2359 hours stopping Redfern, Wo'li Creek, Hurstville, i
Sutherland, Waterfall then all stations to Wollengong.

o TINSW provides cperations specification to ST and
approves worked up specifications, costs and impacts by
ST,

«  TINSW reimburses STs for all costs incured shove
normal operating costs.

¥

DOVES Sirs

N Sndeevolrs 1oresolve 1ssus

subisctinonoriisation of passerger 3ervices, norea opsr
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TINSW and the public rail operators have developed protocols that apply in the event of 2 safety incident or
unplanned interruption. While TAHE ramains accountable for imposing safsty and asset standards, TAHE are
not responsible for immediate safety incident response or action. TINSW and the relevant operating party
are required to report to TAHE on significant safety incidents.

Rail Operators are required to manage all incidents and unplanned disruptions in accordance with the
protocols established under its Safety Management System — a requirement under Rail Safety Nationa! Law
that requires provision and maintenancs of an emergency response capability,

TINSW provides disruption communication management protocals and will provids assistance to Rail
Operators in the undertaking of emergency response activities and exercises.

Upcn identification of an incident, Rai' Operators are required to immediately notity TINSW and the Netwaork
Controller of any significant service disruption.

The Network Controller is required to maintain an Incident Management Framework and manage ali
incidents and disruptions in accordance with this framework and requirements uncer Rail National Safety
Law.

Short Notice Track Possessions - Urgent or Emergency Track Possessions - are considered by Sydney
Trains when fina.ising the Daily Train Plan or in the Live Programme. Rail Operators are advised by phone if 3
Short Notice Track Possession will impact on their Train Path in the Live Programme.

The aim of Sydney Trains is to direct Trains to operate to the Daily Train Plan. However, events on the day
may prevent this from happening. When this occurs, alternate directions may be given in accordance with
the agreed Operations Protocol, to accommaodate real-time delays, re-scheduling and cancellations of Train
Movements.

Final decisions in relation to the Daily Train Plan and daily Train Control on the MRN are made by Sydney
Trains Train Control.

Licence Fees on Unregulated Assets

Alongside access fees, the licence fees that TAHE will charge for its unregulated assets can be expected to
form a secondary but matérial source of income for the corporation. As with access charges, these assets
have been provided to the rail operators free of charge since the mid-2000s, making accurate price
discovery complex. '

yre 7 Splt of revenue betvegen licence ang

Total Commercial
inherited from 0
RailCorp 8

TAHE will charge access or licence fees for unregulated
assets. ‘
License

Fate For simplicity in this report and noting the requirement for

TAHE to be a profitable corporation, we have assumed TAHE
will be able to negotiate licence fees for its unregulated assets
that are able to satisfy its unregulated WACC - which was
assumed to be 7.2% t0 7.7% 5.

Noting licence fees will be negotiated over the next 12
months, subject to TAHE management and the TAHE Board
decisions and Corporate Strategy.

5 KPMG WACC modelling based on IPART parameters with slght risk adjustment.
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TAHE's unregulated assets have been provided largely free of charge, generating little revenue and with
maintenance costs directly funded by TENSW. This case study explores the impact as these assets move
into a commercial SOC that must charge licence fees to recover its costs, plus a commercial -eturn atop
assets with no direct user price.

Since 2011, TINSW has funded the delivery of 10,000 commuter car spaces across TAHE's network of
railway stations. On 1 July 2020, TAHE ownad $498 million worth of car parks, other than Iimited
attribution from Opal ticketing, charges nothing for their use. Many of these car park developments are
the result of election commitments.

A further 8,000 spaces are underadvanced planning or delivery at stations including Beverly Hills, Casula,
Leppington and Edmondson Park, among others. This will see a further capital spend of $112 million in
FY21 - adding a total of $338 million over the forward estimates

Already, direct maintenance costs for TAHE's car parks are estimated at $3 million per year; noting only
¢.$300,000 pa is actually budgeted. This figure does not include the additional 8,000 spaces under
development - or overheads.

Assuming a closing balance of $810m of car parks in FY21 and a post-tax raal WACC of 7.2 per cent,
TAHE's ownership will mean funding a range of costs for commuter car parks, including some $44m in
required returns; twinned with circa $40m of depreciation costs.

As a for profit carporation, TAHE will require returns that are beyond simple cost recovery; but will need
to recover its operating, capital andl profit requirements.

it is anticipatea that TAHE will charye & licence fee Lo TINSW or operators via CSO to cover these costs
and generate profit, in the likely ahsonce of a material policy change on passing substantial costs through
to users.

While decision making on future car parks will be made considering a raft of objectives, it is anticipated
that TAHE will charge a licence fee to TINSW or operators via CSO to cover these costs and generate
profit, in the likely absence of a material policy change cn passing substantial costs through te users. This
new funding arrangement is a key change to current arrangements.
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As the owner of a complex railway asset portfolio serving a large globa! city, TAHE's intaraction with capital
projects will be an obvious and important aspect of the corporation’s contribution to transport - and its
financial success.

Noting its asset register, TAHE's capita. projects will logically span from small, relatively simple projects like
small commuter car parks or modest station upgrades; through to complex and expensive integrated station
developments - or the procurement of new train fleets.

Additional overlays like the RSNL and the practical reality that TAHE does not engage with ultimate users of
its assets and transport network mean it has been useful to segment TAHE's capital projects between two
assential groups, Table 11 below describes this further.

I

Types of TAHE capital projects
Operating capital projects
Fég New train procurement, mid-life refurbishment, new and major upgrades of

maintenance facilities.
Rolling stock

- New track, upgrades to existing track/stabling.
Track
EIE Major upgrades to existing stations, passenger information infrastructure,
wayfinding.
Stations
c%o% New and major upgrades of signal equipment, train control, train signalling
interfaces.
Signalling
. Section hut and sub-stations, catenary and overhead wiring, distribution.
Traction
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Include acquisition, ownership, commercialisation, development and disposal but
excluding land and property defined as ‘railway premises’ in the RSNL.

Land and Property

Includes future commuter car parks.
Carparks

Delivery Agreement and related issues - TAHE and TfINSW\
A number of agreements will need to be developed between TAHE and divisions and organisations within
the Transport cluster. For example, the I&P division will want to execute a clear Delivery Agreement on the

terms of project delivery. The features and types of issues to be contemplated via agreements are listed
below:

¢ TAHE delegating decision making authority to TINSW (small or recurring projects, or capital
programmesy;

s Confliction resolution process (who is the ultimate decision maker should disagreement arise);
¢ Funding project activities (who pays, when and reimbursements);

+ Delivery contingency (cost overruns and underruns);

+ Delivery partner selection (how 10 determine, and under what terms); and

+ Contract signing {under what ciicumnstances do TAHE or TINSW sign contracts for capital projects).

The concept of operations and case studies pressnted in this section provide direction for a Delivery
Aqreement. For example, the role of I&P in undertaking procurement of rolling stock, and TAHE being
inquired to authorise any variations in project scope.

-owever, other issues remain unresolved and a fundamental challenge, such as addrassing project cost
uncier and overruns. At present, there is a sma'l amount of PA0 portfolio level contingency which is held by

TINSW {most projects are only funded at a P50} Corporate Services and a P50 level of contingency held by
1P

With uncertainty around which individual projects will encounter overruns a pooling approach to contingency
management is applied, as it allows for lower levels of contingency to ba held across the portfolio.
However, under the TAHE long-term opsrating model project contingency will need to be split - resulting in
TAHE being reguired to hold a propartionally larger contingency pool for projacts with a reduction in
TENSW's ability to ‘cross-fertilise’ across project modes.
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Operating rail assets such as trains, track, signalling and stations form the overwhelming majority of
TAHE's asset register; meaning that the corporation must have demonstrable control over key choices
relating to operating rail assets subject to TAHE complying with the asset standards as stipulated by the
operating licence.

However, the operating model considers that through the imposition of access and licence fees, TAHE will
generate a revenue siream across its asset base.

N alata NalalnliitlalcRial e
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Table 12 below shows the segmentation of accountabilities between TAHE and transport agencies, across
each stage of an operational rail project. This contemplates TFNSW with the overarching accountability for
network-wide prioritisation; but with TAHE granted full sccountability for each subsequent stage from initial
planning to funding approval.

P cprs oy
rgpie !

o

RAC! aliocations for operational capital projects

Function Function Definitions TAHE TINSW Sydney NSW

Trains Trains

Planning & delivery of capital projects A

Investiment Multimodal prioritisation of A/R
prioritisation NSW Transport strategic
initiatives and investment
Transport L i
.t portfolio, including TAHE
assets.
Investment Prioritisation of TAHE A
prioritisation initiatives and investment I
TAHE portfolio.’
Prefeasibility Authorises funding for [TAEE
funding Planning, Investigation & | )
Strategic Business Case for
assets to be included in TAHE
portfolio.
Gate 0: Need Authorisation of needs i A 9]
identification identification and planning ; S

activity prior to commencing
business case (end of |
initiation process).
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Function ction  TAHE  TINSW  Sydney  NSW

Trains Trains

Planning & delivery of capital projects

Strategic Authorisation of Strategic A
business case Business Case for TAHE
assets.
Final business Authorisation of Final A
case Business Case for TAHE
assets.
Funding for Funding approval or release A R

implementation for delivery / implementation
for TAHE assets.

Procurement End to end procurement I A/R | I
process of approved asset or
service.

Deliver Delivery of asset or service
from detailed design through
to testing and acceptance.

A A/R

Variations Approval of funding for A R : R
variations {rom FBC. IR )

Asset Determines final acceptance Axx*
acceptance of asset.

*only Rolling Stock: rail network is with TAHE and TENSW delivery partner.
**funding from TAHE for TAHE assets — becomes un-capitalised expense for TINSW.
" 'financial acceptance is determinad by TAHE, technical acceptance is determined by TINSW.

The current long-term operating model contemplates TINSW lead the development of business cases and
support each stage of TAHE decision making. This provides for practical alignment on complex, customer
and safety-critical decisions and is designed to resolve the gap that exists between TAHE as the rail asset
owner and the ultimate customers the assets serve. The current operating licence sees TAHE replicate
RalCorp's functions and will need to be updated to reflect TAHE longterm operating modsl as set out in the
Transition Plan,

TAHE is allocated accountability to authorise the gate 0 assessment; where documentation is prepared on
its behalf by TINSW. TAHE's Board and executive delegations then have accountability for authorising each
stage of a rail project business case for submission to INSW,

TINSW must ensure business cases meet service and technical requirements through its own internal
governance arrangernents — the Finance and Investmeant Assurance Committee (FIAC), prior to being
submitted to TAHE for authorisation. In this way TINSW retain decision rights to not progress or fund
proposals, however TAHE retains ultimate ‘sign-off* on business cases for INSW assessment and ERC
approval.

As the owner, TAHE also authorises and remits payments for projects during delivery.

TAHE reduces to 'informed’ during the procurement of the asset; is consulted during delivery; is charged
with approving any variations in scope or cost; and determines the final acceptance of the resulting asset -
with the public rail operators responsible to TAHE for technical aspects of acceptance, and TINSW
accountable for technical acceptance assurance.
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TAHE also has authority to delegate power and decision-making rights to TINSW or oparator/maintsiners for
specific proposals, such as small scale or recurring projects. This may be achieved in the Delivery
Agreement betwesn TAHE and TfNSW, and possibly through the Rail Services Contract

< STy

sport Access Program 3

The Transport Accass Program (TAP) is designed tc achigve the policy objective of making railway
stations accessible and integrated through station upgrades, interchanges and car parks. One tranche, the
Regional Network TAP 3, consists of 13 regional stations access upgrades across the State

As an example, an individua! project proposed under the Regional Network TAP 3 is the Dubbo Station
Upgrade, which has the following scope of works proposed:

» Upgrades to paths around the station precinct and a new accessible 'kiss and ride’ zong;

o Upgrades to customer waiting roams, service areas and accessible tailets; and

+ New tactile indicators along the platform, inciuding improvements to lighting and wayfinding.
Regional Network TAP 3 was selected as a case study because:

e The individual projects are assumed to be small-scale ~ however we anticipate that small projects will
be aggregated and be required to pass through the gateway process for TAHE authorisation. We don'’t
anticipate TAHE approval of individual, small scale projects.

e There are vary limited commercial opportunities;
e There are options for delivery partner — either |&P or ST,

s The projects are generally located in low socioeconomic regions, with low patronage and little growth
potential - but high social need; and

" The program is funded by TAHE and prioritised by TINSW at a program level for TAHE assets only.

KPMG | 26
© 2020 KPMG, an Australzn partnership and @ member firm of the KPMG network of independeat member firms affilated with KPMG Irternztonal
Cooperative ("KPME In cnal™), a Swiss entity. Al rights reserved. The KPMG name and .cgo are registered trademarks or Irademarks of KPMG

International, Liability limited by a scheme approved under Professicng Standards LegislaTion.



Sensitive: NSW Cabinet KPMG Highly Confidential

Accountability for "Flow of
: r_qm..s.. ™ decisienmaking Funds

Project Daelivery Lifecycle — Transport Access Program

HsW v ¥ .
i.e.am." Planning and Development Proguromoent E
- N Project
s
Project ¥ 1 eeds [ i y
peds Investunent N M Tender V Deliver and § Benefits 1

Phases Confirmation Analysis Deuision v 3 RreTender vo Evaluation Initial Qperations i Realisation ¢ ﬁw
hu«Emw.::_..:.ﬁ GATE 2 GATE 3 GATEG BATEG
Gates EEIJ NS RTAD HEIITIRMATET  TenDER EvaLvaT: ENEF TS ASaL SAT 2
GOVRNIBNES T anc Delivan ovsrsignt anu Dol ery ovartight ang T pejat AT

5T oEse aethre writicalshanges sontnot AnITE Alhange oo T

Oipectives

HOM

SuBENE SN b
autoonmy
Brograr

nas gelvery
_A.ﬁ.n ral pamy 2 2 > Woontractias 1
e for B0 s x : R e OATICNE ANG SIFNGATD. :

ST maintaing theunpragse |
‘gratiens

ST/NSWT

TAHE=

Flow of
Fands

Eumm. -cr ._5:1 coula (e Qe bagi 1o
AOIIRT - DULIDEN IMUSTRE
LeMtensared fIrnet tosie, with pulns

LR

013 international”), @ Swiss entity. All rights reserved. The
w=wsenal Standards Legislation.

KPIMIG name and togo are registered tradentas ~



Sensitive: NSW Cabinet KPMG Highly Confidential

The Regiona! Rail rolling stock PPP was tested through the I|AF — however it was contemplated to have
occurred with the existence of a fully operational TARE that would approve in the investmeant decision
and enter into the contracting relationship direct with the successful respondent.

A PPP rolling stock acquisition was selected because:

s thersis 2 need to reach agreement on PPP model as chosen procurement model, between TAHE and
TINSW. A PPP would have different financial impacts to TAHE compared to traditional procurement
approaches - with TAHE holding an interest-baaring liability;

e it is alarge and irregular project with operational significance to TAHE;
+ there is necessary input from opearators on asset life cycle and management;
« there is a8 need to balance customer and cost considerations; and

e there are complex contractual and financial arrangements.
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The More Trains More Services programme extends over the next ten years and will roll out technology
and upgrades ta increase raliability and provide customers with high capacity turn up and go services.
MTMS 3 will focus on delivering improvements for the T4 lllawarra, T8 Airport and South and South Coast
lines. MTMS components include:

s Sydney Terminal Area Reconfiguration Project;

*  Waterfall Stabling Yard and Platform Extension Project;

s Mascot Substation Project and Access Upgrade Projact;

e South Coast Stations Platform Extension Project; and

o Wolli Creek Substation and T8 Line Power Supply Upgrade.

MTMS 3 was selected because:

¢ tis a rail network-wide programme across stabling, track, signalling, technology and stations;

s There is staged delivery, technological complexity and limited potential for new commercial
opportunities; and

s There is significance to ST operations — with the three lines servicing one third of all Sydnsy Trains
customers,
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We sssumed & new passenger ticketing technolegy was sought to upgrade the entire transport netwaork
ticketing system - requiring new technology, software and equipment. Under this scenario there is an
assumption there is no ongoing commercial relatienship with any provider,

Ticketing was selectad bacause:
» the technology must be rolled out across all transpert modes, not just rail;
¢ there are data governance and security issues; and

o thereis a very Imited role for TAHE ~ who remain ‘informed’ across gateways.

KPMG | 32

© 2020 KPMG, an Australian partnership ard a member firm of the KPMG network of mdependent member frms affiliated with KPMG International
Cooperative {"KPMG International”), a Swiss ertity. All rghts resarved. The KPMG name 2nd logo are registered trademarks or trademarks of KPMG
Internztional Liabiity kmited by a scheme approved under Professional Standards Legisiation.



Sensitive: NSW Cabinet KPMG Highly Confidential

nd: BB Accauntabilityfor Fiow of

Lege

N
fnen

on mak Funds

dool

Project Delivery Lifacycle — OQpal 2.0

HSW Delivory

Btages

E Pienmng and Development Procuroment
sation A m ™ \

A Needs Needs V mvestment M Tenger Deliver and ° Benelits

PiAsay v Contirmation v o] M Analysis v ° Devision vg FreTender: 5 Evaluation ° Initial Operations w Realisati .:ﬂw

GATE 2 GATE 3 GATES ﬂ)ﬂm G
s = F0ZAET  TEMDER BvaltaTidie Rzaur EORSERVIE DENESTIRT

Invasimeni
Gates

BT Qi

'y
SERTC 3 CNARg e SO

Governimes

fan/momMm

Qalvery parcnar s seoumetla sng
reapsengibis o aalivary, technidal soa
* finanglalacssgtsnoe,

‘Cograior Fveith wengan ¢

Operator .
IsT. LROEr CONIRIITEE Agrarmant |
NSWT, SF. : »
S SM
o)
TAHE TaKE 12 infermiad ouring  TAHZ i3 infornes quring dsitry. TAME 13 incnmen during
gracuremant ceeraion,
Flow of unoT BaRiE | Aok YEROIr il fAIM e TGy
Funds [ENE LT R A L N T
Qual 2.0 =~ caic by THSW

KPMG | 33
© 2020 KPMG, an Australian partnership and a memibar line ot the LPMG network of independent member firms affiiated with KPMG International Cooperative i kPG International”). a Swiss entity. All rights reserved. The

KPMG name and logo are remsierert rademarks or trademarks of KPMG International. Liability limited by a scheme approved tinder Professional Standards Legislation.




“Secton 12 Pernng and cehvery o o
LBl alr1d Captal pIOFEES

Alongside owning and leasing the operating sections and asse:s of the rail network itself, TAHE also owns
$850 million of ‘non-operational’ assets; which are largely real estate cutside of the paid area and operating
rail corridor (noting that parts of the non-operational rail corridor remain governed by the RSNL). These are
contemplated by TAHE as a2 major source of future capital returns and annual revenue for TAHE and form
one basis for TAHE's formation.

Typically, non-operational capital projects seek to use TAHE's land assets for:

¢ Place making, activation and transport policy cutcomes;

o Commuter car parks (unregulated, but incorporated in the operating licence};
¢  Commercial development; and

¢ Capital disposal of surplus land.

As an independent, commercial corporation TAHE is contemplated as having unilateral control over its non-
operating commercial developments and other decisions about its investment priorities.

-ACCOUNLADIES for NoN-ooerating canital Projects

Table 13: RACI aliocations for non-operational capital projects

Function Function Definitions TINSW Sydney NSW
Trains Trains

Planning & delivery of capital projects

Investment Multimodal prioritisation of
prioritisation NSW Transport strategic
initiatives and investment

Ire:?:g::(rt portfolio, including TAHE
assets.

Investment Prioritisation of TAHE

prioritisation initiatives and investment

TAHE portfolio.

Prefeasibility Authorises funding for

funding Planning, Investigation &
Strategic Business Case for
assets to be included in
TAHE portfolio.
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‘Function  Function Definitions :  TINSW  Sydney  NSW

Trains Trains

Planning & delivery of capital projects

Gate 0: Need Authorisation of needs A/R
identification identification and planning

activity prior to commencing

business case (end of

initiation process).

Strategic Authorisation of Strategic A/R R/C

business case Businass Case for TAHE
assets.
Final business  Authorisation of Final A&/R ~  RLD
case Business Case for TAHE ‘
assets.
Funding for Funding approval or release A/R R / c

implementation for delivery / implementation
for TAHE assets.

Procurement End to end procurement A/R

process of approved asset
or service.
Deliver Delivery of asset or service A

from detailed design
through to testing and

acceptance.
Variations Approval of funding for A/R
variations from FBC.
Asset Determines final acceptance A/R
acceptance of asset.

Prima facie, TAHE's land assets are attractive for development; by definition, they are close to transport and
often well trafficked precincts; while by effect, they are usually centrally located within their local
community. However, TAHE's land should not be contemplated as an unencumberad real asset, as while
‘non-operational’, those assets are rarely surplus.

Instead, they might be sought for a range of uses, as noted in the introduction above.

It should also be noted that due to the size of the substantial TAHE property portfolio, the Transport cluster
(GG sector) has seen an approved reduction in the TENSW net property sales target (net of sales proceeds
assumed to be returned to the TIP and capital expenditure) from $2.43 billion to $613 million, comprised of
$326 million over the forward estimates and $287 million over the planning years®.

As an independent, state owned corporation, the long-term operating model contemplates TAHE with end
to end control of each decision related to the utilisation of these non-operational assets.

TAHE has indicated in practice that it would be most likely to seek a role as a project financier; and
contemplates potentially appointing TINSW's specialist |&P division to act as its development partner.

