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EXECUTIVE SUMMARY

This inaugural report provides road freight cost outlook for the following cost
inputs: labour, fuel, tyres, vehicle maintenance, and vehicle capital, insurance
and registration. The report concludes with an analysis of the impact of the
carbon economy on road freight transport operators and their clients. For each
of the inputs, five year projections based on causal econometric models, are
provided by linehaul and shorthaul market segments. Appendix 1 provides
summary cost outlook by market segment, while Appendix 5 outlines 5 year
forecast of B-Double operating costs.

LABOUR
Over the five year forecast period to 2014-15 linehaul driver wage costs in Australia are
expected to grow at an annualised rate of 4.9 per cent. However, in the resource rich
states of Western Australia and Queensland, wage growth rates are expected to be higher,
with growth rates of 6.4 per cent and 5.6 per cent respectively. This is due to the ability to
retain drivers is constantly under threat by competing industries such as mining, where
labour attracts much higher wages. The impact of this two speed economy is the constant
requirement to source drivers from a growing labour broking industry, thus adding to the
overall costs of labour in the road freight industry. The situation in the shorthaul segment
is less volatile owing to healthy supply of drivers in capital cities and regional urban areas
of Australia. This supply of labour is underpinned by growing immigration intake and
the relatively less skills required to drive urban delivery vehicles. Shorthaul driver wages
are expected to rise at an annualised rate of 3.6 per cent over the forecast area. In chain
of responsibility space, TransEco estimates compliance to fatigue management adds 1.4
percentage points to total road freight cost and this translates to an additional 2.87 cents
per km to a typical B-Double’s running costs between Sydney and Melbourne.

The May 2011Federal Budget short term economy forecasts are based on an assumption
that world oil prices (Malaysian Tapis) will remain at around USD88 per barrel. However,
TransEco believes that this assumption is significantly conservative and average prices are
expected to be between USD95 to USD100 over the forecast period, while peaking in 2013-
14 to USD113.83 per barrel. It is clear that when the Australian dollar strengthens, the
differential of oil prices in the two currencies narrows. Crude prices are forecast to peak in
2013-14 to AUD121.74 per barrel before settling down to within a band between AUD105
and AUDL115 per barrel.

The net cost to Australian road freight operators is expected to peak in 2013-14 and
2015-16 to around the 130 cents per litre mark, a significant increase from 108 cent per
litre in 2010-11. This strong increase is mainly due to higher forecast crude oil prices

and diminishing fuel tax credits. The Australian Government is struggling to develop

a framework whereby investment in alternative fuel infrastructure and related engine
technologies can be forthcoming to the commercial vehicle fleet in Australia. However,
there are signs of inertia.

All new tyres are currently imported and owing to high cost of barriers to entry, TransEco
expects no new tyre manufacturer to be established over the forecast period to 2014-

15. Major factors impacting on the price of new tyres are raw material, labour inputs,

trade logistics capacity and the strength of the Australian dollar relative to currencies of
Australian trading partners as compiled into the Trade Weighted Index. Over the forecast
period, tyre prices for longhaul applications are expected to rise by an annualised rate of
3.16%, while tyre prices for shorthaul applications to rise by an average of 2.78 per cent per
annum over the same period. Movements in the prices of recapped tyres are expected to
mirror those of new tyres.
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VEHICLE MAINTENANCE
Major cost components of maintenance are price of labour and price of parts, with 40 per
cent of parts being imported and whose price is subject to the strength of the Australian
dollar relative to its main trading partners. Vehicle Maintenance costs in the longhaul road
freight segment are expected to rise at an annualised rate of 3.56 per cent over the forecast
period.
Vehicle Maintenance costs in the shorthaul road freight segment are expected to rise
at an annualised rate of 3.14 per cent over the forecast period. Compliance to emission
regulations is expected to cost B-Double operators between Melbourne and Sydney
approximately 0.5 cents per kilometre as of 1 January 2011.