' ERC decision, as provided by TINSW.
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Accordingly, the RACI allocates TINSW as either ‘responsible’ or as ‘consulted’ by TAHE on its
nonoperational capital projects; depending on whether TINSW is acting in this role

As such, we have noted that TINSW can be either responsible if acting as TAHE's agent; or consufted if
TAHE is pursuing a project unilaterally for whatever reason.

Nating the relative paucity of commercial projects, 3 key issue to be resolved is the division of development
returns, if available and realised. The uplift of transport land was originglly conceived as a transport activation
measure; with a corollary banefit of providing capital funding for transport projects across modes -
somathing that is not possiole for TAHE to do.

A B 2 P e N Gl

One of TAHE's stated outcomes in the second reading speach is a desire for the new corparation to
unlock substantial development dividends from across its non-operational land portfolio. But TAHE's land
assets cannot be considered unencumbered or ‘clean’ land; noting that these assets primarily exist to
support transport, not commercial, outcomes.

This may see predictab'e tensions arise, whereby the highest and best use overall, rmay not provide the
highest and best commercial return to TAHE.

Let us assume TAHE owns a weli-located parcel of land adjscent to a medium-demand metropolitan
railway station, in a designataed growth area; with market demand for high density housing in that ares;
alongside an identified need for community and other facilities — and for ‘place making'.

Assume that:

o TINSW requires improved activation and accessibility to the station precinct - reducing the
developable area by 15 per cent;

o TINSW requires an unpriced bus interchange facility to occupy a further 15 per cent of the site;
s Anunpriced commuter car park for 80 cars will see a further 30 per cent reduction in area;

« Complimentary retail development is desired for activation and customer experience, but while
providing some revenue, it is not material; and

o After all these requirements, the proposed development has seen the profit margin reduce from 20
per cent to say, 8 per cent.

Depending on the risk appetite of the Board, this is likely to fall well below the desired IRR for a
residential property with residential development. A key question then becomes - ‘can the TAHE Board
make these trade-offs’ — whi'e acquitting their duties to the corporation.

Even if TAHE could becorme comfortable with these trade-offs, now imagine that:

¢ The local council is seeking to take commercial space in the development for community services and
a library, at a commercial rental rate - but that this reduces the space available for higher return
residential strata properties; and

e This would make the proposal unprofitable.

Some stakeholders have correctly identified that TAHE has five equally weighted objectives that it must
meet; but noting that its ability to meet all of its objectives rely on it being financially sustainable and is a
going concern. It is hard to understand how TAHE makes the necessary trade-offs in the example above
to prioritise other objectives and accept a lower financial return.

These opportunities may well coexist - but TAHE's for profit requirement and the fiduciary duty on its
directors mean that TAHE will find these trade-offs difficult to manags in practice.
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KPMG was engaged by Property NSW, on behalf of Transport for NSW, 1o assess several sites identified
for inclusion in TINSW's divestment pipeline. As part of the 2019-20 NSW government budget, TINSW
has been allocated a target of $2.43 billion in asset sa'es over the FY2019-20 to FY2022-23 period.

Land uses changes over time in response to evolving customer needs and advances in technology.
TINSW has identified some landholdings that may no longer be needed now or in the future, and it is
exploring opportunities to better use this land, potentially creating value to reinvest in future transport
infrastructure.

TARP has been established by TINSW to evaluate and prioritise sites that are potentially no longer
needed for transport purposes. It involves extensive collaboration across the TINSW cluster and with
other government agencies. This program was established by TINSW in 2018 as 8 mechanism to
qenerate additional revenue for the TINSW cluster in accordance with government direction around asset
recyeling.

THNSW has identified 39 sites for divestment, which form the first tranche (Stream 1) of the TARP
program. Additionally, TEINSW has also identified 27 sites for a potential second tranche (Stream 2 ) of the
TARP program, with these currently at varying stages of the evaluation and development process.

Key observations from the analysis

Of the sites that KPMG assessed, it was determined that asset sales of approximately $513.6m in net
revenue could be achieved in Stream 1 and approximately $92.8m in Stream 2 within the period FY2020-
21 to FY2023-24.

Many sites, in their current state, hold minimal value and hence, where possible, TINSW should seek to
undertake the due diligence and value uplift (e.g. rezoning, subdivision) processes simultaneously in order
to expedite the process and realise the uplifted values for TARP as soon as possible.

Some sites present significant complexities, such as those located over rail corridors, and hence further
detailed investigations will be required on these sites to determine the feasibility of their divestment.

The complex nature of these sites means that most sites will require detailed due diligence prior to
divestment such as environmental studies or assessments of the heritage items that will affect
rerevelopment.

Several of the sites also have significant transport outcomes associated with delivering a development
aite that would appeal to the market such as over station developments. This need is to be considered in
detail as it may substantially diminish the potential net revenue associated with a site. As further due
chiiyence and investigations are conducted on these sites, there is a significant risk of additional cost and
complexities, particularly when dealing with sites located adjacent to or on the rail corridor. Accordingly,
he net revenue forecasts are at significant risk of being diminished further as more due diligence is
completed.

Between the 82 Stream 1 and Stream 2 sites that KPMG investigated for divestment; it was determined
that asset sales of $606.4m could be achieved within the period FY2020-21 to FY2023-24. This is a
shortfall of $1.82 billion on the $2.43 billion target for the FY20-21 to FY2022-23 period.
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" GASE STUDY

Rydea. The proposed development will be funded through the Commuter Car Park Program, which sesks
to enhance public transport access st key transport interchanges. The project also included community
amenity features such as:

» Landscaping within the car park, including tree planting along the Rysdale Road feotpath;
o Provision for future electric vehicle charging spaces; and

s Accessible parking spaces, motorcycle bays and bicycle parking hoops.

The commuter car park was selecied because:

e Itis an election commitment for a projact on TAHE land;

o Car parks are not commercial - and require additional budget funding (commuters do not pay for
parking, which is free for up to 18 hours under Opal Park and Ride);

e Commuter car parks will ultimately receive capital funding from TAHE;
¢ TAHE may seek alternate uses of the land; and
s TAHE is not required to use TINSW divisions as delivery partnar.

This case study assumes there will be no purpose for the car park cther than being a car park, i.e. no
retail or other commercial uses.
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' OASE STUDY

We assumed a theoretical large scale (e.g. $200m) mixed station and precinci-based devalopment along
suburban neavy rail corridor. This includss:

e Existing land-use and zoning which will consirain development potential

+« Major staticn renewai;

o New public spaces;

o Community facilities such as library; and

+ Residential and commercial property development opportunities.

A precinct development was selected because of:

e« Thsz challenge to balance commercial, community and customer benefit in precinct planning;
e The challengs to obtain local counci! approval for residential or commercial development;
e The challenge to achieve political approval for residential or commercial development;

e 'Place’ elements reduce development uplifts; and

s+ The likelihood to have commercial elements, but they are assumed to be less than costs.

We have applied the Gateway process as an illustrative tool for this case study. This is noting that these
types of developments are not traditional infrastructure projects which are handed over to be managed in
the traditional way.
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Maintenance has been among the most complex issues in developing a long-term operating model for
TAHE. Further confusion accrues between different versions of TAHE that have been contemplated at
different times.

Pre 30 June 2020, capital and operational maintenancea pricritisation and aliocation was performed by the
maintainers (e.g. Sydney Trains for the MRN); RailCorp paid for capitalinitiatives on a recovery basis and
cash settled with the maintainer, but did not settle for operational maintenance initiatives.

The TAHE long-term operating model sees a continuation of TAHE paying for capital initiatives under a fee
for service arrangement via funding obtain as equity injections. Noting this funding strategy may change
depending on its Corporate Strategy and apply altemate funding sources e.g. access fees.

The prioritisation and allocation of funding and the split between operations! and capital maintenance
funding will continue to be performed by Sydney Trains/TINSW as partof the ASP and SASP process;
however TAHE will now be requirad to ‘endorse’ the TOTEX level of funding that relates to its asset base.

This is consistent with ocbservations noted in the Safety Considerations section (see Section 1.2), whereby:
“TAHE requires assurance and governance mechanisms to verify that funding for asset maintenance critical
failure modes are prioritised to prevent safety impacts to customer and community.”

Accordingly, the long-term operating model now sees TAHE setting its required performance ocutcomes and
developing an Asset Assurance Framework that will support the Board to discharge accountability to
endorse maintenance funding; but sees TINSW and Sydney Trains as the RIMS, accountable for the actual
prioritisation of funding and actual delivery of maintenance.

With TAHE contemplating the development and ownership of its own commercial initiatives which are not
subject to the TINSW SASP and ASP process; TAHE wil be accountable for its own asset management
plans for these assets.

Accordingly, it has been useful to add a further segmentation to TAHE's assets within this section, between
those subject to TINSW attestation; and those for which TAHE will be liable.

The diagram below provides a high-level segmentation of the TINSW attested and non-attested assets.
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»  Specialised Assets are the assets determined to be critical for safe and effective rall operations

' Designation would require consultation with TINSW and Operators to, for example, balance the requirements for safe passenger
flow versus more retall space

+  Attested assets operated or managed by agencies required to comply with TPP17-07 NSW Asset Management Policy

+  Dependent on the SC! and Corporate Strategy
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The long-term operating model for TINSW attested assets has been developead to efficiently allocate
accountabilities, reflecting logicai accountabilities, existing requirements and the desire to reduce the
rmisallacation of legal responsibilities to TAHE.

This sees TAHE accountable for developing its Asset Assurance Framewaork that it will rely upon to endorse
asset maintenance funding and attest to the management of its assets; but sees TAHE reduce to being
consulted in respect of “tactical” decisions about what spending will be allocated to which assets over the
near-term; in favour of TINSW and Sydney Trains.

Again, reflecting safety inputs and logical accountabilities, the rail operators are responsible in all respects
lor the actual responsibility for undertaking maintenance tasks.

ACCOUNtanIities for mantenance

Table 14: RACI for maintenance of TAHE's TINSW attested assets

NSW

Functlon Deflmtlons A i Trains

Maintenance: Maintenance of the natwork and assets

TAHE Asset Sets outcomes based criteria forthe A/ R
Performance management of TAHE assets.
Outcomes
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TAHE SASP

TAHE ASP

TAHE AMP

Asset Assurance
Framework

Asset assurance

on behalf of TAHE.

KPMG Highly Confidential

Sets plan and high-level policy for
TAHE's assets

Sets requirements to manage costs,
risks and performance 1o mest
service outcomes of TAHE assets.

Maintenance, condition and
performance plan for the assets,
including expectations for
maintenance funding.

implement assurance framework for A R
TAHE assets and concluct 3™ level of
assurance activitias over TINSW
systemns and processes.

Monitoring to ensure maintenance is '

performed in line with specifications
set out in plans and asset siandards ||

Endorse unforeseen identification, of

Variations

maintenance; not within AMPs.
Funding TOTEX Endorse funding to M for operational
maintenance

Prioritisation of
TOTEX
maintenance

Appointment of

maintainer

Maintenance
services

capital maintenance.

and capital maintenance.

Prioritisation and allocation of
funding to M for operational and

Approval of appointment of an agent
to deliver maintenance services on
TAHE's behalf.

The delivery of maintenance
programmes in line with plans and
service standards.

Asset standards

Set Asset/Service standards across
the Asset/Service lifecycle.

* External service providers through TINSW, such as CAN

At its core, the long-term operating model seeks to allocate TAHE required control over its assets through
an assurance framework that sees TAHE with the accountability to assure itself, that those charged with the
delegated authority to undertake maintenance activities, are doing so in accordance with its objective
outcomes and relevant standards.

Through its assurance framework TAHE is required to endorse recommended funding envelopes year to
year; but sees TINSW or the public rail operators charged with the prioritisation and delivery of maintenance

activities.
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This seeks to delineate TAHE's overall strategic priorities and annual funding allocation activities; as separate

to the tactical choices made by TINSW and the operators about allocating the available funding across its
priorities.

TINSW is charged with setting the asset standards, which maintainers (RIMs and RSOs) are required to
comply with under their RSNL accreditation and obligations. Those standards, along with TAHE's objectives
and TINSW's service requirements form the basis for RIMs/RSOs to develop their annual funding
requirements. This is described below in further detail.

TAHE is contemplated as being granted the power ta appoint/discharge the network maintainer; and is
anticipated to require appropriate policies, frameworks and systems to assure itself that maintenance
activities are appropriate and that its relevant asset maintenance requirements and TfNSW's standards are
each being met.

It is anticipated that these accountabilities would be reflected in TAHE's operating licence, with section
14(2) of the TAA contemplating that the operating licence would determine the form of maintenance
functions undertaken by TAHE. 7

An overview of the contractual arrangements intended by the long-term operating model is outlined in
Figure 9 below.

Figure 9: Contractual arrangements in delivery of marienance
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This framework seeks to distribute TAHE's maintenance responsibilities to appropriate accredited
persons ', supported by appropriate assurance and reporting to the TAHE Board and TINSW as appropriate.

R

17 Section 14(2), TAA 1988 (NSW)
'8 Rail Safety National Law (NSW) No82a, Part 1, section 4 - Interpretation
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TAHE is accountable for endorsing the total recormmenasad iavel of maintenance furding for both capital and
operational maintenance for its assats. Within endorsed funding the dslivery partnerfoperator/maintainer and
TEINSW will prioritise safety critical requiremeants to maintain.

The diagram below shows an example of the process to support TAHE's endorsement of the proposed
maintenance investment programme for the Metropolit@an Rail Netwaork.

" TINSW Funding Submission

Paraneter and
Technical
Adprstiments

Cany New Policy
forwads Proposis

Legend

TAHE is accountable for developing its own Asset Assurance Framework which seeks to enable TAHE to
make funding decisions and attest to the asset management of its portfolio in accordance with the NSW
Asset Management Policy. It is worth noting that this is not mandatory fora SOC, but it is recommended in
“TAHE asset and safety overview"” that: ”...safety and asset risks are managed and controlled adeguately,
and that a framework is agreed and enacted to meet compliance with core TINSW safety and asset
management standards.”

In-principle this will set out how TAHE's asset management objectives are integrated with TINSW's Asset
Managerment Framework and the strategic and “tactical’ asset and sewvices plans or SASPs and ASPs; and
how TAHE's attestation will rely on the 'downstream’ attestations provided by TINSWand the O&Ms.

TINSW's Asset Management Framework sets out a whole-of-life-cycle approach for managing Transport's
assets; integrates the planning and budgeting for capital and recurrent expenditure as a total expenditure
(TOTEX) outcome; and provides alignment to balance cost, risk and performance across the asset lifecycle.

TINSW groups and agencies, including the public operators are responsible for developing Strategic Asset
and Services Plans (SASP), which describe how organisational objectives are converted into asset
management objectives across the cluster; and Assets and Services Plans (ASPs), sets out requirements to
manage cost, risk and performance to meet required service outcomes.
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Divisional and cperator level assurance activities occur by the TINSW groups and pubiic.operators to attest
to the management of assets in accordance with SER asset management standards and compliance with
the TINSW Asset Management Framework.

These asset and service plans form an input into the Cluster Budget submission process and are used to
inform the financial decision making for the Cluster, making sure total expenditure for the assets is
considered.

TAHE will endorse the service and asset plans that relate to its assets, developed by the TINSW groups and
the cperators only once the Board has satisfied itself via the assurance process TAHE's outcomes setin its
Asset Assurance Framework are met,

Importantly, TAHE has no accountablility for development of the service and asset pians and reduces to
being consulted on throughout the development process. Once TAHE has endorsed the funding of the asset
and service plans for its assets, the plans are incorporated into the funding submission to ERC for funding
via the state budget process.

TINSW will remain responsible for the administration of this coordination process, noting that the TAA
allocates TINSW power over: ‘

TAHE will be presented with recommended funding envelopes for different outcomes based on residual
risks. TAHE is accountable to endorse the recommendation to be included in the funding submission
relating to TAHE-owned assets; where a mechanism will be daveioped to resolve disputes or changes that
TAHE may have to the proposed funding request.

Once funding is endorsed through the budget process, TAHE will need to again endorse allocation of
funding that its service providers receive for the maintenance of its assets. This is funding that will impact
TAHE's financial position given the fee for service arrangement.

A high-level funds flow diagram is shown in Figure 11 below.

[iNSVY atiested assets

Capital maintenance Grant funding

{Equity injection) . for maintenange
4 ¥ -
29,
TAHE ' "!!‘!" Transport
NSW | for Nsw

Capital maintenance Maintenance
{Fee for service pmt)

Maintainer

Where a variation to funding requirements for operational assets arise, the maintainer will identify the
variation and seek endorsement and a variation of funding from TAHE. TAHE will be consulted around any
impacts to its asset base and the associated financial performance of its assets and endorse additional
funding.

9 TAA, Schedule 1. Part 1 (o}
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Assurance aspects are likely to prove to be a critical function for the TAHE Boarc in fimiting and managing its
liabilities for safety; but enabling the Board w0 satisfy safety requirements and attast to compliance with the
asset management standards under the AM3 charter, which includes applicabls asset stardard and asset
management framewark.

TAHE is requirad to comply with the ASA Charter under TAHE's operating licance which was previously a
section 3G direction for RailCorp and Public Rall providers issued by the Transport Secretary

In this context, the TAHE Board will need to assure itself that the assurance process and reporting by the
O&Ms and by TINSW is sufficient to satisfy its obligations as outlined in the indspandent safety advice; and
secondly, that there are sufficient internal centrols and governancea to gve reliance to the assurance
activities.

TAHE will naad to develop a robust assurance framewaork that will provide sufficient aversight and
assurance that assets are being managed in line with safety requirements and AMB standards. This forms
part of the independant safety advice that can be found in the Safety consigerations section (see TAHE
Asset and Safety Overvievs letter by TEINSW in Section 1.2).

In this regard;

e Operaters and maintainers will conduct the first layer of assurance as required in their service
agreements and under national rail safety law;

¢ TENSW will conduct a second layer of assurance, given accountability for funding decisions under the
contractual arrangements, as well as compliance monitoring with the asset standards - set by TINSW,

o Operators and maintainers will comply with the reporting requirements and gather agreed performance
moenitoring information for the TAHE Board and TINSW;

s The TAHE Board will leverage off these base layer reporting processes, conduct top Up assurance
processes where nacessary and implement effective internal controls and review to satisfy reliance of
the underlying assurance activities; and

s The TAHE Board will require monthly reporting from TINSW and its operators on its assets performance
to ensure assets are performing to standards, lifecycle performance objectives and are aligned to
TAHE's SAMP. TINSW also requires reporting to ensure compliance to its service objectives and long-
term strategy.

An overview of recommended assurance procass is shown in Figure 12 below. This forms part of the
independent safety advice found in Section 1.2.

Figure 12: Recommended TAHE assurance process
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An overview of attestation process 1s shown in Figure 13 beiow.
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TAHE management have representad their intent of pursuing investments and projects of a commercial
nature that are not related to public transport; and therefore, not subject to TINSW's planning, budgeting
and attestation processes.

The opportunity and appetite for these commercial assets is still under development by TAHE and will
largely be informed by TAHE's Statement of Corporate Intent and corporate strategy.

For the assets that are not attested to by TINSW, TAHE will essentially be accountable for the maintenance
of assets across the asset lifecycle, including planning, funding and maintenance of TAHE's assets. Noting
TAHE may enter into arm’s length arrangements to delegate responsibiities across these functions.

TAHE will also need te develop an asset managament and assurance framewerk that will satisfy the Board

that TAHE complies with legislative requirements (e.g. the WHS Act) and can attest to NSW Treasury in the
management and performance of its assets, noting SOC’s are encouraged tc adopt elements of the policy

where they align with the existing NSW Treasury policies that apply to Governmeant businesses.

Q o sy

TAHE is the owner of 3,127km non-operational CRN
railway line which must be maintained to ensure the
local environment is preserved and that the public
safety is maintained. Typical maintenance activities
include:

¢ Noxious weed and animal contral;
o Vegetation control where required;
¢ Maintenance of fencing;

« Safety related inspection in relation to structures
and level crossings;

s Otherworks o prevent undue or unfavourable
local impacts; and

¢ Any other work to rectify a safety hazard.

Although non-operational, there is a significant economic cost {with none to minimal revenue) that needs
to be budgeted for to ensure that the railway infrastructure is maintained and does not pose a risk.
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TAHE is an independent, for profit and commercial corporation — meaning it must have control over its
linancial affairs — a key accountabiiity for any fiduciary board.

Until now, TAHE has operated with relatively low levels of revenue compared to its extensive asset and cost
hase — with no access or lsase charges from public rail oparators for the use of TAHE's network or assets.
Rather, TAHE has received equity injections from the Crown as required to fund the capital delivary
program; and as noted in the maintenance section above; with TINSW dirsctly funding and controlling
maintenance expenses and activities with Sydneay Trains.

TAHE's long-term operating model contemplates TAHE financing its capital activities through debt or
shareholder equity injections; fundad via its regulated, unregulated and commercial revenues.

A key difference betwesn TAHE and more typical SOCs like Sydney Water is the very large proportion of
TAHE's revenue will be in the forms of access fees payable by public rail operators which are in turn funded
by government CSO subsidies.

Accordingly, the long-term operating model’s functional aliocation has included the ERC/Cabinet within the
RACI - noting that the CSO sought by the operators will be approved in the budget process; with
downstream consequences on TAHE's ability to meet its revenue requirements.

Accountaniities for finance and funding decisions

Table 15. RACI allocations for funding & financing

Function Function Definitions ERC TAHE TINSW Sydney NSW
Trains  Trains
Funding
Equity Authorisation of quantum of equity
injections: funding.
CSO Authorisation for subsidy to be
provided to support the Rail
operators to pay track access fees.
Licence Fee Sets pricing for licence fees.
Access Fees Sets pricing for track access fees.
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Function Function Definitions ERC TfNSW Sydr;ey NSW

Trains  Trains
Borrowing Authorises target gearing ratio and A/R i
debt raising.
Grant Funding  Amount of grant funding to support A A/R
TOTEX costs in relation to TAHE's
assets.

TAHE's long-term operating model sees TAHE with independent contrai over the level and terms of its
revenuss (licence and access fees); as well as its borrowing. The degree of borrowing and gearng is
tempered by each SOC's requirement to agree s Target Capital Structure (TCS) with the shareholders.

Unlike other more typical SOCs, for example Sydney Water, TAHE is contemplated as having public funding,
via subsidies provided to the public operators and paid as access charges to TAHE, account for some 90 per
cent of its overall revenues over the forward estimates.

While the functional allocation outlined above has scught to provide TAHE with demonstrable control over
its funding and financing activities - it is obvious that the ERC's role in setting the level of equity, CSO
subsidy and grant funding that could be expected by TAHE makes its financial independence appear limited
in practice.

For example, while TAHE might negotiate commercial access charges and licence fees, if the ERC reduces
the available subsidy to the operators, this will in turn see a reduction in TAHE's revenues.

By way of example, Sydney Water is different, principally because it owns and operates the entire water
services market — and recoups its regulated costs directly from its customers.

As long as the operators are funded via CSOs to pay either access or licence fees, through the budget cycle
process, TAHE will not be commercially exposed.

Commercial activities

Commercial activities have been identified as a key driver for TAHE's creation; and are assumed to provide a
growing quantum of capital returns and revenue to TAHE over time.

Depending on the scale and complexity of these commercial undertakings, TAHE will need to seek approval
through the shareholder and the normal budgeting process.
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Our methodology section notes the complexities that exist within the heavily regulated rail transport sector.

Noting the stated preferences of the TAHE board and Cabinet's specific objectives on safety, and our
exclusion of safety advice from our scope of work, we have relied on embeddad safety inputs provided by
the independent safety division within TINSW's SER division.

Asnoted in the exacutive summary, we have applied a hierarchy to resolve inconsistencies that have arisen
between Cabinet's objectives.

With the agreement of all stakeholders - this has been prioritised above all other objectives, including fiscal.

SER's letter providing their safety opinion is attached below, which dascribes;

o The key legislative instrumeants governing safety, including section 10 of the TAA 1998, the Work Health
and Safety Act 2011 (WHS Act) and Rail Safety National Law (RSNL);

o How TAHE must comply with the WHS Act and in particular, how it must demonstrate commercial
imperatives are not prioritised ahead of safe and reliable rail assets,

o A proposed three lines of assurance model to facilitate the discharge of TAHE's safety and asset
obligations;

e Proposed governance arrangements and assurance to give the Board the necessary line of sight over
safety, environment and asset related matters; and

e Theimpact to TAHE of taking on the management of non-rail regulated sssets.

KPMG | 54

© 2020 IKPMG, an Australian parinership and 2 member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative |"KPMG International”}, a Swiss entity. Afl rights reserved. The KPMG name and logo are registered trademarks or trademarks of IKPMG
International. Liabdity kmited by @ scheme approved under Professional Standards Legislation,



Sensitive: NSW Cabinet KPMG Highly Confidential

Background

In August 2020, aszet and safely advics was sought from Transpeit for HEW fo comalele 3 sevis
of TAHE's dufies and azcouniabiliiiss, and provide advine of fhe impact ard implisations cf th
proposed functional model as recemmsandad by KPS,

Fey deliverables ipsludad:

1. Duffing %%HS and rail safsty dufiss and assst managenient iespensihililiss o1 ihe sdisting
RaitCeorp assst base for TAHE, T3 and thirl parlisg

Anzlyse mpasis end risks oftha graposad future TAHE madalto address and sz
zalely and assat cwner accouniaciltizs

N

[X;]

ACSYIEZ,
4l

Sentribuliz ta the strateyi
lenisiativs safaty dullzs

Summary

i TAHE's objectwﬂs are et out i section 10 of the Transporf Aominisiration Act 1988,
A1 five of TAHE s objactives are ef et a imoorance Dree of TAHE s chijzctives & b
und=rtaks s aclivities in a safz ana rshablz marper

actical andd aesrational arrangs

i et necessary io sddress
i Hssl maragenisnt raspons

2% in ths prcprsss:i sirgctyrs

+  The Work Health and Safety Act 2011 (WHS Act) and Rait Safety Vational Law (RENL)
are the key fegislative instruments governing safety in regards (o TAHE and its
assets. The safsly dulies impasad oy legislalion cannat b delzgatsd or contratisd
alinsugl the extent of apphisatan vl (lep—rf. an the businsss and urds4zking aflhs
rzlevant snity The arcdel prooasen il 322 TISYY and rall operators responsibls fartks
accraditation requitements as a Ralinfrastructurs Manager.

v In compliance with the WHS Act. TAHE must demonstrate commercial imperatives
have not been priotitised ahead of safe and reliable rail agsets, whilst balancing the
delivery of profitable returns. TAHE requires asswance and governancs measharisms to
weiify that funding for assst wzintznance crifical failire modes are priovitis sd to prevent
safzly impacis to cusfomer and izontmunity.

+ A three lines of assurance model is proposed with a commitlee governancs siwclurs {2
facilitat= the discharge of TAHE s safely and asset duiies. The Beard should implament
sufficient processes 1o oe assured that safelyr and asset risks are managed and controlled
adequalely, and that a framewck is agreed and enactsd to mest complianca with care
TINSW safely and assef management standards.

v Inaccordance with TAHE's operating licence, TINSW set the network and asset
standards and provide technical assurance for the standards

+ Governance arrangements with robust internal controls and assurance give the
Board members the necessary line of sight over safety, environment and asset
matters. This alioves the Board i mastthelr due diligenss ebligations of menifering ard
hiaving resources and prozesses in placs to recehle informatien. The TAHE beard shou'd
nctr2ly solely upon the infonmaiicn pres=zaled to them by internal control prozesses and
tzporiing sysizms. athough fhis is f1e primary means of assurance and oversight As part

Trantporttor NIW 1
U iee SY et Cybney

KPMG | 55

© 2020 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG Intematianal
Cooperative ["KPMG International”), a Swiss entity. Allrights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
Internavoral. Liability imited by a scheme approved under Professional Standards Legislation.



Sensitive: NSW Cabinet KPMG Highly Confidential

+ TAHE s proposed meds! 21 taking on manapement of non-

a F(JH ey L""f'
he o 1~r fany gag of

Unzderi &Ing ot eepaszd
arg iherefaras vl net1sgquite RSNL 2013
12 SoveEver I TA=Z 1aKe 0N & 10re Suns: 1’|i
Jvaragement ofrarv.ay presss . RSUL apat:
fer azcisdraner &s Fal infrastuciure Marage-

Inlr hilre R0 dstsi g v ihs KEMG docomizatation TEHE vil 28 2aqduddy azenmniabiz
parpnasio s ard corsulsd ©oregatds ioons asiesoaze T ci«: arzas vl eiure reaseaach
can'e el ties "o faztinale tire dach ek nzalia and salsty dates e hou (R T o

af T2HE 0223tmre 12 nansge Lo larc mar

n ran. I.NI Juia.&;l asszls &z sant

alwark !le:-.lm arc 3 "e*'- bz apke b it g FamalE 13 3
25325 W Tali ;
UG
Frinciaa Contractor e
L) goveraance framaveiis neove a selof processss contrels and macharisms heing e
Biznal dengia of govscianca ?1"ri| zue diligeres. Howsees cullars 13 a3eeaially (2 avant iz
Fash depznas on the BEaaqicurs avd atlitud arge rmeseol peogals.
eclan 37 cf the VWHES Aot shsuld 02 vigvdd 35 WEFERIN

Toz due eiligerss miarsrersin e
pacpuitee T shage acty o7 das diy
rEcanisms d sy s;:d ozloy: 3 za
auids TEHE achisve ifs primary ootz

Asset management
Unger e curen 33::\1‘ ¢ w2erez TAHE must comply with 115 <532t Slarcarss P.equi'r-n'ﬁ"ﬂ

ravspet for NS Vi e s acteo s lisencs vk be renegotiaiad any fudurs Hiends sasule n
dinnizh the 'eqn,u st 72 indzperdaal seting of and technizal assurance i insss :t-.f'v.ld“...

gz I adibon @ {02 sssuance and govEIMAMITE
cue dibgencs framevcrh iz recommerded 12 supped ang

S

: 5 azswrante o TAHE that mipinunr standaids are sat imorciorsd arg
2055 015 a3esl 0asz o, TIMSW Zny contessions a‘e govenrsd avd assured Brrough

-_\u

ns hssel Slancards Requirements carrently consisi of the asssi standards publshze b ibe
ey Assst Managzmant Divizion and the TREW Saisly Managsrert System

THEA induding Fvdne; Traine c.nrj Ils'.fm A (syuired o adept the NSV Treaswy
is3e iH ANSGEMET At Fel e TR 7907 amaagst alhsr slemsals v Falicy recuires praparalion
ane anqaual atizstaien o 3 Sirai:sp: 2:35&‘. fAanzgerznl Flan ard Sssstlfanagsmsnt Men 53

a‘

the zsset gwnst TSHE Wil nezd te asst tx camplares viih s Polity in r2izisn to thsr assts

KPMG | 56

© 2020 KPMG, an Austraiian partnership and 8 member firm of the KPMG network of independent member firms affifizted with KPMG International
Caoperative {"KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Ligblity limed by a scheme approved under Prafessional Standards Legis'ation.



Sensitive: NSW Cabinet KPMG Highly Confidential

cparstee and managed Lira .l;ll T”I" W
Falizy in r2 ation tathelr asssis
Folicy encourages mamalianses 3

dzve progoesss the adoplion of 8n assursras
nriaric the AL Gibras fings of dsfenas
iFigura 1, The berefis sf 3 mode” inctuds:

¢ Lpiesses vaning responsibiites
itenzanneciad partie:

+ Faclitales a medsiin which priar (Bsrnings
arz implsiveniad

Zupoerie secreditalion gulzomes: foihsther

te 132 dlandards or R3HL)

v Oischarges dufizs acrass various
wiaweloldsrs

v Minrises unforssszn tiak
Zlzar raies and acsouniaciliiizs

T s andel facditates T 3
tesiad oy N3 operator f meaintzinac znd - -'lf'rn’m I c,c‘-mmnh: with N' as s.-ei 5[
through e ovm assurancs azivitizs 33 1hs cperator f raintainse

=
e |
&«
=
£
=3
T
|‘l
=
&
5

Figure 2 shoyes ties propased gssuranae
ASILIANCE medel vl e necessary for T
[assets i lime with beter praclics

Sofely

Figure 2: Proposed sciutaticz model foreiteguistad ssisls

Ths medel distinguislizs e poerd 55 a gevarming body, previding a line o separatinn from
inanaemant and aperafional sccountatilty for rail-ragulatzd assels.

KPMG | 57

© 2020 KPMG, an Australizn partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG Intemational
Cooperative ("KPMG Intemational "), a Swiss entity. All rights reserved The KPMG name and logo are registered rademarks or rademarks of KPMG
International. Liability limited by a scheme approved under Professional Standards Legislation.



Sensitive: NSW Cabinet KPMG Highly Confidential

Asset and safety management relatlonshlps

313 T3 0T 4pEIIIC N 2E 0 FELESANT DT SRR RATEET

ierrecdoienaiig g

Figure 3 s:1:élfanu

TAHE asset and safety governance

Approprialz gosernanie shiuttures 2nablz the TZHE Seard to have confidenta thal safely asssl
1s%5 Arg anplagnately contialzd in a consistent andl 2Hectve manrer bassd on avald

assesirey Afrsq arc nzk treaimznts Figure 4 129 the proposec gOVENMARtE MECnanisnis
for /3 reg 0 3ted assais o {aziitate the relevant fiov. ¢ imfonmation

Figure 4. Fropoiss commitas govemance tinclure to TAHE Eosrd

His 1zo0me 'l
ch -.S:v-
Eazre

v e sffectve dischargs of its govemance axd cwzrsight responslities far assel safsty
sne envirorment across il asset:, underakings and thicd et gperalions, and

uér.', TA=E Board sslablsn a decicatzd sub-commines e previde ficyssec attenton
e srvironmantal maiters The rols of the sub-committze svoue be lo assistthe

v ivaolaining assurancs that appropriale framevsorks and syslems arein placs 15 deal with
the management of asset, salsty and envirenment risks, and

v ke review e parfonnance of ranspori agencies anc delivery padrersip these aress and
flieir compliance to those frameworks and systerms.

Tlampod for MEW

KPMG | 58

© 2020 KPMG, an Austrafan partnership and 2 member firn of the KPMG network of independent member firms affiliated with KPMG International
Cooperative {("KPMG Intermational“}). 2 Swiss entity. Al rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Liabifity limited by a scheme approved under Professionsl Standards Legislation.






Sensitive: NSW Cabinet KPMG Highly Confidential

Our June report to Cabinet identified fnancial modelling Imitations precluding a more detailed and accurate
basis to analyse “AHE's costs and net benefis.

Accordingly, & key output of our scope of work is the more sophisticated 'KPMG TAHE Financial Model'.
This uses current data and agreed assumptions to show:

s The required access ana licence fees;

+ The calculation of Full Economic Cost to understand compliance with price bounds;

o A preliminary basis for revaluation on an income approach; and
o Financial impacts on the NSW Budget, TAHE and TINSW.

Alongside the methodoiogy (See Methodology), we have outlined each stage in the development of the
KPMG TAHE Financial Model; refiecting the importance of TAHE's financial performance to Cabinet’s
objectives and the need for stakeholder agreament on the model's inputs, function and detailed outputs.

(AW . 90

W circulated our modelling assumptions to relevant NSW Government stakeholders to allow for an agreed
set of assumptions. For transparency, the model assumptions are described below:

o Access Fees: Our model provides two core access fee functionalities, the first being @ model input to
determine financial outcomes, compliance with IPART bounds, and TAHE commerciality; the other being
model outputs determining the leve! of access fee required to achieve TAHE's target commercial
outcomes.

¢ Licence Fees: For simplicity, licence fees were determinad using the same ‘building block” model input
that was applied to calculate the regulated asset ceiling, but with an unregulated WACC.

s Resourcing and other overheads: We have used simple FTE calculations for resourcing levels agreed
with TAHE and TfNSW.

» Equity injections and grant funding: forward equity injections are derived from the budgeted
movements in TAHE's contributed equity in PRIME. Grant funding to operators are alsc obtained from

PRIME, noting that additional appropriations to cover COVID-19 relsted tarebox revenue impacts are
already factored in.

» Capital investment programme; \We have used TINSW's 10-year TIP as the key input for capital major
rail delivery; with a 'Fee for Service’ payable by TAHE to the relevant entities who deliver these projects
on TAHE's behalf so that they can recover costs. Currently, TAHE has projects delivered on behalf of
them by TINSW, Sydney Trains and Sydney Metro. This includss capital maintenance.

o Operating maintenance costs: We used Sydney Trains maintenance budget n PRIME for the MRN;
CRN operating maintenance costs were obtained fror_n the CRN Asset Management Plan.

o Asset valuations: We have valued TAHE's assets using the "cost approach’; based on 'Depreciated
Replacement Cost'.

s Asset write off: We assume there is no write off in TAHE's asset value, based on ongoing discussion
with NSW Treasury.

» Borrowings: The model has capability to assume different gearing levels over time; however, based on
TAHE and NSW Treasury input we have assumed that the level of borrowings remain unchanged.

s Dividends to the Crown: dividends are calculated as 70 per cent of NPAT but fimited to the lower of
net profit after tax, retained earnings and retained cash. Additional functionality exists to set a target
ROE and determine revenue targets to be met via Access Fees.

» Assumptions discussed at numerous meetings with NSW Treasury, including on 14/08/2020, 18/08/2020, 20/08/2020, 15/09/2020,
23/09/2020 and 02/10/2020.
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s Tax equivalent payments: tax equivalent payments are treated as income to the general government
sector, calculated as 30% of NPAT after accumulated tax losses are utilised.
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Figure 14 below shows the inputs, architecture and outputs of the KPMG TAHE Financial Model. This was
developed and refined through ongoing consultation with NSW Government stakeholders.
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While our TAHE Firancial Model has sophisticatad functionality to mode! any variation of the agreed inputs
and assumptions, both for simplicity and reflecting stakeholder feedrack, we provide two TAHE scenarios -
reflecting the operating mode! and assumptions cutlined in this section, above but with different
assumptions applied where KPMG and Treasury's view diverge.

Noting Cabinet's request to better understand TAHE's fiscal and financial aspects, we have derived
estimates under twe scenarios and compared sgainst NSW Treasury’s Jung Cabinet Submission estimate.

s Scenario 1: KPMG’s preferred assumptions: This scenario applies KPMG's assumptions based on
consideration of feedback from all NSW Governmant stakeholders (detailed above and below) and
shows a detailed projaction of TAHE's benafits and costs.

» Scenario 22 NSW Treasury’s preferred assumptions: This scenario applies NSW Treasury's preferred
assumptions whare they have divergad from KPMG's visw (detailed below} and shows a detailed
projection of TAHE's banefits and costs.™

¢ Comparator: June Cabinet Submission estimates: For consistency with the figures included in the
June Cabinet submission, wa have measured TAHE against the current state whareby TAHE sees
benefits, but no costs®.

We describe the assumptions for each scenario below.

7 Assumotions discussed at numerous meetings with NSW Treasury, including on 14/08/2020, 18/08/2020, 20/08/2020, 15/09/2020,

23/09/2020 and 02/10/2020.
22 Assumptions discussed at numerous meetings with NSW Treasury, including on 14/08/2020, 20/08/2020, 15/09/2020, 23/09/2020

and 02/10/2020.
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The scenario with KPMG's preferred assumptions models TAHE as a commercial PNFC corporation, earning
a commercial return on its asset base and providing a commercial return - as needed to satisfy its fiscal
objectives and sustain its PNFC designation.

! Regulated access:feesto pubhc and pnvale Operators start at $0 00 inFY21, $700m pain FY22 and ]
ramp up! to $3.2 billion in Y25 in’ Ime with target ROE. K

The RQE profile has been assumed to be 1-3% from FY23 to FY27 and 4% onwards.

1] [:_oeriqu where required access fees to achieve thje-target ROE are above the IPART celling, the
geiling:price is applied and target ROE is not achieved.

The ROE has been calculated using TAHE's net assets with $37.9 billion as at FY21.

Unregulated licence fees to public and private rail operators-are consistently charged at the floor’
price, eommencing at $120m'in FY23 and ramping up.gradually to:$127 million in FY25.

This slow:ramp up moderates the negative effects over the forward estimates

We calculate regulated'and unregulated fees via a BBM, applying regulated and unregulated WACCs
respectively.

TAHE’s capilal and operating expenses (TOTEX) are contemplated as being ‘netted off’ against
dccess and licence faes,

Gapital maintenance is capitalised onto TAHE's balance sheet.

Revenue streams currently with Sydngy Trains worth >$100m pa are redirected to TAHE = worth
\ evaluation period.

TAHE funds the capital major rail delivery programime via a.combination of equity.injections from the
Crown and free cash flow.

TINSW conlinues to administer the funding and budgeting process, providing grant funding to
TAHE's service providers which is netted off against the access and licence charges to be paid 1o
TAHE,

TAHE pays dividends at a 70% payout ratio in all periods where it earns a net profit after tax and has
sufficient retained cash to.do so

TAHE endorsas the quantum of maintenance funding for its assets.

.

Based on these assumptions, the financial model generates the following outputs:

FY21 net fiscal impact +$1.2 billion,

Net fiscal impact based on a 4-year forward estimate -$0.2 billion

Net fiscal impact based on a 10-year forward estimate -$5.3 billion
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NSW Treasury has put forward a set of assumptions to be tested in order to determine the net fiscal impact
to the NSW Governrnent; as these assumptions are different to KPMG's preferred assumptions, we have
presented this as a separate scenario,

‘Key assumptions relevant to this scenario are:

Requlated ss fees ta'publicand private operators start at $700m in FY22, held at $700m until
EY24 and ramps up to $2.26n in FY25 in line with target ROE.

The ROE profile has been assumed to be ailat 1.31% based on the current 10-year government
bond fate,

The ROE has n caleulated using the contrnibuted equity with $10.8 billion as at FY21.

Unregulated licence to public and private rail operators are consistently charged at the ‘floor
price. commencing at $120m:in FY23 and ramping tp gradually to $127 million in FY28,

v ramp up moderates the negative effe over the forward estimates

slated and unregulated fees via a BBM, applying regulated and unregulated

TAHE i y dividend payment until FY25.

TAHE's ¢ rati 15es (TOTEX) are contemplated as being 'netted off’ agamnst
nd hcence

ital maintenanc capitalised onto TAHE's balance s

senue streams eurcently with Sydney Trains worth >$100m paare redirected to TAHE - worth
=% 1hn over the 10-year evaluation penod

TAHE funds the capital inajor il delivery programime via a ¢ ombination of equity injections from the
Crown and free cash flow

ster the funding and budge s, providing grant funding to
ch 15 netted off against the S ce charges o be paid to

dtlends at a 70% payout ratio in all peniods where it eams a nelprofit alter tax and has

lained cash to do

E endorses the quantum of mamtenance fundmg for its

NSW Treasury's assumptions see an improvement in TAHE's performance with the following outputs:

FY21 net fiscal impact ~ +$1.5 billion,
Net fiscal impact based on a 4-year forward estimate +$4.3 billion.
Net fiscal impact based on a 10-year forward estimate +84.7 billion.