CAPITAL
Movements in interest rates play a significant role in determining capital costs for a road
transport operator as most purchases of mobile equipment such as trucks and trailers are
debt funded; and along with depreciation constitute total vehicle capital costs. The relatively
higher interest rate regime over the outlook period will contribute to higher vehicle
capital costs. Eighty per cent of commercial vehicles sold in Australia are imported, and
as a consequence the price of new vehicles is subject to movements in exchange rates. The
Australian dollar is expected to be relatively strong over the forecast period, thus keeping
a lid on vehicle price increases. The trailer and motor vehicle body market is less reliant
on imports and prices of its products are mainly influenced by cost of raw material such as
steel and aluminium. Over the outlook period to 2014-15 vehicle related capital costs are
expected to rise by an average annualised rate of 2.0 per cent for shorthaul and 1.7 per cent
for longhaul.

VEHICLE INSURANCE
Key determinants that influence the cost of commercial motor vehicle insurance include:
total number of commercial vehicles on register and utilisation; interest rate movements;
natural disasters; and legislative compliance requirements for general insurance.
Commercial vehicle insurance premiums are expected to keep rising until 2013-14, before
declining in the next two years. Shorthaul vehicle insurance costs are expected to increase
by an annualised rate of 3.1 per cent over the next five years; while linehaul vehicle costs are
expected to expand by 2.3 per cent per annum over the same period. Over the next three
years, the compulsory third party (CTP) premiums are expected to rise as all states and
territories offer privatised CTP underwriting.

VEHICLE REGISTRATION
In preparing the annual adjustment the NTC makes sure that two key principles are met
as set by COAG in April 2007. Firstly, there is ongoing cost recovery, and secondly, no
cross-subsidies between vehicle classes arise over time. While the NTC methodology seems
robust enough to model registration charges based on road expenditure and vehicle usage
patterns, TransEco believes that road expenditure itself may not be derived from efficient
road construction and maintenance regimes. Any inefficiency in the road construction
and maintenance expenditure would lead to the road freight industry being overcharged in
registration fees. The recent high registration charges on B-Doubles have been due to the
removal of subsidy for B-Double configurations over three years from 2008. Registration
charges to line haul operators are expected to increase by an annualised rate of 5.7 per cent
over the five year period to 2014-15. Shorthaul operators are expected to experience an
average rise in registration costs of 2.9 per cent per annum over the next five years.
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CARBON ECONOMY
Climate change issues have to be addressed now. The growing consensus is that no
individual, business, community, government of nation can avoid the consequences of
climate change with experts forecasting average global temperature increases of up to 6.4
per cent by 2100 if no action is forthcoming. The take-up rate of climate change issues in
the transport and logistics sector globally has been encouraging in terms of environmental
impact reporting and goal-setting but much slower than other sectors of the economy.
Transport is responsible for almost 60 per cent of oil consumption in the OECD countries
and for an estimated 13% of all global emissions. Whilst tail pipe emissions from freight
transport accounted for 4.07 per cent of Australia’s emissions in 1990, this figure had grown
to almost 5.5 per cent by 2006 and is set to increase to as much as 13.46 per cent by 2020.
This trend suggests that freight transport is currently unprepared to contribute to Australia’s
entry into a carbon constrained world. The policy responses to climate change and its
environmental implications will lead to significantly increase the operating cost structure
of road freight operators. It is imminent that a carbon tax will be introduced in 2011 and it
will precede an emission trading scheme. As transport fuels enter into an emission trading
scheme fuel costs will rise. It is most likely that a starting carbon price of around $27 per
tonne of CO2e will be introduced and this would translate to an estimated cost increase in
diesel fuel prices of 7.83 cents per litre.



CHAPTER 1

INTRODUCTION

1.1

SOURCES & METHODOLOGY
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The TransEco Road Freight Cost Outlook Service (TRFCOS) was developed owing to a
demonstrated requirement by users and providers of road freight services in Australia to
understand their future cost structures. This requirement is exacerbated by the increasing
volatility of cost inputs and the requirement to comply with increasing regulatory
measures. Typically this outlook service will be used for planning and budgetary purposes
together with building competitive strategic positions.