B Assumptions discussed at numerous meetings with NSW Treasury, including on 14/08/2020, 18/08/2020, 20/08/2020, 15/09/2020,
23/09/2020 and 02/10/2020.
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Duringits transitionary period, TAHE has provided fiscal benefits, without imposing fiscal costs. Until the
commencement of access fees on 1 July 2022, TAHE has enabled expenses to be placed into TAHE,
without the need for revenues to support & profitable corporation.

The main fiscal benefit during this transitionary period was derived from the continued for-profit PNFC status
granted to TAHE, enabling capital injections from the Government to be treated as equity rather than a grant
expense. Beyond this transitiocnary period, the main fiscal benefit is derived from having TAHE absorb rail
depreciation costs rather than the budget.

We have included the incremental difference from the status quo, to TAHE as below - noting that this was
the basis of the numbers provided to Cabinet in the June 2020 Cabinet submission.

This scenario provides a clear basis to understand TAHE's net fiscal benefit and allows for a consistent basis
for comparison to the June Cabinat Submission.

% why diferent scenarios?

A single TAHE operating model — with two sets of assumptions

For simplicity, we have modelled a single TAHE operating madel which is agreed between all NSW
Government stakeholders. Again, for simplicity, the detailed results have been measured against
financial estimates provided in the June Cabinet Subrission (see: Comparator — June Cabinet
Submission estimates).

While we present a single operating model - this has been subject to two different sets of
assumptions, seeing a ‘range’ ralhar than a single results line.

KPMG spent considerable time consulting with NSW Treasury, TAHE and TfNSW officers to develop
agreed scenarios.

Consultations with Treasury's coniinercial division saw suggestions that TAHE should assume a
target ROE with an upper bound of 7 per cent and a lower bound of 1-3 per cent.

Treasury's commercial division noted that the most comparable entity in scale is Sydney Water which
achieved a ROE of 6.2 per cent in FY19%,

Noting the subjectivity of this input into the model, Treasury initially requested that a scenario
reflected access fees at a level that provided for a 4 per cent ROE, commencing in FY21.

This scenario sees TAHE breach the EY21  Forward 10 Year
NSW RAU price floor with total access {Budget Estimates Estimate
fees at soma $1.3bn in FY21, censisting Year) (4 year)

of maintenance and overhead costs only.

Juns Cabinet Subrrission — +$1.8bn  +57.4bn I
The impact on the Budget applying this :
initial scenario, measured against the A S e P B
estimated financial impact in the June i EZE +§1.6bn  +§4.3bn +4.7bn
Cabinet submission is reflected in the
adjacent table.

Changs — Jine Treasry va, -$0.3bn -$3.1bn Dk
Adjusting assumptions: reasury prefered 2ssummlions

Noting the sensitivity of unanticipated fiscal impacts, NSW Govemment stakeholders have worked
hard to consider how key assumptions might be adjusted to better portray TAHE's actual
performance.

24 Sydney Water, FY19 annual repori
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KPMG has maintained a detailed change request log, showing Treasury’s requastad changes over
the course of the model’s development and finalisation; with KPMG accepting all save several,
shown in the table below

Access fee start date 2022 2022

Flat 1.319% at current 10-year

’ 1-3% fromF FY27, 49 N
ROE Profile S Irom Y2 Rvad, 4% government bond rate, starting in
onwards. ’ ,
FY25
Denominator to calculate ROE Net assets (537.9bn as at FY21) Contriuted aquity lrom1 2018

(310 8bn as at FY21).

Inclusion of additional top up
funding to ensure the public Yes No
operators breakeven?

Access fee start date:

Treasury subsequently requested that access charges ramp up to a commercial level from FY25,
beyond the next election. This is a highly beneficial assumption, noting that it serves to push most of
TAHE’s budget costs beyond the forward estimates.

Noting the focus by NSWAOQ and other stakeholders on TAHE's accounting bona fides and Cabinet's
fiscal and sustainability objectives, we have not accepted this assumption in the KPMG preferred
assumptions.

Instead, we have applied access fees ramp up commencing in FY23 at 1 per cent, increasing to 3 per
cent by FY27 and at 4 per cent thereafter.

ROE profile:

NSW Treasury initially requested a starting return of 4 per cent,*® noting the need for a defensible
level of pricing and financial return; but later reduced this several times. Presently, NSW Treasury and
TAHE have requested that TAHE's equity returns be set at the 10-year sovereign (risk free) borrowing
rate?® - and held constant for the evaluation period.

ROE denominator:

As noted in the case study in Section 1, TAHE's true depreciation costs are double those assumed
by Treasury prior to 30 June 2020; seeing cash ‘trapped’ to fund much higher asset depreciation
costs.

NSW Treasury have requested that TAHE's ROE be calculated only on the equity invested since
2015; not its overall net asset base?’. This sees the FY21 ROE denominator reduce from $37.9 billion
to just $10.8 billion in Treasury’s preferred assumptions.

Reducing the return requirement reduces budget costs:

This sees ROE calculated on assets worth 75 per cent less than TAHE's valuation; reducing its
budget impacts and improvirg TAHE's overall fiscal benefit by $3.6bn billon over the forward
estimates.

% Discussed at access pricing workshop on 28/08/2020.
% Written comments received from NSWT on 28/09/2020.
27 \Written comments received from NSWT on 28/03/2020
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Treasury’s view of ROE denominator:

Treasury are of the view that the ROE denominator should only include the capital invested since
20152 which would bring the required fees down from $5.7bn to $2.1bn over the FEs.

Treasury provided the following feedback on the ROE denominator:

“This madel currently seems to solve for ROE required using total net assets as the denominator,
and no scenario calculated envisions RoE where Crown equity contributions capitalised since
2015is the denominator. Given capex funding pre-2015 has already been expensed by
Government (on the basis that no return was expected on these amounts), it does not appear
appropriate to use total net assets as the denominator when solving for a target RoE.”

“The rate of return is calculated by comparing:
a the current values of equity injections providsd by the government; with

o the current value of returns that the government will receive in the form of dividends,
capital returns and proceeds of sale, if any.”

* Oradends “belowthe ling’ are tecrnicolly holding gy bt nesviflel axfoon pad o horchen fo NSW Giwrmnmnerd (RBS GESN 2015.13.63)

Securce’ Treasury information provided to hAIG

Corporate Finance Theory:

in finance and accounting there are frequent references to returns on investments and different
definitions to these terms. It is useful in defining these terms to consider a balance which defines
Assets, Liabilities and Equity (or the owner’s funds).

ROE is not a measure defined in International Financial Reporting Standards, but is derived from the
underlying accounting values.

ROE relates to the earnings left over for equity investors after debt service costs have been factored
in to the equity invested in the asset. Noting that the book value of equity reflects retained earnings.

The accounting definition for ROE:

Net Income,

t ity =
RememarE Uiy Book Value of Equity,_,

Source: Rsturn on Capital (ROC), Return on Invested Capital (ROIC) and Return on Equity [ROE): Measurement and
Implications, Stern School of Business. Principles of Corporate Finance, McGraw-Hill International Editions

Equity is defined as: "The residual interest in the assets of the entity after deducting all its liabilities
Shareholders”. TAHE's residual interest in its assets after deducting liabilities is $37.8bn.

This definition is highly important given ROE is considered a measure of how effectively
managemsnt is using a company’s assets to create profits.

Notidg NSW Treasury’s comment that capex funding pre-2015 has already been expensed by the
NSW Government; this would have previously constituted a revenue line item to RailCorp and would
still be captured within its retained earnings balance.

2 Expressed through written comments provided by NSWT on 28/09/2020
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Other SOCs application of ROE:

Treasury's Policy TPP18 outlines that govarnment businesses are required to develop an annual SOI
and comprehansive Business Plan based on agread financial and non-financial targets

Government businesses are required to provide quarterly performance reports to Treasury. Treasury
uses these reports to analyse and assess businesses’ performance outcomes.

We have outlined the disclosed target ROEs within the most recent SCI's from several SOCs, noting

thase ROEs appear to be calculated on the basis consistent with our understanding in the FY19
annual reports

Hunter Water Corporation 3.6%
L anéc@rﬁ | V 14 0/:;
MNewcastle Port Corporation 1.2%
WaterHSW Not disclosed
ﬁorestry Corpo;'-a-ti;jr-!m - o - 91%
;Eééentiai Enérgy | 0.7%
‘Sycney Water Corporation 6.20%¢
Average ROE 6.8%

Source: Online SCl's, FY19/20
*As disclosed in FY19 Annual Report

Does KPMG disagree?

We have reviewed the financials of relevant SOCs, the NSW Government's undertakings to the ABS
and corporate finance theory to assess the reasonableness of this assumption. These inquiries have
shown:

e NSW Treasury's information provided to the ABS in its 2015 request for determination states that
RailCorp's net assets would transfer to TAHE by way of equity. The ABS would therefore expect
a return on the net assets to be achieved.

s Corporate Finance Theory, as outlined below, suggests that the evaluation of a retumn on equity
should also reflect retained earnings within the deneminator.

e Other SOCs in NSW appear to calculate and report on ROE in a manner consistent with our
understanding — where the net assets are included as the denominator.

e TAHE Board's accountability for its assets and understanding the performance of the assets will
require financial reporting on its entire portfolio.

in the absence of compelling precedent, KPMG has opted not to adopt Treasury’s preferred
denominator to calculate ROE.

Noting the Cabinet’s requirement for detailed analysis of TAHE and the problems posed by prior
modelling assumptions that lacked supporting evidence — most particularly, the assumed write down
of TAHE's asset values.

For these reasons, KPMG has not accepted Treasury's suggested 75 per cent reduction in the ROE
denominator.
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Scenario 2 (NSW Treasury's assumptions) see an improvement in TAHE's performance when compared to
scenario 1 (KPMG's preferred assumptions). This is predominantly driven by the target ROE profile applied
and the incusion/ exclusion of additional grants to public operators.

Target ROE Profile

Scenario 1 (KPMG's preferred assumptions) sees the target ROE profile ramp up slowly in line with the
expectation that a SOC is expected to mature and provide a higher return; increasing from 1 to 3 per cent
from FY23 to FY27 and then remaining at a flat 4 per cent from FY27. As a result, this scenaric requires
significantly higher CSO subsidies. Scenario 2 (NSW Treasury's assumptions) prefers a target ROE which
remains constant at 1.31% for all periods, resulting in a 'ogical greater fiscal benefit,

Additional grants to public operators

Scenaric 1 (KPMG's preferred assumptions) includes additional funding to ensure the public operators break-
even on an accounting basis; amounting to $2.5bn of additional costs over the forward estimates period and
$7.3bn over the 10-year period. This causes a significant detrimental fiscal impact. Scenario 2 (NSW
Treasury's preferred assumptions) dees not consider this cost.

Table 17 provides a summary of the net fiscal impacts to TAHE across the two scenarios with the delta
when compared to the June Cabinet submission. .

" Forard. ‘I'o_‘_:Ye'qr'i

Estimates  Estimate

(4 year)
Comparator: June Cabinet Submission - Treasury estimate ~ +51.83bn  +57.39bn N/A
Scenario 1: KPMG preferred assumpionsl /120 S0zbn  -§5.3bn
Change from comparator (June Cabinet Submission) -$0.6bn -§7.2bn N/A
Scenario 2: NSW Treasury preferred assumptions +S1f§bn +$4.3bn 7 +4.7bn -
Change from comparator (June Cabinet Submission) -$0.3bn -§3.1bn N/A

Figure 16 below bridges the difference between Scenaric 1 (KPMG's preferred assumptions) and the
Comparator (June Cabinet Submission estimates). )
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e

Figure 17 below bridges the difference beiween Scenario 2 (NSW Treasury's preferred assumptions) and
the Comparator {June Cabinet Submission estimates).
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1aiga ent ﬂ.'."i"“."f‘ dssessment O TAH
Below 1s a detailed assessment on the impacts of TAHE at the entity level for the two scenarios presented.

This scenario sees TAHE reaching a net profit after tax position in FY23. In the years prior to this, TAHE is at
a net loss after tax position; ($1.5bn) in FY21 and ($0.90bn) in FY22. TAHE begins to pay dividends from FY23
to meet its target ROE and increases over time in line with NPAT.

TAHE retains a healthy cash balance; funded by equity injections and significant access and ficence fee
payments from operators which ramp up to some $2.0bn by FY25.

To provide detailed insight, we have described the modsl across three aspects; being revenus, dividends
and access fees. Detailed analysis and discussion in relation to these categories is outlined in the sections.

Revenue

Earning a commercial revenue is integral to sustaining TAHE's for-profit PNFC and ‘for profit’ status into the

long-term. Scenario 1 (KPMG's preferred assumptions) considers two key sources of commercial revenue;
access fees and licence fees.

While TAHE contemplates potential future returns from commercial activities and development, we are
advised the detail is to be developed and agreed with Veting Sharehoiders. For the purpose of the financial
mode! we assume any benefits will be beyond five years and therefore, are not relevant fo this assessment.

Under the applied transitional plan which phases in access and licence fees, TAHE does not earn a net profit
after tax until FY23 but consistently sustains a net profit after tax position thereafter:

e InFY21, no access or licence fees are sarned, resulling in an NPAT of (1.5bn).

¢ In FY22, no licence fees are earned but $700m of access fees are earned, resulting in an NPAT of
($0.9bn).

e In FY23, $0.2bn of licence fees and £2.3bn of access fees are earnad, resulting in an NPAT of $0.9bn.
e From FY24 onwards, TAHE consistently maintains a net profit after tax position.

Over the two initial years where TAHE is in a net loss after tax position, tax losses are accumulated and then
subsequently utilised in FY23 and FY24. TAHE becomes liable for tax equivalent payments from FY25 after
all previously accumulated tax losses are utilised.

Dividends

The 2015 ABS determination notes an expectation of dividends on all assets transferred to TAHE via equity.
However, detailed modelling reveals that TAHE serves to 'trap’ a large portion of its access and licence fee
revenues, because TAHE s asset value is much higher than the 50 per cent write-off assumed in NSW
Treasury's May 2020 financial model.

TAHE has instructed us to assume a 70% dividend payout ratio; noting a limitation of the mode! where &
regular dividend payment is calculated for all periods earing a profit and cannot factor in discretionary
powers of the TAHE Board. Modelling of Scenario 1 (KPMG's preferred assumptions) indicate the following:

o No dividends are paid in the first two years (FY21-FY22) as TAHE incurs a net loss after tax.
» TAHE begins paying dividends in FY23 of $0.6bn.

o By FY25, TAHE's dividend ramps up to $0.7bn in line with target ROE of 2 per cent; thereafter TAHE is
unable to achieve the target ROE profile due to the ceifing cap on access fees.

As a corporation, TAHE can only pay dividends out of NPAT, after non-cash depreciation costs are accounted
for. It is an ongoing management assumption for the financial model that TAHE will be expected to provide
dividends from after tax profits to shareholders, comparable to an equivalent private sector business. Figure
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18 below shows the accumulation of retained cash in TAHE under the TAHE scenario with KPMG's
preferred assumptions.

TAHE's (muéh)'higl.ier';ését '\-?alug ;.s'eé {much] highef non-cash depréciation costs

NSW Treasury’s May 2020 financial model was used to inform previous considerations of TAHE, including
as a basis to inform estimates used in the June Cabinet Submission. The Treasury mode] applied an
assumption that 50 per cent of TAHE's asset value would be written off.

Subsequently, NSW Treasury has advised that this was only an illustrative assumption; and there is no
basis for a write off while TAHE is valued on its current "cost’ approach®.

Why is TAHE's asset value relevant?

As a corporation, TAHE can only remit shareholder dividends afterithas funded depreciation costs. If
there is no write off for TAHE's asset value, the depreciation costs would be significantly higher leading
to a greater quantum of access fees required to make TAHE commercial.

With circa double the depreciation costs that TAHE must fund with its operating cash flows, this sees
TAHE increasingly ‘trap’ cash from the General Government Sector within TAHE as the retained cash
balance increases over the forecast period.

Can this be resolved?

For completeness, we undertook a preliminary examination of TAHE's asset values, applying an ‘income’
approach. At NSW Treasury's request, the TAHE DCF has been excluded from the model®. Nonetheless,
this suggested that TAHE's very high access and licence revenues see no write off available if TAHE
moved from a ‘cost’ to an ‘income’ approach.

23 Discussion held on 18/08/2020 with NSWT
30 NSWT's request was made during the financial mode! workshop held on 15/09/2020.
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The qhéﬂfdﬁﬁf ééé'eésmf-ée'éur'éq-uir'éd to make TAHE commercial éppears to mean that no write off would
be available on revaluation.

TAHE can at its sole discretion provide ‘capital repayments’ on an ad hoc basis — which subject to legal
advice and TAHE's decisions, may provide a period basis to release these trapped funds.

In the absance of such ad hoc capital release payments, TAHE serves as an accelerating ‘cash trap’ -
eroding the fiscal benefit further,

Access fees within regulatory compliance

The NSW Rail Access Underteking sees IPART regulate third party access fees, determining a price floor
and ‘ceiling’ between which negotiations with access seekers oceur.

Wa have applied price assumptions as requested by TAHE and NSW Treasury®'; which see
¢ Access fees commence at $0.00-for public rail operators in FY21.
* Access fees rise to $700m for public rail operators in FY22.

s  Thereafter access fees lift to reach TAHE's assumed ROE requirement in; however, access fees are
capped at the ceiling price.

It is important to note that the above access fees are net of maintenance and overhead costs, For the
purposes of testing IPART's compliance, the above access fees must be grossed up by maintenance and
overhead costs; this grossed up figure must be within the IPART floor and ceiling. The below figure displays
grossed up access fees and where it lies in relation to IPART's bounds.

ey observations:

¢ Grossed up access charges are below [PART's floor by $0.1bn in FY21; making TAHE non-compliant in
this period.

e From FY22 onwards, grossed up access charges are within the bounds of IPART's 'floor” and ‘ceiling”.

e From FY28 onwards, TAHE does not achieve its target ROE due to the ceiling price cap.

3 Assumptions discussed at numerous meetings with NSW Treasury, including on 14/08/2020, 18/08/2020, 20/08/2020, 15/09/2020,
23/03/2020 and 02/10/2020.
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The KPMG TAHE Financial Model is constructad to daterming the minimum commercial revenue TAHE
nust earn in order to achigve a target ROE. This craates an obvious relationship between regulated access
fees on the one hand and TAHE's urvegulatad licence fees on the other.

For example, if licence fees were suppressed, access fees would needto increase, potentially beyond the
ceiling price.

This scenario sees TAHE reaching a net profit after tax position in FY25. In the years prior to this, TARE is at
8 net loss after tax position; starting at ($1.5bn) in FY21 moving to ($0.9bn) by FY24. TAHE begins to pay
dividends from FY25 to meet its target ROE and amounts increase aver time in line with NPAT,

payments from operators which ramp up to somea $3.90n by FY27.

Similar to Scenario 1 (KPMG's preferred assurmptions) above, we have described the mode across three
aspects to provide datailed insight; being revenue, dividends and access fees. Detailled analysis and
discussion in relation to these categories is outlined in the sections below.

Revenue

Earning 2 commercial revenue is integral to sustaining TAHE's for-profit PNFC and ‘for profit’ status into the
long-term. Scenario 2 (NSW Treasury's preferred assumptions) considers two key sources of commercial
revenue; access fees and licence fees.

While TAHE contemplates potential future returns from commercial activities and development, we are
advised the detail is to be developad and agreed with Voting Shareholders. For the purpose of the financial
model we assume any benefits will be beyond five years and therefore, are not relevant to this assessment.

Under the applied transitional plan which phases in access and licence fees, TAHE does not earn a net profit
after tax until FY25 but consistently sustains a net profit after tax position thereafter:
e InFY21, no access or licence fees are earned, resulting in an NPAT of ($1.5bn).

o in FY22, no licence fees are earned but $700m of access fees are earned, resulting in an NPAT of
($0.9bn).

e InFY23, $0.2bn of licence fees and $700m of access fees are eamed, resulting in an NPAT of ($0.8bn).
e InFY24, $0.2bn of licence fees and $700m of access fees are earned, resulting in an NPAT of ($0.9bn).
e From FY25 onwards, TAHE consistently maintains a net profit after tax position.

Over the initial five years where TAHE is in a net loss after tax position, tax losses are accumulated and then
subsequently utilised from FY25 to FY30. TAHE becomes liable for tax equivalent payments from FY31 after
alt previously accumulated tax losses are utilised.

Dividends

The 2015 ABS determination notes an expectation of dividends on all assets transferred to TAHE via equity.
However, detailed modelling reveals that TAHE serves to ‘trap” a large portion of its access and licence fee
revenues, because TAHE's asset value is much higher than the 50 per cent write-off assumed in NSW
Treasury’'s May 2020 financial model.

Modelling of Scenario 2 (NSW Treasury’s preferred assumptions) indicate the following:

o No dividends are paid in the first four years (FY21-FY24).

o TAHE begins paying dividends in FY25 of $0.4bn.

» The dividends paid by TAHE remain stagnant at approximately $0.4bn for the next years in fine with a
target ROE of 1.31 per cent.

As a corporation, TAHE can only pay dividends out of NPAT, after non-cash depreciation costs are accounted
for. Figure below shows the accumulation of retained cash in TAHE under this scenario
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Access fees within regulatory compliance

The NSW Rail Access Undertaking sees IPART regulate third party access fess, dstermiring a price "floor’
and "ceiling’ between which negotiations with access seekers occur.

Applying Scenario 2 (NSW Treasury's preferred assumptions) price assumptions results in:

e Access fees commencing at $0.00 for public rail operators in FY21 and $700m for FY22 to FY24,
o Theresfter access fees lift lo reach TAHE's assumec ROE of 1.31%.

Itis important to note that the ahove access fees are net of maintenance and overhead costs, For the
purposes of testing IPART's complance, the above access fees must be grossed up by maintenance and
overhead costs; this grossed up figure must be within the IPART floor and ceiling. The below figure displays
grossed up access fees and wherg it lies in relation to IPART's bounds.
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Key observations:

o Grossad up access charges are below IPART's 'floor’ by $0.1bn in FY21; making TAHE non-compliant in
this period.

o From FY22 onwards, grossed up access charges are within the bounds of [PART's 'floor’ and ‘ceiling”.

The KPMG TAHE Financial Model is constructad to determine the minimum cemmercial revenue TAHE
must earn in order to achieve a target ROE. This creatas an cbvious relationship betwesn regulated access
fees on the one hand and TAHE's unregulatad licence fees on the other.

Forexample, if licence fees were suppressad, access fees would need to increase, potentially beyond the
ceiling price.

TAHE's long-term operating model has a number of financial impacts on TINSW as a standalone entity, who
now need to reconsider the allocations of their annual appropriation package from NSW Treasury.

Under both scenarios, the entity level impact to TEINSW is the same and has been described in the section
below.

Detailad analysis on two key areas will be discussed in sections below; operating portion of TOTEX funding
and revenue reallocations from Sydney Trains to TAHE.

Both TAHE scenarios see TINSW funding the operational portion of TOTEX on TAHE's assets to the public
operators initially; operational portion of TOTEX is then subsequently netted off against access and licence
fees TAHE receives from the public operators.

TINSW will need to continue allocating its existing budgeted appropriations to fund the operating portion of
TOTEX; approximately $1.2bn annually.

TAHE funds the capital portion of TOTEX directly through its equity injections and therefore has no impact
on TINSW at the entity level.

The transfer of all RailCorp ‘heavy’ rail assets to TAHE has also meant that the revenue streams associated
with those assets, previously residing with Sydney Trains, are now transferred into TAHE.

Below are the relevant revenue streams which have been transferred:

e Airport Link ‘ALC’ revenue — a payment previously directed by the Transport Secretary to be paid by
RailCorp to Sydney Trains in relation to the Airport Link line is reversed and no longer paid.

e Advertising revenue — revenue earnad from traditional billboards along rail corridors, digital screens
installed in stations and printed advertisements inside passenger rolling stock; all refating to assets that
siton TAHE's balance sheet.

o Vending machine revenue - revenue earned from vending machines at stations now belonging to TAHE.

The transfer of these revenue streams has resulted in a larger deficit in Sydney Trains and the need for
TINSW to allocate more appropriations in order to balance the operator to breakeven. Cumulative revenue
from these streams is approximately $100m p.a. and $1bn over the next 10 years.

It is important to note that both Sydney Trains and NSW Trains have historically balanced to a cash
breakeven point with budgeted appropriations from TINSW and existing cash balances in each entity.

COVID-19 resulted in significantly reduced farebox revenue over the next two years however additional
appropriations have already been funded by NSW Treasury to make up the shortfall. As such, the bottom-
line budget impact presented by the TAHE Financial Model does notinclude any COVID-19 related impacts
as an incremental cost of having TAHE as a commercial SOC.
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The KPMG TAHE Financial Model shows a material deterioration in the net fiscal benefits offered by TAHE.

As noted elsewhere, th's reflects that the detailed consideration now factors in TAHE's fiscal costs, as well
as its benefits.

4 e At b alya

Using the same assumption that underginned the estimates in the June Cabinet Submission shows TAHE
would provide a $1.2bn fiscal reporting benefit in FY21. This reflects the minimal fiscal costs given access
and licence fees have not switched on yet. As access and licence fees begin to switch on in FY22, the
cumulative four-year budget benefit decreases to a total of ($0.2bn); showing the fundamental relationship
between access fees and the deterioration in projected performancs.

FY21

[Forward estimates |
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(Vlc;rrnpéraAtcr}r:‘:lLVJﬁe.Cabmet ;‘Su’bmissioni | o S1-.5.bn- SS.Sbnﬁ
Détaﬂed muodel-SCenari-o1 _ o {50.3.1-31.1.J - (SB.?ﬁnl
B-leée;c ll:.é;tllezlfit / (disbene?ii) R “.51 .2.b‘n - ($0.2bn)

A further breakdewn of all fiscal bensfits and costs considered is displayed in Figure 22 below; highlighting
CSO subsidies required for access and licence fees to be the most significant contributor to budget
deterioration.
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Using the same assumption that underpinned the estimates in the June Cabinet Submission shows TAHE
would provide s $1.5bn fiscal reporting benefit in FY21. This reflects the minimal fiscal costs given access
and licence faas have not switched on yet. As access and licence fees begin to switch on in FY22, the
cumulative four-year budget benefit increases to a total of $4.3bn.

ble 18 Scenaric 2 INSVV Treasury's preferred agsumprions) versus June Cabngt SLUGmis

FY21

Forward estimates

GRddget Xed) oo
Comparator: June Cabinst Submissién | 31 5bn $6.5bn
Detailed mods! - Scenario 2 $0.0bn §2.2bn
Budget benefit / (dishenefit) $15bn $4.3bn

A further breakdown of all fiscal benefits and costs considered is displayed in Figure 23 below; highlighting
CSO subsidies required for access and licence fees to be the most significant contributor to budget

deterioration.
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The long-term operating model contemplates how and what TAHE will do, once it is fully operational. Itis &
key consideration for Cabinet to consider, reflecting the need to decide the lim'ts of TAHE's operations
granted by the Minister for Transport, under its operating licance.

Importantly, the SER safety advice is based on the maasurad transfer of functions to TAHE to allow it to
progressively 'switch on’ over a safe and achievable timeframe. This notes the range of near-term and
complex tasks it faces to establish its operating policies and procedures; ana to negotiate the constellstion
of cornrmercial, lega!, regulatory and other agreements and arrangements neaded to achieve its baseline
functicn of charging access and license fees to public rail oparators

For clarity, the long-term operating model assumes:

o The current operating license remains in force until 1 July 2021;

o A revisw of the operating licence will be commissionad by the Minister for Transport and Roads in or
around January 2021,

¢ A new operating licence from July 2021 is assumed to be in place; and

e A phased implementation of TAHE functions across regulated and non-regulated assets to mitigate
operational and safety risks.
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3
)
—
D
pd

g

L
0

The most pressing priority for TAHE is an agreed Statement of Corporate Intent, which will guide TARE's
ensuing commarcial and other decisions as it moves to active operations. The activities below highlight the
relevant near-term priorities necessary to support TAHE's core business:

o Establish a suitably qualified workforce estimated at between 31-41 FTE personnel to support TAHE's
long-term operating model.?3

¢ Develop an Access Pricing policy to guide negotiation with public rail operators.

¢ Plan for negotiation of new rail service contracts from 1 July 2021, which include access arrangements
for the public rail operators.

s Prepare for the impending review of the NSWRAU and compliance thereof.
« Negotiate and agree the terms, policies and practices for capital project approval.
e Appoint and negotiate terms with a netivork maintainer,

o Establish and rapidly implement suitable safety assurance policies and procedures for management and
maintenance of TAHE's assets.

o Establish and implement an asset management and assurance framework for TAHE's assets that are
not subject to TINSW'’s assurance procedures.

o Develop and agree with key stakeholders, the process and protocols for TAHE 1o execute its role of
authorising the funding of maintenance.

o Identify and enter into commercial, arm'’s length arrangements for the provision of all corporate services
provide by service providers on TAHE's behalf.

32 Section 13, TAA 1988 (NSW).
33 TINSW Business Definition Report {BCG) and consults with TAHE an 03/09/2020 and 11/09/2020; P&C on 07/09/2020 and
09/09/2020; Safety & AM on 03/09/2020; and 09/09/2020 and CS on 09/09/2020 and 07/09/2020.
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Key phases include:

e Immediate: Organisation setup: Consisting of corporate governance, warkforce transition and
technology transition, this phase is contemplated across FY21.

* FY21:Ramp up of core functions: As TAHE develops its policies and recruits qualified personnel, the
long-term operating mode! contemplates the corporation progressively assuming contro! over its core
activities, such as resolving its pricing and price regulation strategies and negotiating commercial arms-
length agreements with access seekers. Noting that new Rail Services Contracts must be executed by 1

July 2021, this and accompanying pricing and access arrangements will be a primary and urgent focus
for TAHE.

+ Expected FY 21: Regulatory review of the NSW RAU: The NSW Government anticipates requesting
an IPART review of the NSWRAU in FY21. Noting that this establishes the floor and ceiling price that
can be charged by TAHE - and noting the complexity of regulatory economics; this review process is
fundamental to TAHE's revenues and operations.

s FY21-26: Core operations: The operating mode! contemplates that TAHE will be limited to
implementing its revenues via access and license fees; and acquitting its requirements to approve
capital and operating expenditures and manage the corporations core safety, financial and other
requirements. Noting the sophisticated skills developed within TINSW and the large programme of
ISDs, commuter car parks and other projects underway or planned, the long-term operating model
contemplates TAHE's operating licence restricting the corporation to appointing TINSW to act on its
behalf in respect of property developments and station upgrades, until the end of the next operating
licence.

A breakdown of the key activities and timing for each action is provided in Table 20. This transition plan is
based on both extensive consultation, and information generated by TAHE's commercial advisors.

Table 20. Detatled overview of k

tfransional plan activilies

‘Action’ ' Keyactivities ‘ D e LG,

.Corporate governance

¢ Develop TAHE Board procedures

TAHE Board *  Appoint TAHE executives and agree KPIs (operational and financial) i

and . . . . L Start: Immediate
Management * Develop detailed business plan [incl. detailed projections and targets, .

planngwg competition and market analysis, and improvement plans} Duration: 6 months

o Colisborate with Portfolio Minister to develop the initial Statement of
Expectations

Develop A ;
internal s Agree performance monitoring and reporting processes Start: Immediate
policies and ¢ Develop internal and external audit mechanisms and controls Duration: & months
frameworks
e TAHE Board to draft SCl which outlines TAHE's objectives, key _
activities, KPls, access pricing strategy and accounting policies. Start: Immediate

o Confirm rate of return and methodology, across regulated and Duration: 3 months
Statement of unregulated asset classes
Corporate ¢ Consult with shareholding ministers on the draft SCI, including
Intent {SCI) Assume SCi content

agreement on:

. outlines proposed
— Target Capital Structure prog

timeline to confirming

- Course of action for credit rating, if applicable key outputs
¢ Shareholding ministers approve SCI S g o
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“Action ~ Key activities s idticd

e Finalise ba‘ance sheet reviaw
e Agree debt and equity structure

o Confirm if credit rating outlook is to be reviewed based on Target

Confirm key Capital Structure

corporate * Confirm accounting practices and rules to be applied beyond 1 July
structures
2020
o Confirm tax structure and assess NTER and other tax labilities
¢ Confirm asset valuation basis, depreciation, substance of fees
{accounting treatment) and cividend policies
» Create financial control systems and processes
. o Clarify delegation of responsibilities to TINSW, operatars and
Confirm maintainers
financial ) ‘ ‘ )
control and o Confirm funding and financing sources and uses
delegations ¢ Transfer relevant income to TAHE P&L

— Transfer advertising income from Sydney Trains
-~ Transfer Airport Link net income from Sydney Trains

¢ In depth organisational and resourcing analysis
e Finalise cutsourcing arrangements for support services

KPMG Highly Confidential

Start: Mid FY21¥

Duration: 12 months

"Reqliires tax
specialist to be hired

Start: Immediate

Duration: 10 months

Develop and o Identify where internal capabilities from TINSW can be leveraged, and  Start: FY21
agree the appropriate resourcing arrangement for this {i.e. secondment or —
organisational direct employ) Duration: 3 - 4
structure months

e Reach agreement to transfer relevant TINSW staff from cluster

agencies

¢ Agree budget and service fee arrangements

¢ Advertise for roles
Create and fill ¢ Migrate relevant existing TINSW staff from cluster Start: Mid FY21
new roles Duration: 6 months

e Prepare employment contracts
e Transfer superannuation and workers compensation lisbilities

e Confirm technclogy and 5vsterhs to be leveraged from TEINSW and

?eecf:;ilo identify gaps
data andgv, — E.g. Asset management systems, SAP, invoicing/ financial
management

systems need
s Confirm extent of data needed from operators/ TINSW

Start: Mid FY21

Duration: 2 months

Systems
procurement
and integration e Data architecture

ICT services agreements with TINSW

Start: Mid FY21

Duration: 6- 12
months

Contract preparation

z:i:ﬁnwg ¢ Undertake scan of all existing refevant contractual arrasngements Start: Immediate
contractual o Identify areas of required changes for each contract (e.g. novation Duration: 3 months
arrangements from RailCorp to TAHE)

TSS agreement Begin developing terms for the agreement. Start: Immediate®

¢ TAHE to engage with TINSW to confirm support services from:
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RSC with
Sydney Trains
and NSW
Trains

Maintenance
agreements

Licence
agreements

Establish
access
arrangement

~ Key activities

— 1&P: Project delivery
— SER: 2M level Assurance

~ CST: Regulatory support (IPART engagement)
~ GS/ROM: Contract managsment

CS / P&C: Other support services

Prepare terms sheet

Re-negotiate RSC terms including obligations, access arrangements,
maintenance (if applicable), funding and other requirements

Execute RSC

Prepare terms sheet
Re-negetiate terms (price, terms, obligations)
Appoint maintainer

Confirm plan to develop asset management and assurance
frameworks for non-specizlised assets, such as car parks.

Prepare terms sheet
Re-negotiate terms (price, terms, obligations)
Appoint maintainer

Finalise TAHE position on access arrangaments

- Review existing RAU arrangements

~ Obtain advice Lo determing the impact of the RAU on the
assumed cost and timingj of the commencement of asset charges

— Draft proposed changes Lo access arrangements policy and
stralegy

Engage with [PART on access arrangements

- Parlicipate in review of 2009 NSWRAU policy

- Confirm whether T{NSW submits information for IPART review
process on TAHZ's behalf

Negotiate terms with ST and third-party access seekers

— Resolve outstanding issues {e.g. special events compensation
"unders and overs”)

Duration: 3 -6

KPMG Highly Confidential

Timing
months

*TAHE currently
consulting with 1&P

Start: Immediate”

Duration: 2 months

*in conjunction with
access arrangements

Start: Immediate

Duration: 10 months

Start: Immediate

Duration: 10 months

Start: Immediate
Duration: 10 months

*To be donein
conjunction with RSC
before 1 July 2020

Develop
commercial
strategy

{dentify in detail additional revenue streams and commercial
opportunities

Agree risk profile and appetite
Develop investment prioritisation policy

Contemplate current vs future asset portfolio structures (incl areas of
value potential)

Explore sale and leaseback on assets
Develop asset improvement plan

Start: FY22*
Duration: 12 months

*Requires specialist
workforce

Develop asset
assurance
frameworks

Define assurance monitoring and reporting requirements
Define the non-attested asset base

Agree delegation of roles and responsibilities between TINSW,
operators and maintainers

Start: FY22

Duration: 12 months

Asset
management
planning

Develop relevant AMPs (e.g. TAHE SAMP, Non-operational asset
AMP)

Align to assurance framework

Start: FY22

Duration: 12 months
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¢ |dentify and select new sites for telco macro and micro cells

Execute ¢ Surplus real estate disposals Start: FY23
shortlisted .

AlRTer Package and sell new macro towers Duration: 12+
priorities

¢ Rental portfolio enhancemsant monitoring months
¢ Sell or leaseback assets, if applicable

PRy Explore property development pipeline D
development ks Ll Bl R

) ) ) Duration: 12 -8
planning ¢ Planning for non-station site redevelopment

months

Formed as s statutory SOC, TAHE requires an enabling operating licence/s, which permit its activities. The
operating licence is determined by the Minister for Transport & Roads.

TAHE’s inaugural operating licence was granted to govern its first year of operations, to 1 July 2027; and will
be reviewed from 1 January next to develop TAHE's first operational cperating licence.

It is attached at Appendix 10.

The long-term operating model and supporting independent safety advice from SER is predicated on an
orderly transition of functions and accountabilities to TAHE.

Noting the complex interfaces between TAHE and other elements of the transport ecosystem, this staged
and orderly transition is important to ensure that functions are transferred only when corresponding
organisational capability exists within TAHE to manage and administer each function.

Detailed consideration of the form and structure of TAHE's operating licence/s will occur in the next phase
of work on TAHE, but the long-term operating modst! advice broadly assumes that TAHE will be
progressively granted sequential operating licences; reflecting both its readiness and the sequential order of
priorities determined by the TAHE Board, SCl and other factors outlinad below.

For example, TAHE will assume accountability for non-specialised assets. TAHE must implement an
adequate asset safety and assurance framework in relation to the TAHE assets.

Noting the safety considerations and overall Transition Plan, the indicative list below of functions (Schedule
1) should be considered for incorporation into to the revised Operating Licence, and under what terms
(Schedule 2). TINSW, in consultation with TAHE and other government stakeholders, will lead the review of
the current Operating Licence and prepare the revised Operating Licence for Ministerial approval.

Schedule 1 - initial view on new TAHE functions post 1 July 2021

¢ Negotiate access terms with public and private rail operators

¢ Renegotiate and execute the Rail Service Contracts

» Input to regulatory reviews, for example the proposed review of the NSW Rail Access Undertaking.
o Approve capital project materials related to TAHE assets

s Confirm plan to prepare asset management and applicable frameworks for non-specialised assets.
o Implement suitable safety and environment assurance frameworks for its specialised rail assets

e Endorse the level of maintenance funding

3'From the TAHE operating model update 230920, Boston Consulting Group (8CG)
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e Appoint maintainer

Schedule 2 - Preliminary view on changes to the terms and conditions:

¢ Ongoing projects: The list of Cabinet approved projects will require updating, as new project have
received investment approval to proceed. It is important that these inflight projects remain under
delivery by TINSW's specialised teams, until a point where TAHE has accrued internal capability.

Appropriate safety and environment consideration and arrangement must be implemented for non-
speciaised capital projects.

e Terms and agreements betwesn TINSW and TAHE need to be dsfined

s Exclusions and limitations from the operating model defined, e.g.:
-~ Commuter car parks, I1SDs, station upgrades and property development;
- Other commercial activities; and
- Asset disposals.
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3ackground

The June 2020 Cabinet Submission outlined tha negative fiscal impacts that would occur, should TAHE be
unable to be sustained &s a bona fide PNFC over time. At that time NSW Treasury estimated that the
budget would deteriorate by $1.8 billion in FY21, should TAHE retum to the General Government Sector.

Accordingly, Cabinet endorsed three specific fiscal objectives within the overall TAHE objectives, requiring
that TAHE:

¢ Meet accounting standard requirements by 1 July 2020.
e Sustain the accounting treatment over time.

o Maintain PNFC classification from the ABS (for-profit TAHE, NFP for ST and NSWT).

This is not accounting advice

As noted in the methodology, this section does not constitute accounting advice or opinion. No accounting
opinion has been sought on the long-term operating model. Instead, we have sought to comply with the
intent of the existing NSW Treasury accounting advice - and have sought detailed input from NSW Treasury
officers across each stage of development, to ensure our work supports the fiscal objectives.

While not providing any accounting opinion, this section necessarily provides observations about issues
raised in our work developing TAHE's long-term operating and detailed financial models.

These observations are intended to inform TINSW's request for NSW Treasury to seek fresh accounting
advice on TAHE, now that far more is understoocl about how it is intended to operate in practice 3.

Assessment

This section qualitatively assesses the ability of TAHE to meet the fiscal objectives tabled in the Joint
Submission to Cabinet by NSW Treasury and TINSW in late May 2020.

Table 21 outlines the fiscal objectives set by Cabinet and indicates, via a traffic light system, the likelihood of
TAHE satisfying tham.

Table 21: Traffic light analysis of fiscal objeciives for TAHE long-term operating model

Fiscal objectives Rating

Meet accounting standsrd requirements by 1 July 2020 .

Sustain the accounting treatment over time )

Maintain PNFC classification from the ABS (for-profit TAHE, NFP for ST and NSWT) (

Key: Green = likely to meet the objective, Amber = potential to not meet the objective, Red = highly unlikely
to meet the objective.

¥ See TAHE Working Group minutes, 18 September 2020
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Likely,

NSW Treasury has advised that TAHE will mest NSWAO requiremeants for FY20.

Poientially.

Treasury's advice is based on 1 July 2020 and did not consider a detailed cperating modal, which has not
existad until this body of work

NSW Treasury has provided accounting advice for TAHE across a range of relevant standards, including:
¢ AASB 10 - consolidatad financia! statements.
+  AASB 1059 - service concessions arrangaments.

We have provided a briaf cutling of our understanding of these balow, applying them te the leng-term
operating model for TAHE. It is noted that KPMG are aware that managernents have been through
processes to validate accounting positions and to consuit with the Audt Office. It is of KPMG's
understanding that these hava been accepted by the Audit Office asat1 July 2020. The fellowing
observations are made for ongoing reviews of accounting positions.

1. AASB 10 - Consolidated Financial Statements: periodically review

We understand that AASB 10 requires that an entity {the parent) that controls one or more other entities
{subsidiaries), presents consclidated financial statements 3. An investor controls an investee when it is
exposed, or has rights, to variable returns from its involvermnent with the investse and has the ability to affact
those returns through its power over the investee 3.

This means for example, that if TAHE were determined to be controlled by TINSW, then TAHE and its
assets would move from the PNFC and return to the Budget.

NSW Treasury’s advice to 1 July 2020 holds that TAHE is no longer a controlled entity of TINSW and will
see little intervention from the general government sector.

With the long-term operating model developed, this materially updates the fact pattern available for
accounting advice.

Accordingly, updated accounting advice should be sought to confirm the sustainability of the operating
model over time.