TransEco wishes to go forward in developing this service in a collaborative manner with its
users and regular interaction will ensure a relevant and common sense outcome.

TransEco is in the position to provide this outlook service as it has been monitoring
changes in road freight cost structures for over the last eighteen years through its TransEco
Road Freight Cost Indices service that is typically used for cost recovery purposes from a
historical perspective.

Majority of the five year forecasts have been developed utilising causal econometric
models that require inputs external to TransEco. However, the methodology utilised in
constructing these models has been developed within TransEco itself. All forecast output
reports on linehaul and shorthaul market segments separately.

Chapter 2 provides forecasts of labour related costs by state and territory owing to the
two-speed Australian economy and national averages. Data is sourced from the Australian
Bureau of Statistics (ABS), Fair Work Australia, TransEco databanks and known Enterprise
Bargaining Agreements.

Chapter 3 concentrates on fuel cost outlook and sets the scene with crude oil price
projections over five years followed by diesel fuel forecasts. Projections of net cost to
operators (retail price less GST and fuel tax credits) are computed from retail prices, which
is essentially wholesale prices plus delivery costs and service station operator margins.
Data and information is sourced from US Energy Information Administration, Australian
Institute of Petroleum, National Transport Commission and Department of Resources,
Energy and Tourism.

Movements in tyre costs over the next five years are provided in Chapter 4 and information
is sourced from TransEco databanks and direct communications with tyre retailers and
wholesalers.

Chapter 5 focuses on vehicle maintenance cost projections and both labour and parts
related analysis is provided separately. Base data for labour and parts input is derived from
the ABS and trend information is sourced from TransEco databanks.

Chapter 6 provides forecast of vehicle capital costs, which is primarily determined by
movements in borrowing interest rates and prices of new and used vehicles. Movements

of new vehicle prices were sourced from Glass’s Guide (Commercial Vehicles) and interest
rates movements were sourced from the Reserve Bank of Australia. Depreciation rates were
sourced from the Australian Tax Office.

Chapter 7 analyses future vehicle insurance costs and provides five year forecasts. Data
and information is sourced from TransEco databanks and direct communications with
insurance agents and brokers.
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Chapter 8 relates to projections of vehicle registration costs and heavy vehicle charges
determination as stipulated by the National Transport Commission. Information is sourced
from TransEco databanks and direct communications with NTC.

The report concludes with Chapter 9 providing analysis on carbon economy outlook and
providing estimates on fuel cost increases based on different carbon tax or price regimes.
The chapter also considers qualitatively, the consequences of inaction by the road freight
industry on climate change on their business sustainability.

1.2

LINK BETWEEN HISTORICAL & FORECAST INDICES

Traditionally, TransEco has been reporting cost changes in the road freight industry in
Australia on a historical basis by each quarter. The forecast series are reported on financial
year basis. In most parts, the quarterly data has been aggregated to annual data with
2009-10 as the base year. This methodology brings a series link between the historical and
projected series, with historical trends seamlessly identifying with projected trends.
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DRIVER & ADMINISTRATION RELATED COST OUTLOOK

2.1
WAGES & DETERMINANTS

2.1.1
LINEHAUL DRIVER COSTS

Movements in the wages of drivers and related administrative supervisors in the road
freight industry in Australia is determined by a number of factors that include the relative
wage movements in other industries, labour force participation rate, unemployment rate,
ageing of the workforce, existing EBAs, future legislative determination (such as Fair Work
Australia) and level of demand generated by freight volumes available for road transport
and competing modes. All the above mentioned factors have been taken into consideration
when preparing forecast models.

In addition, growth rates of driver wages differ according to geographical locations owing
to the different industry sectors serviced by the road freight industry utilising different
vehicle configurations. As a consequence, TransEco reports on movements in wages of
drivers and administrative supervisors by each State and Territory. Furthermore, forecasts
based on linehaul and shorthaul activities are also provided as each segment is influenced
by different factors underpinning wage growth rates. Forecasts are provided for each of the
five years from 2010-11 to 2014-15.