2. AASB 1059 - Service Concessions Arrangements: periodically review

The gehe.ral premise for AASB 1059 is that an entity will disclose the assets that it controls over the period
that it exerts control of those assets, regardless of legal ownership.

AASB 1059 was issued in 2017 and is due to commence from 1 July 2020, requiring grantors to recognise a
service concession asset and, in most cases, a corresponding liability on the balance sheet.

Relevant NSW Treasury accounting advice to 1 July found that the arrangements are outside of the scope of
AASB 1059 on the basis that the Rail Operators are not providing services on behalf of TINSW given the
provision of the relevant service is not within TINSW's mandate, but rather the Operators are acting as the
principal in delivering their own service delivery mandate %,

With the benefit of a developed long-term operating model, updated advice should be sought to confirm the
sustainability of TAHE under these standards.

3EAASB 10
I AASB 10
33 NSW Treasury Advice, NSW Rail Arrangements, AASB 1059 Assessment
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3. AASB 16 - Leases: advice needed

No specific assessmeant or advice was provided for with regard to AASB 16, which is the accounting
standard that sets out the principles for the recogntion, measurement, presentation and disclosure of
leases, and defines lease agreerents.

Our understanding of AASB 16 is that it foliows the same general premise of AASB 1059 - that assets are
recorded by the entity which exerts control over the relevant assets,

It follows that a similar risk arises in that if TINSW is determined to have aright to control or direct the use
of TAHE's assets given its ability to determine utilisation of the assets under the Rail Service Arrangements,
then the assets and associated depreciation could potentially be transferred from the PNFC into the GGS.

Similarly, the updated long-term oparating model should form the basis of advice on the risks associated
with the introduction of AASB 16 and its application to the arrangements between TAHE and TEINSW.

PNFC classification from the ABS (for-profit TAHE

Potentially.

The NSW Cabinet's TAHE fiscal objectives require that the long-term operating model be capable of
sustaining the PNCF status of TAHE; but also, that of Sydney Trains and NSW Trains - the public rail
operators who are currently also characterised as Public Non-Financial Corporations.

The ABS under the General Finance Statistics (GFS) manual sets the criteria, definition and guidance for how
all entities should be classified for all Government agencies nationally. Entities can be classified as General
Government (GG}, Public Non-Financial Entities (PNFC) and Public Financial Entities (PFE}. These
classification rules define how the State produces its public financial reporting.

The ABS advised the Governmeni in 2012 of its intention to reclassify RailCorp to the GG sector because of
concerns it did not meet the classification criteria for a PNFC.

0On 6 May 2015, ERC approved the aslablishment of TAHE to operate as a commercial entity in the PNFC
sector or alternatively, a "for profit PNFC'.

(:) [ney e nont
. fﬂ’ 1\1-.,‘: Uui L.

)

‘What arethe PNFC criteria? i

The criteria for PNFC status are set out within the ABS 2015 publication ‘Australian System of
Government Finance Statistics: Concepts, Sources and Methods' (ABS GF S Manual). A principles-based
approach is applied whan determining whether an entity satisfies PNFC criteria. PNFC classification
requires all of the following:

«  Limited GGS intervention;
+ Determination that an entity is a market producer; and

«  Confirmation of an entity being a separate institutional unit in its own right (which is assumed to exist
and not explored).

The ‘for-profit’ status indicates that the government shareholder can expect a sufficient return,
which supports treatment by the GGS of injections of equity into TAHE.

On 29 May 2015, the ABS granted RailCorp transitional commercial PNFC status in response to NSW
Treasury's request for determination and information provided to the ABS.
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In the request for determination, NSW Treasury advised the ABS that TAHE will

The ABS advised TAHE is classified as a PNFC, but it should be informed of any changes to structure,
operating environment of legislation. Some of the structural and operational information presented to the
ABS in the request for determination includes:

e TAHE will be a separate institutional unit

i)

o  TAHE wil negotiate and enter into |

@

as

(I

> arrangements with government and prvate saclor operaters

¢ TAHE wili adjust prices within IPART regulated bounds to react to market changes and movements
o TAHE will pay a rate of return to its shargholders in the form of dividends

»  TAHE may receive future equity injections, but will provide s returnon future investments

o NSW Government will not provide grants or subsidies to TAHE

o All other antities within the Transport Cluster will be unaffected, apart from a minimal increase in grants
and subsidies to Sydney Trains and NSW Trains,

On this basis, the ABS agreed to the transitional classification of TAHE and the rail operators as for profit
and not for profit PNFCs, respeciively; but noted that entities may be reclassified in the future should
TAHE's operating environment or structure change

Specifically, the ABS requastad to be informad of the level of grant anc subsidy funding that would be
provided to the Public Rail Operators under the long-term TAHE model.

Upon providing its transitional classification for TAHE, the ABS requested that entities may be reclassified in
the future and the ABS should be informed of any changes to TAHE's structure, operating environment or
other circumstances. The ABS specifically requested that the level of Government transfers to the Public
Operators be communicated once known, to confirm whether there is any change to the classification of
these entities %,

NSW Treasury's request for determination to the ABS stated TAHE would own, finance and maintain rail
assets in the comprising infrastructure above and below land (track, signals, stations, rolling stock etc) and
lease these assets out to commercial operators at commercial rates.

The long-term TAHE operating model now reflects TAHE's high-level functions to:
o Own allformerly RailCorp ‘heavy’ rail assets, including trains, tracks, property and other infrastructure
s Authorise funding and investment decisions for new capital projects within TAHE's portfolio

e Provide strategic direction, assurance and funding endorsement for maintenance, but not to carry out
maintenance activities that require Accreditation under RNSL

e Enterinto Access Agreements to provide access to its regulated assets, negotiating pricing
arrangements and appointing TINSW to negotiate and develop non-price elements of agreements

o Enter into and negotiate commercial Licence Arrangements for use of its unregulated assets

o Develop an assurance framewaork and asset management policy that will enable TAHE's Board to attest
to the safety, management and performance of its assets under ASM standards and NSW Treasury
Asset Management Policy.

It is therefore expected that the ABS will reassess or confirm the adequate classification of TAHE and the
Rail Operators once arrangements to support the long-term TAHE operating model are agreed.

39 ABS Determination, 2015
“0 ABS determination
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Limited Government Intervention:

A criterion to maintain PNFC classification is to demonstrate ‘limited Government intervention’ which in this
context is partly analogous to the accounting concept of "control’ discussed above.

This means that the above risk for maintaining accounting standards is also applicable for TAHE to maintain
its PNFC status and requires limited intervention by TINSW in directing TAHE's relevant activities.

This is a'so applicable to the Rail Operators, both currently subject to direction by the TINSW Secretary by
virtue of S3G of the TAA. TINSW stakeholders indicated the TINSW Secretary may cede S3G powers to the
executive level within TINSW to facilitate greater levels of integration in line with implementation of
Evolving Transport.

The public rail operators are subject to S3G of the TAA, which NSW Treasury’s accounting advice notes as:

TAHE’s for profit status and subsidies to Rail QOperators:

TAHE is envisaged to provide a return to its shareholders and commence issuing dividends by FY23, with the
predominant source of revenue arising through charges to the Public Rail Operators ($2.0 FY23).

Given the Public Operators currently do not héve sufficient revenue to cover existing operational expenses
and incurred a deficit of $1.5bn in FY20, NSW Treasury has advised that the additional access charges will
be funded by way of direct subsidies to the Rail Operators.

The TAHE financial model indicates these will be in the order of $2.4bn in FY24.

Given the risks outlined above, there is a risk that TAHE and the Rail Operators may not able to maintain
their PNFC designation.

N

ganisan

LIt

and Operational oRieEctives assessment

This section applies a qualitative assessment against Cabinet's organisaticnal and operational objectives.

L‘

Figure 24: Summary Assessmen|

Organisational objectives

Supports Evolvmg Transport and long-term operating blueprint

Improves management of assets, commercislity and transparency of the use of public
funds

Facilitate the integration of networks, services and project planning, across modes and
with a customer focus

Allow future reform to rail service delivery models

Account for TAHE Board's duties and corporate objectives

Operatw nal ohjectwes

Maintain and enhance safe network operations

Create clear, logical operational accountabilities between TAHE, TINSW and rail service (i
operators i

KPMG | 91

© 2020 KPMG, 2n Austraian partnership and a member firm of the KPMG network of independent member fiems affilzted with KPMG International
Cooperative ["KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Liability fimited by a scheme approved under Professional Standards Legislation



Sensitive: NSW Cabinet KPMG Highly Confidential

Key: Green = likely to meet the objective, Amber = potential to not mest the cbjective, Aed = highly unlikely
to meet the objective

1. Does TAHE support Evolving Transport’
Highly unlikely.

The Evolving Transport organisational restructure is fundamentally premised on the abolition of madsl
agencies. This reform reflects global trends in transport service delivery whereby mods specific agencies
cede to customer journey-focused multi-mocal structures.

The recent abolition of RMS is an example of this overali policy trend

in this way, the creation of an independent SOC with control over rail infrastructure cannot be considered to
support this objective.

2. Does TAHE support a long-term model that improves management of assets. commerciality and
transparency of the use of public funds?

Potentially.

TAHE offers transparency benefits, requiring regulated access fees, funding for whole of life costs, averlaid
by enhanced reporting overseen by professional independent directors

However, this sees disbenefits in meeting Cahinet’s objective.

The first disbenefit is that the corporatisation of TAHE and thereby, making explicit costs to rail which may
not be routinely funded or accounted for in other modes or budget sectors. Making rail relatively more
expensive can be considered to be a relative disbenefit over time to a3 mode that already suffers from high
operating costs.

The reguirement to charge a profit in an inherently unprofitable rail sector adds further cost burdens to rail
projects that are not faced by other priorities.

A further disbenefit arises through the rigidity of TAHE's structure accounts. A key aspect of the move away
from modal-specific entities has been the intention to bring a portfolio approach to project contingency
management; and to allow maintenance to be prioritised according to need, across modes. Neither of these
are possible under the long-term operating model, noting that TAHE is a regulated SOC with statutory and
fiduciary requirements over its use of funds.

A final disbenefit accrues via the much higher than anticipated depreciation costs. As noted in the report,
prior considerations assumed TAHE's asset value would be written down by half. Without this write down,
TAHE funds much higher depreciation costs, seeing substantial cash ‘trapped’ within the entity — because
dividends can only be paid from NPAT.

NSW Treasury feedback has identified this as a benefit, explaining it creates the opportunity for TAHE to
invest in its own capital projects. In practice, this is likely to diminish the overall quantum of transport capital
funding available and see this money ‘prequalified’ to rail projects; repeating prior experience of mode-
specific agencies and corporations.

On balance, we consider the benefits assumed from increased transparency are outweighed by the .
disbenefits posed through higher relative costs imposed on rail projects and the sequestration of trapped
TAHE revenues for rail projects.

3. Does TAHE facilitate the integration of networks, services and project planning, across modes
and with a customer focus?

Highly unlikely.
TAHE is an independent, mode specific agency. It is unlikely to naturally result in integration, noting the
divergent interests and incentives between a for profit corporation and public service transport providers.

The operating model seeks to rectify these through the contemplation of TAHE's appointment of TINSW to
perform key tasks, such as business case development.

In practice, TAHE does not have a relationship with the customer and noting the limited contribution of
passenger revenue to the operators, has little commercial incentive for regard to rail users.
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4. Does TAHE allow future reform to rail service delivery models?

Likely

5§ Does TAHE account for TAHE Board’s duties and corporate objectives

Likely.

The operating model seeks to allocate the TAHE board with the ordinary functions and powers typical of a
SOC.

6 Does TAHE maintain and enhance safe network operations?

Likely subject to an approved detailed transition plan.

Based on the operating model and transition plan, once signad off by both TAHE and TINSW, SER has
advised this would be expected to move to a ‘green’ status assumingan orderly, considered and informed
transition. Key implementation considerations are as follow:

o Phased implementstion over a number of years, aligns to asset management and safety approach,
noting that heavy rail assets operate in a regulated environment with Sydney Trains and NSW Trains
delivering approx. 420 million trips are taken annually (pre Covid);

s The asset management and safety approach is based on implamantation of three lines of assurance,
requiring TAHE and the Board to build capability and capacity;

¢ Substantial program of work required to manage implementation of revised governance, agreements
and interfaces;

+ Change management approach will be critical to ensure alignment to broader Transport reform
cbjectives. Taking a whole of transport view of risk identification and mitigation will be critical in the
change process; and

* Interfaces across five entities (TAHE, TINSW, Sydney Trains, NSW Trains, CRN O&M) needs to be
considered and also take into consicleration revised operating environment, including award of new CRN
contract in early 2021, with new Q&M 1o begin operations in early 2022. Shared and individual
accountabilities and responsibilities are understood and discharged.

7 Does TAHE create clear, logical operational accountabilities between TAHE, TINSW and rail
service operators

Potentially.

The TAHE long-term operating model has sought to introduce the most logical accountabilities possible,
within the complexity of structural separations between funding and delivery of rail capital and operations.

Further work will be required to resolve in datail the range of transactions and interfaces that will inevitably
he encountered as TAHE moves toward full operations.

KPMG | 93

© 2020 KPMG, an Australian partnership and a member firm of the KPMG network of indepenrdent member firms af fiiated with KPMG International
Cooperative ["KPMG International ”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks or trademarks of KPMG
International. Liability imited by a scheme approved under Professional Standards Legistation.






Sensitive: NSW Cabinet KPMG Highly Confidential

This report has developed TAHE's long-term operating medel to meet Cabinet's fiscal, organisational and
operational objectives. Where inconsistency has arisen batweaen cbiectives, we have sought to prioritise
safety and then fiscal objectives over others; reflecting their binary nature.

The long-term operating model sees TAHE as an independent, mature corporation that exists to profitably
meet its objectives as the awner of the State’s regulated rail network, unregulated rail assets and
substantial adjacent non-operational land holdings. Further, the long-term operating modei contemplates
TAHE with independent control over access and licence arrangements for rail assets: operational and non-
operational capital projects; endorsement of maintenance level; and finance and funding.

This report has included financial modeliing and detailed analysis, derived from the 'KPMG TAHE Financial
Mociel. Tha detailed model shows a significant erosion in the estimated net fiscal benefits offered by TAHE
over e forward estimates and the 10-year evaluation pariod. Importantly, NSW Treasury's preferred TAHE
scenario has evolved over the course of the financial modelling; and now sees some limited but important
areas of divergence between KPMG's preferrad assumptions, and those desired by Treasury.

The long-term operating medal was assessed against Cabinat objectives to determine the extent to which
TAHE can be successfully implamented while achieving the required objectives.

Next steps
TAHE's creation marks a material change in the shapa of transport administration in NSW - and will see the
most substantial reordering of funclions in tail, since the structural reforms in the 1990s.

The complexity of operation and the overlays of economic, safety, environmental, fiscal and corporate
reguirements mean TAHE will require a staged Lransition of duties, over time.

We have outlined a draft transition plan, designed to allow TAHE to focus on establishing its core contractual
and commercial relations, found in Section 3.
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The Transport Asset Holding Entity (TAHE) came into legal existence on 1 July 2020; but has been under

consideration and development for more than five years. Figure 25 below outlines key events relevant to
TAHE ~ from 2012 to now.

Figure 25° Key events for the Transport £8se! Holding Sntity 2012
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NSW rail assets have been classified on the State's PNFC balance shaet since 1996, ¢ with corporatisation

of the NSW Government's railways aliowing rail assets to be maoved from the general government (budget)

sector, in favour of the PNFC balance sheet. This allowed the capital and depreciation cost of public railways
to be reporied outside of the General Government Sector.

Corporatisation and commercialigation were progress vely dismantleg from the mid-2000s, feliowing a
series of rail incidents*?.

More recently, modsrnisation of transport p:anning and operations has seen a global trend toward modal
integration, not separation

in 2012 the ABS notified the NSW Government of its intention to reclassify the then-Rail Corporation o
NSW (RailCorp) back to the general government sector, reflecting thatit was no longer cperating as a
defensible public corporation, and was not charging economically significant prices or recovering a
substantial degree of its costs, among other things. +

NSW Government responded by developing a conceptual framewaork designed to allow NSW raiway assets
to continue to be reported on the PNFC balance sheet, rather than the State Budget. The resulting TAHE
conceptual framework was agreed with the ABS in 2015, committing that:

o "TAHE will be an institutional unit established to manage transport assets for the governmant and other
rail operators.”

e “TAHE will generate a commercial return for the government and will charge economically significant
prices for use of these assets.”

o “TAHE will be expected to provide dividends from after tax profits to shareholders, comparable to an
equivalent private sector business.”

e “There will be limited competition as there will be no other entities owning/leasing rail assets in the
same part of NSW.”

e “Rail operators will have some choice in whether they use some of TAHE's assets or alternative
transport options, based on price. “!

The agreement with the ABS also established a series of milestones to be met by the NSW Government, to
show progressive movement toward the successful establishment of TAHE by an agreed 1 July 2019 start date.

TAHE's inclusion in the Transport Administration Act

To remain on-track with the establishment date, TAHE returned to the NSW Cabinet and subsequently, the
NSW Parliament in 2017, seeing the passage of amending legislation to allow TAHE's subsequent creation
as a statutory State-Owned Corporation (SOC).

The Transport Administration Amendment (Transport Entities) Act 2017%% and the Treasurer's second
reading speech provide further guidance on the anticipated purpose and function of TAHE at that time,
reflecting:

o "TAHE would optimise the existing transport asset base, to enablea more effective, efficient and
commercial approach to the management of transport assets, particularly property.”

o “The creation of TAHE would allow transport operating entities to focus on their core functions of
operating transport services and deliver improved customer service; and deliver on capital and recurrent
budget targets.”

& hitps fiwwwe legis’ation nswy
nitps five “hll'*rﬁalf'fr\' /0 dated_Financial_Statement_ol_the_NSW_Publc_Sscior_1998-97 ngi
@ See Waterfall incident 2003, Albury |nc:|dent 2006 Newbrldge 201 0 Central 2016 and Tempe 2017.

4 https Svww. parizment.nsw.gov.au/billffiles/3378/2R% 20Transpor L pdf

& Re- Final Determination of the classification of Transport Asset Holding Entity, lan Ewing, Deputy Australian Statistician, 29 May
2015.

4 hitps:iwww legislation.nsw.gov. aufview/htenifinforce/current/act-2017-012
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«  “Nothing in the TAA amendment will change the framework for setting public transport fares as this will
remain to be determined by TINSW.”

s “Sydney Trains and NSW Trains will continue to take responsitility for safety relating to the core
operational assets.”

¢ “Sydney Trains and NSW Trains are authorised under the bill to maintain rail infrastructure carriages,
engines, plant machinery or equipment. ” 4

2017 also saw TINSW and NSW Treasury, in conjunction with external advisors, continue to develop TAHE's
ousiness definition. This inciuded:

o TAHE would not be an operator or be responsible for operations of train services or the heavy rail network

« TAHE would not have network control functions. It will purely be an asset manager, providing access to
assets or leasing assets out on a commercia! basis. This is different to a pure asset owner as it would
have a more active role in the management of its transport assets.

o TAHE's functions could only be exercised under the authority of an operating licence with Government

s  TINSW would provide strategic direction on the use of transport assets and on maintenance and
procurement requirements

¢ Rail assets under the current ownership of RailCorp would remain in TAHE, whilst other transport assets
may be subsequently transferred into TAHE. ¢

TAHE 2018 - early 2020

TAHE saw only modest progress between 2018 and early 2020, reflecting an agreed extension to the
planned 2019 ‘go live’ to 1 July 2020; and the challenges created by changed acceunting standards in
2018%,; and the extreme complexily of daveloping a workable operating model.

48 https/Awww.parhament.nsw.gov.au/bill/files/3378/2R % 20 Transport % 20Entitie s% 20L C.pdf

47 Cabiret Submission - Establishment of the Transpart Asset Holding Entity, 3 March 2017,

48 hitps /fwwaws treasury.nsw.gov au/informat.on-pubiic-entiies/accounting-policy/aase- 1059 service-concession-afrangements-grantor,
https./iwvew aasb gov.aufadmin/ile/conteni105/¢3/AASB10_07-15_COMPdec15_01-18 pdf

KPMG | 99

© 2020 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affliated with KPMG Internationg
Cooperative {"KPMG International”), a Swiss entity. All rights reserved. The KPMG name and logo are registered trademarks of trademarks of KPMG
Internarional, Liabdity limited by a scheme approved under Professional Standards Legislation



Sensitive: NSW Cabinet KPMG Highly Confidential

FAHE i1 2020

TAHE has seen renewed focus and momentum since early 2020; as the "go live’ date and fiscal reporting
deadlines have mads TAHE's successful establishment an increasingly urgent oriority.

In its June 2020 consideration of TAHE, the NSW Cabinet authorised the corporation to be 'stood up” - and
affirmed a raturn to Cabinet to address the key objectivas outlined in this report, outlined in Figure 26 below.

CIm

This report responds directly to Cabinet’s request - developing a long-term TAHE oparating model - which
is then objectively assessed against each of Cabinet's TAHE objectives. The methadology of our approach is
outlined in Appendix 2.
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TAHE has seen substantial high-level consideration over the past five years, but more limited effort has
been applied to detailed definitions of what, whean and how TAHE wili perform its duties within the wider
transport ecosystem.

-

Accordingly, our approach has been based on research, modelling and analysis — overlaid by detailed and
continuous consultation with TINSW, TAHE and NSW Treasury officers.

We segmented the development of the TAHE long-term operating mode! through five stages, with a
technical File Note provided to TINSW and NSW Government stakeholders at each point.

1. Defining TAHE's core business: We used prior NSW Treasury and other inputs to distil, define and
agree TAHE's core functions that it must control to satisfy Cabinet's fiscal objectives.