The road freight industry has requested the Federal Government to intervene in solving the
driver shortage problem facing this industry in the future. Already the average age of an
Australian truck driver is nearing 50 and about 10 per cent of drivers are expected to exit
the industry in the next ten years. Around 150,600 road truck drivers were employed in
2004 and it is estimated that about 157,100 will be needed in 2013.

In general, drivers in the linehaul segment attract higher remuneration than their
shorthaul counterparts owing to the higher skills required driving heavier vehicles with

a considerable range of configurations. The movements in wages are also expected to be
higher than shorthaul drivers especially in resource rich States such as Western Australia
and Queensland, where the ability to retain drivers is under constant threat of competing
industries such as the mining sector, where labour attracts much higher wages.

The road freight transport market in Queensland was severely disrupted owing to floods.
The floods are expected to apply downward pressure on driver wages in the short term as
volumes weaken and capacity increases. However, this situation is expected to be reversed
as from May 2011 onwards and strong growth in driver wages is forecast in 2011-12 as
Queensland rebuilds and industry output from Mining, Agriculture, Manufacturing,
Construction, Wholesale and Retail industry sectors recover.

Opverall, the Australian economy as measured by Gross Domestic Product is expected to
expand at an annualised rate of 3.7 per cent over the outlook period to 2014-15.
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2.1.1.1
NEW SOUTH WALES AND VICTORIA

Table 2.1 provides forecasts indices of driver costs in New South Wales and Victoria.
Table 2.1 Forecasts of Driver Costs in New South Wales and Victoria (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15

NSw 100.00 104.50 108.58 110.75 116.95 | 124.20
% Change 4.50 3.90 2.00 5.60 6.20

VIC 100.00 104.20 108.47 110.42 115.84 | 122.55
% Change 4.20 4.10 1.80 4.90 5.80

Chart 2.1 Percentage Change Linehaul Driver Costs (NSW & VIC)
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2.1.1.2
QUEENSLAND, SOUTH AUSTRALIA AND WESTERN AUSTRALIA

Table 2.2 provides forecasts indices of driver costs in Queensland, South Australia and
Western Australia.

Table 2.2 Forecasts of Driver Costs in Queensland, South Australia & Western Australia
(2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
QLD 100.00 101.50 110.53 115.51 123.02 131.13
% Change 1.50 8.90 4.50 6.50 6.60
SA 100.00 104.30 110.04 113.56 120.37 128.20
% Change 4.30 5.50 3.20 6.00 6.50
WA 100.00 106.50 114.49 119.64 127.18 136.08
% Change 6.50 7.50 4.50 6.30 7.00

Chart 2.2 Percentage Change Linehaul Driver Costs (QLD, SA & WA)
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21.1.3
AUSTRALIAN CAPITAL TERRITORY, TASMANIA AND NORTHERN TERRITORY

Table 2.3 provides forecasts indices of driver costs in Australian Capital Territory, Tasmania
and Northern Territory.

Table 2.3 Forecasts of Driver Costs in Australian Capital Territory, Tasmania &
Northern Territory (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
ACT 100.00 103.50 109.30 111.70 117.84 123.15
% Change 3.50 5.60 2.20 5.50 4.50
TAS 100.00 104.00 107.64 109.58 113.41 118.18
% Change 4.00 3.50 1.80 3.50 4.20
NT 100.00 104.20 108.68 112.27 119.56 126.62
% Change 4.20 4.30 3.30 6.50 5.90

Chart 2.3 Percentage Change Linehaul Driver Costs (ACT, TAS & NT)
12
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21.14
AUSTRALIAN LINEHAUL AGGREGATES

Table 2.4 provides forecasts indices of driver costs in Australia.
Table 2.4 Forecasts of Driver Costs in Australia (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
AUST 100.00 104.20 109.77 112.92 119.36 126.78

Chart 2.4 Percentage Change Linehaul Driver Costs (AUSTRALIA)
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2.1.2
SHORTHAUL DRIVER COSTS

Movements in shorthaul driver costs are not expected to be relatively volatile when
compared to linehaul costs owing to a healthy supply of drivers in capital cities and regional
urban areas of Australia. This supply of labour is underpinned by growing immigration
intake and the relatively less skills required to drive urban delivery vehicles.

2.1.21
NEW SOUTH WALES AND VICTORIA

Table 2.5 provides forecasts indices of driver costs in New South Wales and Victoria.
Table 2.5 Forecasts of Driver Costs in New South Wales and Victoria (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15

NSwW 100.00 103.9 107.85 110.87 114.42 118.42
% Change 3.90 3.80 2.80 3.20 3.50

VIC 100.00 103.6 107.74 110.55 113.86 117.73
% Change 3.60 4.00 2.60 3.00 3.40

Chart 2.5 Percentage Change Shorthaul Driver Costs (NSW & VIC)
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QUEENSLAND, SOUTH AUSTRALIA AND WESTERN AUSTRALIA

Table 2.6 provides forecasts indices of driver costs in Queensland, South Australia
and Western Australia.
Table 2.6 Forecasts of Driver Costs in Queensland, South Australia & Western
Australia (2009-10=10)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
QLD 100.00 101.30 106.57 109.76 113.61 117.81
% Change 1.30 5.20 3.00 3.50 3.70
SA 100.00 104.00 107.85 110.44 113.75 117.39
% Change 4.00 3.70 2.40 3.00 3.20
WA 100.00 105.00 111.62 115.52 120.03 127.35

Chart 2.6 Percentage Change Shorthaul Driver Costs (QLD, SA & WA)
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AUSTRALIAN CAPITAL TERRITORY, TASMANIA AND NORTHERN TERRITORY

Table 2.7 provides forecasts indices of driver costs in Australian Capital Territory, Tasmania
and Northern Territory.
Table 2.7 Forecasts of Driver Costs in Australian Capital Territory, Tasmania &
Northern Territory (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15
ACT 100.00 103.80 107.12 109.48 113.54 118.18
% Change 3.80 3.20 2.20 3.80 4.00
TAS 100.00 104.00 108.37 111.08 114.74 119.10
% Change 4.00 4.20 2.50 3.30 3.80
NT 100.00 103.90 108.26 111.08 114.97 118.88
% Change 3.90 4.20 2.60 3.50 3.40

Chart 2.7 Percentage Change Shorthaul Driver Costs (ACT, TAS & NT)
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AUSTRALIAN SHORTHAUL AGGREGATES

2.2
DRIVER ON-COSTS

2.2

Table 2.8 provides forecasts indices of driver costs in Australia.
Table 2.8 Forecasts of Shorthaul Driver Costs in Australia (2009-10=100)

Year 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15

AUST 100.00 103.45 108.02 111.07 114.76 119.18

% Change 3.45 4.42 2.83 3.32 3.86

Chart 2.8 Percentage Change Shorthaul Driver Costs (AUSTRALIA)
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222
SUPERANNUATION LEVY

Premium rates differ by states and territories and are legislated through Acts that vary
with each state and territory. In general premium rates have been declining over the last
eight years as Occupational Health and Safety legislations tighten throughout the nation.
For instance Work Cover premiums in Victoria for the long distance road freight segment
declined from 8.4 per cent in 2002 to 5.531 per cent in 2010. However, the absolute
premium payable by employers has been increasing as wages increase.

TransEco expects movements in premiums to remain relatively stable as the workforce

in the road freight industry become more informative of safe work procedures under
legislative requirements.

A key determinant of the size of the superannuation levy is the movement in household
saving ratio which is computed as household net savings as a proportion of gross
disposable income. The ratio has improved from -1.2 in June 2008 following the global
financial crisis, when households had to dip into savings; to 5.9 in June 2010 as a direct
result of the economic stimulus package provided by the Federal Government following the
Global Financial Crisis.