2. Segmenting rail functions: We usad TINSW's RAC! to provide an initial segmentation of detailed
functions - adding further detsil needed to provide customised RACIs across TAHE's key functions -
gllowing & clear picture of where accountabilities have changed. This resulted in the Functional
Specifications File Note {18/08/2020).

3. Developing TAHE’s ConOps & coordination measures: Using the agreed RACIs, we developed and
tested a high level preliminary ConOps with key stakeholders; as well as outlining potential mechanisms
to coordinate activities between TAHE and transport agencies - ‘business rules. This resulted in the
Business Rules File Note (16/09/2020).

4. Develop and refine a robust TAHE financial model: We developed the ‘KPMG TAHE Financial Model'
from scratch, noting the limitations of the prior model outlined in our June 2020 report to Cabinet. This
has allowed greater accuracy in understanding the consequential financial benefits and impacts posed
by TAHE's move to charge fees and fund capital and operating activities on the NSW railway. This
resulted in the delivery of the Financial Model File Note (04/09/2020).

5. Resourcing TAHE: We worked with TFNSW and TAHE's executive management to agree FTE manning

© assumptions based on the draft long-term operating model. This estimate has been used as an input to
cost modelling and will depend on subsequent decisions by TAHE about its business undertakings and
resourcing levels. The findings can be found in Appendix 4 of this report.
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Defining TAKE's core business

UUsing the baseline knowledge from our prior report Cabinet and our review of prior work on TAHE, curinitial
focus was on defining TAHE's ‘relevant activities' ~those areas over which TAHE must exhibit control and
independence, to meet its fiscal objectives.

Noting TAHE's assets and state purpose, we defined these activities as:
1} Track access and asset licence pricing and terms;

2} Capital projects on TAHE assets;

3)  Maintenance of TAHE's assets; and

4) TAHE's corporate financing and funding activities.

Our definition of TAHE's relevant activities was testad with a range of NSW Government stakehoiders - and
most particularly with NSW Treasury officers to provide us with comfort that these relevant activities
support TAHE's fiscal objectives. Our consuitations are outlined in Table 22,

People and Culture Kirsten \Watson, Deouty Secretary 09/07/20
Customer Strategy and Joost de Kock, Deputy Secretary ' 10/07/20
Technology
Greater Sydney Elizabeth Mildwater, Deputy Secretary 10/07/20
tnfrastructure and Place Peter Regan Deputy Secretary 13/07/20
Corporate Servrces Fiona Trussell A/Deputy Secretary 13/07/20
Safety, Environment and Tara McCarthy, Deputy Secretary 14/07/20
Regulatlon
Regronal and Outer Metropo[:tan Carot Anne Nelson, Deputy Secrelary 14/07/20
Sydney Trains Suzanne Holden AIChref Executive 17/07‘/20
NSW Trains INSWT] Pete Allaway, A/Chief Executive 17/07!20
Peaple & Culture Tracey Taylor ED, Business Partnerrng 03/08/20
Customer Strategy and Susie Mackay ED, Freight 28/07/20
Technology
Customer Strategy and Christina Limbidis, ED Customer Strategy and 16/07/20
Technology Experience
Customer Strategy and Chris Bennetts, ED, Digital Projects 17/07/20
Technology g
Customer Strategy and David Scott, ED, Advanced Analytics and Insights ~ 27/07/20
Technology
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Customer Strategy and Tim Raimond, ED, Future Transport 16/07/20

Technology
Greater Sydn.ey. - .(.)raig Webster, CFO Greater Sydney 15/07/20
Greater Sydnéy Tessa Knox-Grant, ED 7 17/07/20
lnfrastructuré :-andiPlace - Ale; Wenc;»er ChrefD;r;)pr;ent— Ofice? - 2 1707,’20 -
nfrastructwe andPlace  Peter Church, Head of RailDelvery 210720
Safety, Environment énd ;Iohn Qardwick, ED Asset Man_agerﬁent 22/07/20
Regulation
VSarfety, Enviro nment and r.\J.iEOLe .A.Ibert, Director of Safet;/ 23/07/20
Regulation
Regional and Outer Metropolitan Tom Grosskopf, Head of Sydney Planning 17/07/20
“(;porateuSeur;lir;;s Sally Web, Grrou;vj Gertwtér“a.ImCounciI | “ 21/07/20.“ R
RAéI | NSW Treasury N - ; 18!08/2020
20/08/2020
TAHEb:smfess m;)del NSW Treasury / TfJ\Jé\/\-f / TAHE | - 15/08/2(320

Segmenting rail functions

With agreement over TAHE's core business activities, we used the TINSW RAC! matrix to identify the
junctions and areas impacted by TAHE's transition to a long-term operating model. This allowed us to
ilentify the detailed functions related to each area of TAHE's business - and provided a basis for these to be
1nallocated to reflect TAHE's future role.

Our initial allocation was conducted using a ‘PNFC classification’ approach, whereby we sought to allocate
TAHE a demonstrable level of control and economic independence from the NSW Government.

The tables below outline the length and breadth of our consultations across TINSW, TAHE and NSW
Treasury officers, ensuring a detailed focus and agreement on the functional allocations.

It is worth noting that the functional allocations have changed repeatedly across the engagement, driven by
evolving inputs from NSW Treasury, TAHE and Transport, ensuring that the long-term operating model
supports NSW Government fiscal, operational and organisational cbjectives together with safety
requirements.

Table 23: RACI workshop, 4/9/20

Relevant

activity Function Prior RACI Updated RACI Requestor
Operational & All One slide Division for operational and non- TAHE
non- operational capital projects
operational
Variations N/A Addition TAHE
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Relevant _ . :
activity Function : Prior RACI Updated RACI Requestor
capital ' ' - N - -
i Asset acceptance  Split between Combinaticn of non-reg and reg TAHE
projects
non-reg and reg
Non- All, excluding: N/A s A/Rfor TAHE TAHE
operational s C for TINSW
capital ¢ Investment
projects prioritisation
o Prefeasibility
funding
o Deliver
e Assetl acceptance
Maintenance  SAMP A for TINSW A /R for TEINSW TAHE,
TINSW
TAHE SAMP A for TAHE A /R for TAHE
AMP N/A Division for operational and non-
operational assets
Asset assurance NIA Reordered to follow AMP NSW
‘ Treasury
Variations N/A o Reorderedto follow AMP NSW
o Division for operationa! and non- Treasury,
operational assets TAHE
Funding capital e C for TAHE o A** for TAHE, with ** narrative - TINSW
; Capital maintenance funding is from
maintenance
% A48 Tou TS TAHE - TAHE is the final decision
maker of funding envelope
o R for TINSW
Appointment of N/A Addition TAHE
maintainer
Maintenance N/A Addition of * narrative ~ TINSW (via TAHE
services ROM) responsible for managing

private contractor for maintenance of
CRN network)

Table 24: RACI Workshop 8/9/20

Relevant
activity Function Prior RACI Updated RACI Requestor
Operational Investment ¢ Cfor TAHE s Afor TAHE KPMG in
capital projects prioritisation TAHE e A/Rfor TINSW e R for TINSW response to
¢ Reordered to be above workshop
Investment prioritisation discussion
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Function _ Prior RACI Updated RACI Requestor

vaaiE B + Cfor TAHE o Afor TAHE andl foedbank
E:Efsiegwusmess o A/Rior TINSW R for TINSW MR
5 for TINSW e :
O ..o I i i _ notyet
Final business case ¢ Cfor TAHE * AforTAHE A,

© A/Rfor TINSW e RforTINSW

Funding for *  Afor TAHE e A for TAHE
implementation ¢ A/ R for TINSW ¢ R for TINSW
Asset acceptance ¢ R for TAHE o AR for TAHE

o A/RforTINSW o R***for TINSW

¢ Addition of *** narrative —
Financial acceptance is
determined by TAHE, .
technical acceptance is

. determined by TINSW.
Non- Investment N/A Reordered to be above
operational prioritisation TAHE Investment pricritisation
capital projects
Maintenance TAHE SAMP N/A Reordered to be above SAMP

Assetassurance  * A/RIorTAHE o AforTAHE

) e Rfor TINSW ° R fngfNEW
AR o A/RIor TINSW o Afor TINSW
operational assels e R ior Sydnay e R for Sydney Trains
N o j(ains. -
Prioritisation of N/A Addition
opex maintenance
Funding opex ¢ Cfor TAHE ¢ AforTAHE
maintenance e A/Rfor TINSW e RiforTINSW
Appointment Of o A /Rfor TAHE o AforTAHE
maintainer o R*for TINSW o R*for TINSW
Maintenance o AJR*for TINSW e  A* for TINSW
servicas * A/fRfor Sydney ® R for Sydney Trains
Trains e Alteration of * narrative —
External service providers
through TfNSW, such as CRN
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Relevant

QOperational
capital projects

Investmeant
prioritisation
Transport network

Gate 0. Need
identification

Investmeant
prioritisation
Transport netwaerk

Nown-
operationatl
capital projects

Prefeasibility funding

Gate 0: Need
identification

Strategic business
case

Final business case

Prior RACI

Titled ‘investmeant
pricritisation’

C for TAHE
At R for TINSW

Titled 'investmant
priofitisation’

KPMG Highly Confidential

_ Requestor

Renzmed KPMG in
Reordered to be response to
zoove Invastment workshop
prioritisation TAHE discussion and
A for TAHE tagsback

o {maintenance
R for THNSW not vet agreed)
Renamed

Reordered to be
above Investment
prioritisation TAHE

No allocation for TINSW C for TINSW

o A/Rfor TAHE
o. Cfor TENSW

¢ A/R for TAHE
o Cfor TINSW

¢ A/Rfor TAHE

A/ Rfor TAHE
R/ C for TEINSW

A /R for TAHE
R/ C for TENSW

A /R for TAHE

o C for TEINSW ¢ R/Cfor TINSW
Funding for o A/Rfor TAHE ¢ A/Rfor TAHE
implementation e C for TINSW e R/Cfor TINSW
Procurement e AYJ R for TAHE o A /R for TAHE

o C for TINSW o R/Cfor TINSW
Deliver e Afor TAHE e Afor TAHE

o C for TEINSW o R /C for TINSW

R for Sydney Trains s R for Sydney Trains

Variations e A/R for TAHE e A /Rfor TAHE

o C for TINSW ¢ R /C for TENSW
Asset acceptance o R for Sydney Trains ¢ | for Sydney Trains

L for NSW Trains e |¥ for NSW Trains

Maintenance Asset Assurance N/A Addition

Framework
Asset assurance o Afor TAHE e CforTAHE

e R for TEINSW * A /Rfor TINSW
e Funding TOTEX e Prioritisation of opex @ Combination of

maintenance
e Prioritisation of

TOTEX maintenance

maintenance

¢ Funding opex
maintenance
¢ Funding capital
maintenance

functions into

'Funding TOTEX
maintenance’

‘Prioritisation of
TOTEX maintenance’
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Function Prior RACI Updated RACI Requestor,

Funding

Borrowing Cfor TINSW | for TEINSW

Ptior RACI Updated RACI

Non- ¢ |nvestment + AR for TAHE s AfRfor TAHE TAHE
operational prioritisation TAHE ¢ 16 THNSW o R/Cior THNSW
capital o Prefeasibility
projects funding
Funding * Equity injections Crown as a column  ERC as a column title NSW

s CSO title Treasury
Maintenance * Assat management Splitfor operational Combined KPMG

plan and non-operational
®  \ariations

Relevant
activity Function Prior RACI Updated RACI Requestor

Negotiate access

Track access e & ¢ N/Afor NSW o Cfor NSW Trains TAHE
arrangements Trains
o Rfor TINSW
o |for TINSW
Daily Working Timetabl
D eKng TIMSAEE ¢ for TINSW. = Cfor TINSW TENSW - PP
Operational ~ D®ver A/Rfor TINSW A for TINSW THNSW
capital
projects
Maintenance /‘Ssetassurance Definition: Definition: Monitoringte . KPMG, to
Monitoring to ensure maintenance is address
ensure maintenance performed in line with TEINSW
is performed in line  specifications set out in comments
with specifications  plans and asset standards on
setoutinplansand behalf of TAHE.
asset standards on
behalf of TAHE and
as 2" line of
assurance.
AforSydney Trains a1 R for Sydney Trains TINSW
Al Sydney Trains Sydney Trains* TINSW
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Function . = Pri | = Updated RACI ~ Requestor

Addition of * narrative
reflects that this column
refers to CRN or other
maintenance providers.

f.-sset Assurance A/ R for TAHE & for TR TENSWY
Framework
Definition: Unforesean
identification, Definition: Endorse
suthorisatio seen identificati f
\EHTETGHE 2Ut \aras_.tl,n and unfgre‘eer identificat on o] TINSW
delivery of maintenance; not within
maintenance; not AMPs.
within AMPs
Definition: Authorising e .
Funding of TOTEX of funding to O&M for Sjeggﬁgbfzdzr:ﬁg:;d;ﬂ% TENSW
maintenance operational and capital 3 el n '
B capital maintenance.
Altered function name to
TAHE Asset
r_‘ P *
SN — TAHE SAMP TAHE Ass?t Performance
QOutcomes
Strategic Asset Altered function name to )
TAHE SASP Management Plan "TAHE SASP’ KPMG, in
) R response to
TAHE ASP None Addition stakeholder
e , _ feedback
Asset Management  Altered function name to
HE AM
TA J Plan "TAHE AMP'
Appointment 5f R o - o
i v A for TAHE A /R for TAHE
Definition: Endorse  yofinition: Endorse funding
Funding of TOTEX funding to O&M for i
. : ... to M for operational and TAHE
maintenance operational and capital = :
SR CR: capital maintenance.
Definition: ) )
Prioritisation and Definition: Prioritisation and
Prioritisation of TOTEX  allocation of funding  allocation of funding to M for TAHE
maintenance to O&M for operational and capital
operational and capital maintenance.
maintenance.
Finance and ¢ Definition:
Funding Amount of grant
funding to support ®  Definition: Amount of grant
operator’s funding to support TOTEX
Grant funding operational and costs in relation to TAHE's  TINSW
operational assets.
maintenance
costs. e Afor TAHE
o ( for TAHE
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From this collaborative and iterative process, an agreed set of RACI functions were established, segmenting
rail functions across TAHE's relevant activities.

. ) G TALIE Ss & . S0 necamial g T R
PG LAME S LONUDS aind Coordinguon measires

With the benefit of high-level agreement over TAHE's core business activities; and detailed agreement on
the functional allocation in the amended TAHE RACIs; we then developed an initial Concept of Operaticns
{ConOps) for TAHE - outlining a detailed concept of how TAHE wou'd operate and interact, under its long-
term operating mode!.

Noting that TAHE is an independent SOC, the concept of ‘business rules’ have been considered as a
mechanism to drive coordination in raii transport, without imperiling TAHE's PNFC status.

We used the preliminary concept of operations to develop potential problems that could arise; and to
consider where relevant legislative, regulatory or policy instruments could be used to achieve coordination
or resolve disputes.

We used a simple ‘problem/solution’ approach to identify potential areas of conflict across TAHE's core
husiness areas and underlying functions — and sought to link these to available mechanisms to resolve
them. Table 28 lists the consultation undertaken in developing the TAHE ConOps and coordination
measures. :

ROM Carol-Anne Nelson 20/08/2020
Safety & AM John Hardwick / Nicole Albert 20/08/2020
P&C Kirsien Watson [ Tracey Taylor 24/08/2020
SER Tata McCarthy 24/08/2020
GS Elizabelh Mildwater 24/08/2020
Sydney Trains / NSW Suzanne Holden / Peter Allaway 25/08/2020
Trains
1&P Alex Wendler 25/08/2020
NSW Treasury Cassandra Wilkinson / Sajiv De Silva{ Sean Osborn/  18/08/2020
Jeanne Vandenbroek / Scott Ellis / Howard Zhang / 20/08/2020
Andy Hobbs / Vincent Mercuri / Vincent Meney 25/08/2020
28/08/2020
1&P Pster Regan / Peter Church 26/08/2020
CST Joost de Kock / Susie Mackay / Christina Limbidis 26/08/2020
TAHE Anne Hayes / Andrew Alam / Peter Crimp / George 26/08/2020
Roins / Leanne Grant
NSW Treasury / NSW Treasury / TINSW / TAHE 03/09/2020
TAHE 04/09/2020
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Bigt

Detailed feedback from NSW Treasury / TINSW [ TAHE 10/09/2020
TAHE / High-level feedback
from NSW Treasury

Detailed feedback from 11/08/2020
TAHE
Detailed feedback from NSW 14/09/2020

Treasury / dry lease and
maintenance

Deveiop and refine a robust TAHE financial model

Our initial work on TAHE identified the need for a more sophisticaied financial model, to allow a thorough
assessment of the corporation’s likely performance - and robust modelling of costs and net benefits (see
Section 2). Accordingly, a key aspect of our work programme has been the development of new financial
model, from the ground up. We followed a five-step process outlined below:

s Stage one - agreed inputs & assumptions: Through detailed consuliations and worksheps, a set of
inputs & assumptions weare developed and agreed between TINSW, TAHE and NSW Treasury.

» Stage two - agreed architecture: Al relevant aspects of our financial mods! were consulted with NSW
Government stakehalders to sesk an agreement on the model's architecture which would see the
relevant outputs delivered within the context of agreed inputs and assumptions.

¢ Stage three - agreed scenarios: A set of scenarios were agreed with all NSW Government
stakeholders in order to holistically illustrate the financial impacts of TAHE; an agreed 'Base case’ is
used as a point of comparison to understand the relative fiscal impacts of TAHE remaining on the PNFC
as a SOC.

s Stage four - apply NSW Treasury-preferred assumptions: Detailed consultations with NSW
Government Stakeholders revealed NSW Treasury’s preferred revenue and commercial assumptions;
these are applied to the scenario where TAHE remains on the PNFC as a SOC.

e Stage five - assess net incremental impacts and results: Budget impact results from the model are
assessed against the numbers provided to NSW Cabinet in the June 2020 submission; a detailed
assessment on entity level impacts for TINSW and TAHE is also performed, noting key caveats to
TAHE's agreed commercial model.

Table 30 lists the engagement undertaken in developing the financial model, and in the financial analysis
presented in this Final Report.

Table 30: Consultations undertaken on the financial an

‘Informing the development of the financial model ]

Review of funds flow, NSW Treasury / TEINSW / TAHE 14/08/2020
inputs and assumptions

Access pricing 28/08/2020
Review of financial model 15/09/2020
of funds flow, inputs,

assumptions, scenarios

and outputs
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nesourcing (Amc

Only after the functions of the TAHE long-term operating model were determined was it possible to form a
view on the FTE footprint needed for TAHE to execute its functions. This was done by taking the defined
functions and consulting with TAHE and TINSW to test and determine their view on staffing levels. The
need, budget and investment required were tested with TINSW before a high-level view of staffing, and
where that staffing might come from, was articulated.

The organisational stage was concluded by forming a view and dascribing the impacts to Future Transport
2056 and the level of alignment to Evolving Transport. Again, a consultative approach was taken in
workshopping with the TINSW Evolving Transport l2ads to assess the extent of alignment.

Table 31 lists the consultation undertaken in the development of the organisational design of the TAHE long-
term cperating model.

TAHE Anne Hayes [ Leanne Grant 03/08/2020

11/09/2020

P&C Kirsten Watson / Tracey Taylor / Katherine Freytag 07/09/2020
09/09/2020

Safety & AM John Hardwick 03/09/2020
09/09/2020

(o] Fiona Trusseli / Brenda Hoang / Sally Webb / Jonathon Deans / 09/09/2020
Peter Perdikos g 07/08/2020
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Aside from safety and environmental laws dealt with through the separate safety advice, there are 5 range
of acts, regulations and policies that impact how TAHE may act, including:

The

Transport Administration Act 1938 (TAA) e State Owned Corporations Act 1989 (SOC Actl

TAHE's constitution ’

12 NSW Rail Access Undertaking.

ir effect on TAHE's operating modzl is analysed below.

Section 10 of the TAA sees TAHE creatad to achiave fiva principal cbjectives, considersd to be of equal
importance. Thay are:

(a)
(b)

fc)

(c)

(e)

to undartake its activities in a safe and raliable manner,

to be a successful business and, to this end

(i) to opsrate at least as efficiently as any comparable businesses, and
(i) to maximise the net worth of the State’s investment in TAHE,

to exhibit a sense of social rasponsibility by having regard to the interests of the community in which it
operales,

where its activities affect the environment, to conduct its operations in compliance with the principles of
ecologically sustainable development contained in section 6 (2) of the Protaction of the Environment
Administration Act 19917,

to exhibit a sense of responsibility towards regional development and decentralisation in the way in
which it operates. *°

Meanwhile, Schedule 1 of the TAA provides TENSW, with general functions over infrastructure, including:

al
b)
c)
d)

8)

f)

Transport planning and policy % g} Incident managament %

Transport public funding ® h}  Transport information 37

Transport infrastructure 3 il Provision and deployrnent of staff and
services

Capital works programs and budgets

. . : e 59
Contracting for the delivery of transport 54 il Ticketing Fortanspork seivices

services k) Precinct land planning ®

Transport services co-ordination 33 ) Procurement®

49 Section 10{1), TAA 1988 (NSW).
5@ pid sch 1 pt 1a)
5t |bid pt 1{b).

52 |hid pt 1{c).

53 |bid pt 1{d).

54 |bid pt 1{e).

55 |bid pt 1{f.

56 |bid pt 1{g).

57 {bid pt 1(h).

52 Ibid pt 1(1).

53 |bid pt 1()).

50 [bid pt 1(k).

51 lbid pt 10}
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m) Transport innovation. 5

Section 99D (2) of the TAA also provides the Minister for Transport & Roads with the power to
appoint/terminate the Network Controller; the statutory position controls the Dally Working Timetable
(DWTT) and any ad hoc or non-standard operations.