It is likely that the superannuation levy will be increased to 11 per cent late in the forecast
period to 2014-15 as the Federal Government seeks to lighten its liability burden on an
aging population.
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23
FATIGUE MANAGEMENT

Drivers and operators have been the traditional focus of road transport law enforcement.
New Chain of Responsibility (COR) laws recognise that compliance is a shared
responsibility. All parties in the supply chain whose actions or inactions contribute to a
breach can be held liable.

The Transport Workers Union believes that the law should be extended to cover the biggest
contributors to fatal accidents involving trucks, which are fatigue, rates of pay and driving
hours. These are largely controlled by end-clients.

The Australian Logistics Council (ALC), the logistics industry’s peak body, has outlined

regulatory inconsistencies in the trucking industry between the states and territories as a
major problem for the industry. The ALC has highlighted that compliance with multiple
regimes increases industry costs and lowers productivity.

The National Transport Commission has identified fatigue as one of the most significant
risk factors in terms of heavy vehicle safety, with contributing factors identified as: driving
long distances; overnight shifts, industry payment practices; and historical work practices.
Preliminary modelling by TransEco reveals that an additional $1 million in costs related to
fatigue management is required to furnish a $70 million contract. In other words, operating
costs increased by an estimated 1.4 per cent in complying with fatigue management in
2010.

The scope and number of regulators, the potential for overlap, and contradicting rules
and standards, can hinder development of a consistent unified national system. A single
national regulator administering national heavy vehicle laws has been agreed by the
Australian Transport Council as a means to address this overlap and is scheduled to be in
place from 1 January 2013.

24
SUMMARY AND CONCLUSION

« Linehaul driver wage costs are expected to grow at an annualised rate of 4.9 per cent.
«  Shorthaul driver wage costs are expected to climb at an annualised rate of 3.6 per cent.
o Superannuation levy is expected to increase to 11 per cent by 2014-15.

»  Fatigue management costs are expected to add an additional 1.4 percentage points to
total road freight costs.

o The Australian Transport Council (ATC) has agreed to a single national regulator
administering national heavy vehicle laws and is scheduled to be in place from 1
January 2013.
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Chapter 3:

FUEL COST OUTLOOK

3.1

CRUDE OIL PRICES AND DETERMINANTS

10

Crude oil prices paid by Australian refineries are linked to the movement of regional
oil prices and in this case the Malaysian Tapis. Data is sourced from the US Energy
Information Administration and projections are TransEco estimates.

Oil prices have risen steeply since 2002-03 owing to many reasons. The accelerated
industrialisation of China and India has spurred a great increase in oil based products
including fuel for motor vehicles.

Oil became interwoven in post-industrial society due to the great amount of energy it
provided compared to the energy it took towextract and refine it. However, this ratio is now
in a state of permanent decline. The easiest oil to extract has already been extracted, and
now every barrel extracted from the ground costs more than the one before it. This effect

is slight on the margin, but on the massive scale of oil production, its permanence makes

it significant in the long term. In addition, many of the leading countries in petroleum
production are third world countries and the threat of political instability is constant.

The US War on Terror that started after the 9/11 attacks as well as the continued friction
between Israel and its neighbours has put the Middle East, a main petroleum producing
region, in a state of constant tension.

The oil industry is also under threat of changes in government regulation. This threat is
heighten following environment incidents, such as the spill in the Gulf of Mexico in the
spring and summer of 2010. Furthermore, all worldwide oil purchases are conducted using
US dollars, meaning fluctuations in the value of the dollar versus other currencies directly
affects the price of oil around the world. The value of the US dollar has been weakened

in the past few years, especially following the global financial crisis, and this has led oil
producers to charge more for their products in order to receive the same value. Finally
crude oil is used extensively in the production of ammonia based fertiliser used to boost
farming yields.