The Transport Administration Act's 2017 amendments created TAHE and contemplates functions in a
number of areas:

al To hold, manage, opsrate, and maintain its c)  To promote and facilitate access to that part of
transport assets. & the NSW rail network vested in or ewned by
TAHE in accordance with the current NSW rail

b) Financs, establish, construct, develop and s
access undsrtaking.®

acquire transport assets to be vested or
owned by TAHE. 8 dl  To acquire and develop fand to carry out its
other functions.®

The Treasurer's second reading speech provides further insight into the contemplations of TAHE's
functions, including to: ‘

"Manags the State’s portfolio of transport assets bstter and more commercially.”

“Consolidate ownsarship within ong entity ... rather than simply relying on the fragmeantation of assst
management and development across multiple entitiss. ”

"Provide a streamlined way for the State to manags any assets and liabilities that are no longer
required for the delivery of transport services in NSW, rather than the piecemeal approach.

“[Provide] clear delinsation between a publicly owned asset holder and the State as a direct service
provider.”

“Being more transparent about the way the State funds and accounts for [public transport asssts]. ”

"Having a structure in place that properly accounts for the costs of recurrent service and capital
sxpenditure and providss an identifiable return to the taxpaysrs on their massive investment in
infrastructurs, ¥

However, the TAA does not grant TAHE powers in these areas; section 14 of the TAA instead requires that
TAHE must be granted an operating licence to perform functions in these, or any other areas; subject to the
terms and conditions determined by the Minister, including:

(a) compliance by TAHE with network and asset standard requirements issued from time to tima by
TINSW,

(b) a pricing regime or structure relating to assets leased or to which access is made available by TAHE,
i) arrangements under which TAHE assets are leased or to which access is made available,

{d) safety integrity, '

{e) integration of transport modes,

(f) transport services which TAHE is permitted or not psrmitted to operate itself,

g capital works programs, procurement and asset lifecycle (including maintenarice or maintenance
outsourcingl,

(h) businesses and activities conducted outside the State,

62 Ibid pt 1(m).
83lbid s 11(a).
52 1bid s 1i(b).
€5 |bid s 11(c).
86 lhid s 11(d).
57 Second Reading, Transport Administration Amendment Transport Entities) Bill 2017 INSWI).
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(1) development, use or disposal of TAHE's real property or transport infrastructure.®

The tight framing of the requirement for an operating licence - and prehibitions on carrying cut railway
operations, operating a transport sarvice or underiaking transport asset maintenance - appear to
contemplate TAHE being required to operate synargistically with TINSW. Simply put, for TAHE tc achieve its
statutory objectives, it must operate its business in a way that aligns with the wider transport priorities and
planning.

i

Schedule 7 part 30 of the TAA provides transition provisions related to TAHE when it becomes a SOC. TAHE
is required to submit 3 Statement of Corporate Intent but Schedule 7 states that the first Staternent of
Corporate Intent of TAHE may be extended by its voting shareholders but is not to exceed 3 montns, *
Additionally, TAHE is exempt from State taxes as a SOC for 12 menths n respact of land cwned by or
leased to TAHE that is used primarity for raitway purposes and any other matter or thing done by TAHE in
the exercise of its functions.

- Tt - VT 1 ~ \ 54

Section 4 of the TAA established TAHE as a statutory SOC under section 20A of the SOC Act. 7' As per
section 9 of the TAA, the provisicns in Part 2 (TAHE) are in addition to and do not, except to the extent
provided by Part 2, darogate from the provisions of the SOC Act. 72

The SOC Act governs TAHE's operations as a statutory SOC - requiring that it:
e Notimpose debts, liabilities or obligations on the State

e Accept direction from the Minister (with the approval of the Treasurer) to perform non-commercial
functions - but that they be reimbursed any net cost from the NSW Treasury

e Pay to the Treasurer for payment into the Consolidated Fund tax equivalent payments

e Seek shareholder permission to acquire'or dispose of its assets if greater than 10% of its written down
value of its consolidated fixed assets

e Can be directed by the Minister (with the approval of the Treasurer) of a public sector policy that will
apply to it - provided it is reimbursed any net cost

e Be bound to meet a statement of corporate intent spanning three years, agreed in good faith with the
shareholders — and laid before Parliament each year

e Issue an annual report

e (an be directed by the Minister {(with the approval of the Treasurer) if in the public interest to do so ~
provided it is reimbursed any net cost

e Can invest within private consortiums
e Bebound by provisions in its constitution,

The SOC Act, under Part 5, also creates directors’ duties which are similar to those in the Corporations Act
(Cth).

Within the SOC Act is also a Statement of Corporate Intent. A Statement of Corporate Intent (SCl) is an
annual performance agreement between the Government, as owner, and TAHE. Section 21 of the SOC Act

6 Section 14, TAA 1988 (NSW).

53 TAA 1988 (NSW), sch 7 pt 30 5226.

70 |bid 5227.

71 Section 4, TAA 1988(NSW); Section 20A, SOC Act 1989 (NSW).
2 Sgction 9, TAA 7988 (NSW).
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requires TAHE to deliver an annual Statement of Corporate intent (SCIJ. 73 As per section 22 of the SOC Act,
this should outline, in the relevant financial year and each of the following two financial years:

fa) the objectives of the corporation and of its subsidiaries,

fb

el

the main undertakings of the corporation and of its subsidiaries,
fc) the nature and scope of the activities to be undertaken,
(d) the accounting policies to be applied in the financial reports of the corporation and of its subsidiaries,

(e} the performance targets and other measures by which the performance of the corporation and of its ‘
subsidiaries may be judged in relation to their stated objectives,

{fl the kind of information to be provided to the voting shareholders by the corporation during the course of
those financial years, including the information to be included in each half-yearly report,

@

such other matters as may be agreed on by the voting shareholders and the board from time to tima. ™

The NSW Rail Access Undertaking seeks to encourage competition in the provision of train services by
setting out pricing requirements and principles for Rail Infrastructure Owners.

The Undertaking is based on a hybrid of negotiate/arbitrate and direct price control regulatory approaches
and applies to parts of the NSW rail network owned and operated by RailCorp (now TAHE).

e The Metropolitan Rail Network (MRN);
¢ The Country Regional Network (CRN); and

¢ The five sectors of the Hunter Vailey Coal Network (HVCN) between Newstan Junction and Woodville
Junction.

The Undertaking requires prices to be set such that they are consistent with the floor test and ceiling test
described in the NSWRAU.

« The ceiling is based on stand-alone costs and aims to prevent the regulated access provider from
extracting monopoly profits

+ The floor is based on ‘avoidable costs' and aims to ensure that prices are not set so low that some rail
operators do not pay forthe costs of the services they use.

The undertaking requires the rail infrastructure owner (i.e. TAHE) to comply with the IPART review process.
TAHE will nead to decide if TENSW will submit information on its behalf.

The undertaking sets out principles for the roll forward of the regulatery asset base.

IPART must determine whether TAHE has complied with the NSW Rail Undertaking each year, with the
exception of non-HVCN sectors where access revenue below 80 per cent of the "full economic cost’. In this
instance a compliance review is only required every five years.

A key functionality of the more developed KPMG TAHE Financial Model is the ability to calculate the Full
Ecenomic Cost and in turn, the IPART floor and ceiling (see Section 2).

Rail Services Contract

In June 2013, TINSW and RailCorp entered into Rail Services Contracts (RSCs) with NSW Trains and Sydney
Trains. In consideration of the broader legislative context and each party's prescribed roles and
responsibilities under the TAA, the RSCs' primary purpose is to further clarify each agency’s legislative

7 Section 21, SOC Act 1989 (NSW).
M Section 22, SOC Act 1889 (NSW).
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functions, such that the RSCs are more akin to ‘memorandums of undsrstanding” amaong the parties t¢ the
RSCs

The purpose of the RSCs 7% is ta:

o Provide further clarity on roles and responsibilites between the parties n the delivery of railwvay
passenger services as a further extension of the roles and responsibilities assigned to TINSW and the
rall operators through legislation

o Facilitate delivery of the government’s plans and policies

o Provide a structure for the parties to plan for a transport system meeting the nsads of the public,
provide integration at decision making levei across all public ransport modes and promote safe and
reliable delivery of public transport and freight services

o Enable TINSW to coordinate and implement integrated transport solutions for NSW, including oversight
of performance standards and safety requirements

s Specify requirements for rail operatars and TINSW's delivery of their respective services in relation to
planning, implementation, improvement and reporting requirements.

Importantly, the RSCs have been extended beyond their original term ending in 2018 and the current
contract term ends on 30 June 2021.7% The RSCs fulfilled a role, which remain unchanged in the time they
were originally supposed to be re-negotiated, and as such the term was extended. Additionally, there was
not a clear driver to amend the RSCs and the agreed path forward was to extend them in their then current
state, with a view to considering amendments once TAHE was stood up.

The new term provides an opportunity to renegotiate the RSCs on terms that align with the TAHE long-term
operating model.

The operating licence is the key legal instrument that authorises TAHE to exercise its specific functions. 77
TAHE's is currently operating under an interim operating licence, issued for the period 1 July 2020 to 30
June 2021, and this enables the legislative functions of TAHE. That is to say, TAHE's functions may only be
exercised under the authority of its current operating licence. ™® The operating licence provides detailed
requirements and limitations on TAHE's role in relation to pricing regimes, access to assets, safety integrity,
operating constraints, capital works programme, procurement, maintenance and maintenance outsourcing.
The operating licence was granted subject to certain conditions, in particular:

“TAHE is to have regard to safety, integrity and the policies and obfectives of the NSW Government in
relation to integration of transport modes.

TAHE must comply with certain TINSW Asset Standards Requirements.

TAHE must not carry out railway operations or operate a transport service unless it has written approval of
the Minister.

TAHE must not maintain its transport assets other than by having in place arrangements (including with
Sydney Trains under the Rail Services Contract) under which another person is required to maintain such
Transport Assets.

TAHE may conduct business or activities outside NSW, provided that such business or activities were
conducted by RailCorp immediately prior to the establishment of TAHE or with the approval of the Minister.

75 Rail Services Contracts, clause 2 Contract Objectives

76 Rail Services Contracts, clause 3.2 Further Term

77 TAHE Operating Licence, 30 June 2020.

73 Cabinet Submission, Establishment of the Transport Asset Holding Entity, 2017.
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TAHE must continue to work towards delivery of specified Ongoing Projects in accordance with the relevant
Cabinet approval for the Ongoing Projects and the NSW Government Capital Investment Plan, subject to
funding being avarlable.” 7

Jther relevant NSW Gove e DEEIESs

The NSW Treasury's commercial policy framewaork constitutes the basis of the 'SOC toolkit’ referred to in
reference to TAHE. Relevant policies include:

e Financial distribution (TPP 16-4)

s Performance Monitoring and Reporting (TPP18-02)

¢ Capital structure (TPP 16-3)

o Guidelines for Governing Boards (TPP17-10}

o Boardand CEOQ appointments (TPP18-08 and TPP17-11)
¢ QGuidelines for Community Service Clrigations (TPP19-02)
¢ Major Projects (TPP18-05}.

' & 2 - - - . ]
STy il 20, ¢ 2
Woay 325 E AR ERILE S B2 B

The NSW Government's capital planning and delivery guidelines wilt also apply to any projects contemplated
by TAHE, including:

*  Major Projects Policy ‘or Government Businesses {TPP18-05)

¢ NSW Gateway Policy: Policy & Guidelines Paper (TPP 17-01)-

+ Asset Management Policy {TPP19-07)

e INSW infrastructure Investor Assurance Framework ([IAF).

T

.T :':]‘ f)." St

R

Il implemented a Statement of Expactations is designed to clarify the Government's expeactations for
TAHE's commercial operations. The statemeant is developed collaboratively betweaen TAHE and the Portfolio
Minister, and in consultation with the Treasurer. It should provide long-term objectives, covering a period of
at lwast four years. Itis yet to be confirmed if a Staterment of Expectations will ba implemented for TAHE.

® TAHE Operating Lcence, 30 June 2020.
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The resourcing requirement for TAHE has been developed to align with TAHE's functional allocations
described in Section 1, and the following principles:

o Align to TAHE core functional requirements (e.g. SOC Act, Operating Licence or Independence
requirements);

s Support financial sustainability;

s Small organisation with a lzan team; and

o Minimise role duplication across the transport cluster.

A key component of these guiding principles relates to the overlap in cross-agency capabilities. Where
possible, duplication of roles with TINSW, operators and other government departments has sougnt to be

minimised, instead outlining where capabilities from these teams could be leveraged through a fee for
service arrangement.

Some roles must be duplicated to a degree as the associated function is required to be executed
incependently of TINSW to ensure there are no conflicts of interest (e.g. assurance) and support TAHE
management and Board discharge their fiduciary duties as an independent SOC.

We have applied the relevant TINSW pay scales for all positions save for the CEO, where we have reflected
stakeholder input suggesting equivalence to other major NSW SOCs.

Functions and responsibilities

TAHE's long-term operating model contemplates an executive structure across seven functions, being:

1. The CEO, CEQ support office and HR;

Commercial and Property; and

2. Strategy and Performance;
3. Governance and Risk;

4. Finance;

5. Legal;

8.

Z

Assurance and Compliance.

These core functions are assumed to be supported by TINSW corporate services, e.g. IT support, Payroll
etc.. defined as Support functions, and several Executive Assistants (EA).

The functional model contemplates TINSW providing aspects of several core functions through a contractual
arrangement on a fee for service basis. These include, but are not limited to, capital project delivery (I&P),
assurance and oversight services (SER), maintenance contract management {ROM), and business case
development (GS, ROM, 1&P). The responsibilities of the core and support functions are outlined in the
figure below. This is an overview for the purposes of preliminary costing and a high level ConOps only and is
subject to change in all regards by TAHE's Board and management. '
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Note: All analysis pertaining to the TAHE resourcing requirement is for costing purposes only and is not indicative of actual roles, organisational structure and associated budget for TAHE. Detailed
capability benchmarking and role sizing must occur and is subject to approval by the TAHE Board, before these positions can be enacted
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Sy Tt tor }

The preliminary analysis suggests between 37 and 45 FTES are required to resource TAHE's relevant
carporate functions; with a balance of support sarvices assumed to be provided to TAHE by TINSW and its
agencies; on a fee for service basis. The current PRIME estimates include allocations for administration and
corporate services provided. This this will need further review and adjustrment in the future between TINSW
and TAHE when arrangemants are confirmed.

The totsl expected cost to resource ths core functions of TAHE is approximately $9.3 to $10.6 million per
annum, as outlined in Table 32.

CEO and Office of the CEQ (incl. Company Secretary) 6

Strategy and Performance Qo
Governance and Risk 3

Finance 4-86

Legal | - 73
Comﬁercial and Property 9-14
Assurance and Compliance B
Executive Assiétants ‘ 4

Total FTE requirement 37-45

Total cost (Salary + on cost $ p.a.) $ 9,304,265 - 10,614,623

Estimate cost estimates are calculated using TINSW salary bands, noting that TAHE as a State Owned
Corporation will develop and implement independent remuneration arrangements. The basis for cost
calculation, including the relevant TINSW salary bands used, can be provided upon request.
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See attachad for the excel financial modsal associated with this report.

Filename: Appendix 5 - TAHE October Op Model_16102020.xIsm
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See attached for the prior report compieted by KPMG and submitted to TINSW in May 2020,
Filename: Appendix 6 - TAHE Initial Assessment of Options - 18 May 2020 Final pdf
[ived

Appendix & - TAHE
Initial Assessment of ¢
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Ses attached for the NSW Draft Cabinet Submission titled Establishment of the Transport Asset Holding
Entity (TAHE) submitted on the 25" May 2020.
Filename: Appendix 7 — TAHE Draft Cabinet Submission - 25 May Final Draft.pdf

| s ]

Appendix 7 - TAHE
Draft Cabinet Submiss
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Sea below for an excarpt from the NSW Treasury position paper on TARE Financial impacts dated 23
October 2020, This table outlines NSW Treasury perspectives on the KPMG TAHE Financial Model
assumptions. We have included this table for transparency, and at the requast of NSW Treasury

Assumption Abot

Financial

Incicative floor

Valugtions, final

Engage with

aricl el palance sheet, IPART
i Fieaess and Revenue price Not 5 FAR] streiagy Establish IPART
Lease Fees i determinable  and
calculated, as - reg model
per RAU determination
and Budget RSC's
No Progress. )
Not possible to RSCsand Accounting
Substance of determine commercial treatment of
Fees accounting Mot agreements agreements
2 {Accounting Feysmiz treatment of determinable  needto be belween parlies
treatment) agreements redesigned by 1 Dependency on
based on July 2021. 1
RAC!.
Covid impacts
on commercial
Covid Not agreements Transport to
4 Impacts Bevetie e et determinable  needstobe provide inputs
assessedas
partof 2.
TAHE to
continue to
ChrnrE Preliminary Final strategyto  develop assetA
Not be tovary and commercial
4 Strategy and Revenue strategy under — b
fOrGEaSTS development determinable asedon 1,2, 9, strategy
: 10, 1. concurrently
with other
streams
NTER and other
5 NTER and Expenses 7 T—— Not tax liabilities to Lﬁ?i;}? engags
Taxes P prog determinable  be assessed s
- specialists.
“over time. .
TSS Risk allocation, TA:E“;; engage
6 Anceement Expen: No progress o 1HAG :’wt in de\?e';o in
(including e progr determinable ~ Mmanagement °9 puei o ping
I&F) and contingency ~ terms for the
management AgIRGEN:,
KPMG | 124

© 2020 KPMG, an Australian partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International
Cooperative " KPMG International”), a Swiss entity. All rights reserved. The KPMG name and lego are registered trademarks or trademarks of KPMG

International. Liability I'mited by & scheme epproved urder Professionzl Standards Legislation.



Sensitive: NSW Cabinet

KPMG Highly Confidential

subject to terms
of agreement

Preliminary T — Finalise
TAHE org. structure Not -epenca organisational
7 Expenses i ; scope of sccess : :
Resources still in determinable review - will be
fee agreement. .
development ongoing.
Forecasted
depreciation Accounting
30 i Not e t f
P Depreciation Exganses will change Not _ Su_b;e,t t01,2 treatment o
subsequent to determinable 4,5, agreements
valuation between parties
approach
9 E:t?tta(ITarget Lisbiities No Droaress Not Subject t01,2,3,  Finalise balance
P = BOgEE determinable 4,5 sheet review
structure)
] . Liabilities / Not Subjectt01,2,3,  Finalise balance
10 CieeiRating Expenses No progress determinable  4,5. sheet review
(=
&1l aiider CBFTY| orwards, "
. contingency TAHE to engage
Equity il reallocation and with TFNSW
1 N i Assets dependant on Determinable . )
Injections ) over Finance and
access and . . :
programming reasury
lease fees
budgets
y Preliminary Commercial
CIP Re- Not Transport to
12 : Assels work » strategy and U
profile determinable ; provide inputs
underway item 3.
July 2020 : ;
Asset aly Potentially Agreements will
i agreed, No Not : S
12 valuation Assets it il Y i W subject to potential trigger
basis prop gowng change in future  valuation basis
forward
: Continue to
. ) . Not Subject to deliver above
14  Dividends Distributions  No progress ikl 1,456 and 11 T
streams
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During the development of this Final Report and related deliverables KPMG engagad extensively and
reguiarly with TAKE and NSW Treasury. Feadback was received verbally during workshops and
censultations, or in written form. Appendix 9 outlines where key stakeholder consultation occurred, and
provides transparent evidence of where comments were received, analysed and adopted - ornot actionad
with explanations provided

e Functional allocations changed repeatedly across the ¢ J gement, driven by evolving stakeholder input
This required extensive consultation with TINSW divisions, as wall as several workshops with TAHE and
NSW Treasury.

e  Workshops were conducted with stakeholders on cperational and non-operational capital project cass
studies, Consensus was reached on casa studies batwaen stakeholders.

e TAHE prepared four rounds of cormments on draft versions of the Final Report. KPMG prepared written
responses to all TAHE's comments. KPMG responses noted where comments were adopted, with
explanztions or additional action provided if not. Details of the comments and responses can be found in
the change log provided below:

Filename: Appendix 93 - Change log - 6 November 2020 xIs
See tab "TAHE”

X2

Appendix 98 -
Change log - 6 Nove

* As mentioned, KPMG consulted extensively and regularly with TINSW divisions, operators, TAHE and
NSW Treasury on a rang€ of operational, organisational and financial issues. Refer to the stakeholder
consul'tation section of Appendix 2: Methodology for the list of meetings that occurred. This is broken
down by each workstream.

KPMG TAHE Financial Model

¢ KPMG consulted extensively with TAHE and NSW Treasury on the development of the KPMG TAHE
Financial Model. Refer to footnotes 20, 21, 22, 23 and 31 of this document which outline the extensive
meetings that occurred to determine assumptions.

¢  KPMG preparad a written response to NSW Treasury’s position paper which included written feedback
on the TAHE financial impacts, dated 23 October 2020.

Filename; Appendix 9A — Treasury comment log response.pdf

[ roe
J

Appendix 9A -
Treasury comment lo¢

e KPMG prepared written responses to TAHE and NSW Treasury’s comments on the KPMG TAHE
Financial Model and have indicated whether the comment was incorporated into the financial model,
with explanations provided if not.

Filename: Appendix 98 - Change log - 6 November 2020.xls

See tab “Financial Model - Various”
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See attached for the POF of Transport Asset Holding Entity of Naw South Wales (TAHE) — Approval of
Operating Licence

Filename: Appendix 10 - TAHE Operating Licence - Signed.pdf
[ ros |

Appendix 10 - TAHE
Operating Licence - S
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