The main factor tempering increases in oil prices is competition from substitutes, natural
gas, coal and agricultural products. Since the 1980s, household heating has switched away
from crude oil to natural gas and electricity. Since 2000, corn, soybean-based and sugar
cane based biofuels have been introduced and increasingly used as direct competitors to
gasoline and diesel fuels. In addition the high oil prices have also led to the introduction of
energy efficient motor vehicles such as hybrids. Demand also fluctuates with the economy,
so recessions in 2001 and 2009 caused substantial dips in the average price. The average
price rose over 2007-08 to USD100.56 per barrel before the global financial crisis caused
demand to fall, and price averaged USD74.43 per barrel. As demand stabilised during the
first ten months of 2010-11, average price increased to USD96.14.

In general, the price of oil will increase through the foreseeable future. Estimates of global
supply vary, but the average estimate of duration of the supply is a few decades with current
usage patterns. However, due to diminishing marginal returns in global production, oil is
continuously becoming more expensive to extract. While advances are persistently being
made in making motor vehicles more fuel efficient, these new models are costly and only
widely available in North America, Europe and developed countries in North Asia, while
demand for oil is growing much faster in developing economies in Asia, Africa and South
America. In addition, external pressures remain, because the Middle East, the location

of major world oil reserves, remains under constant tension, due in a large part to those
countries sitting on deposits of such a highly-demanded commodity. The Organisation

of the Petroleum Exporting Countries (OPEC) oil cartel can likewise sway oil prices, but
OPECs future activities and directives are difficult to predict.
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Interestingly, Iraq is situated on one of the world’s largest oil reserves, but has operated
way under capacity since the 1980s. Much of their oil-producing infrastructure was
destroyed during the Persian Gulf War, and went unrepaired throughout the 1990s and
early 2000s due to the poor economic conditions imposed by United Nations sanctions.
Iraq has been in a state of war since the US invasion in 2003, but stabilisation and economic
growth seems to be imminent. Currently, Iraq is producing at about a fifth of its estimated
capacity and contracts have been sold to oil companies to build the infrastructure and start
producing at a higher level. If Iraq were producing at its estimated capacity today, total

oil supply would increase by over 10%. It is acknowledged that a ramp up in production

is a long, expensive process and estimates of oil reserves and production capacity can

be unreliable, but the addition of a high producing Iraq oil industry would significantly
increase supply and lower prices.

The May 2011Federal Budget short term economy forecasts are based on an assumption
that world oil prices (Malaysian Tapis) will remain at around USD88 per barrel. However,
TransEco believes that this assumption is significantly conservative and average prices are
expected to be between USD95 to USD100 over the forecast period, while peaking in 2013-
14 to USD113.83 per barrel. A large level of noise will be observed within each year though,
as oil prices will continue to move quickly and unexpectedly.

Table 3.1: Malaysia Tapis Blend Spot Price FOB (USD per Barrel)

Year USD per % Change
Barrel

2000-01 30.23
2001-02 24.70 -18.29
2002-03 28.82 16.68
2003-04 33.27 15.44
2004-05 49.17 47.79
2005-06 66.70 35.65
2006-07 69.30 3.9
2007-08 100.56 45.1
2008-09 74.37 -26.0
2009-10 77.43 4.1
2010-11 96.14 24.2
2011-12 100.37 44
2012-13 98.77 -1.6
2013-14 113.83 15.2
2014-15 98.88 -13.1
2015-16 109.65 10.89

Chart 3.1 Forecasts of Crude Oil Costs (USD per Barrel)
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3.2
DIESEL FUEL PRICES

Diesel fuel prices in Australia are determined by various factors that include crude oil
prices, USD/AUD exchange rates at any particular time, refinery capacity, demand from
non-road freight sectors such as agriculture and mining and competition between domestic
retailers.

Diesel is traded internationally and around 40 per cent of diesel consumed in Australia
is imported. This means that the price paid at the pump is influenced by international
benchmark price. The most commonly used benchmark is the Singapore Gasoil 10 ppm
benchmark price. Similar to many other commodities sold internationally, Singapore
Gasoil 10 ppm is paid for in United States dollars, which means that the price of diesel in
Australia is also influenced by movements in the Australian dollar/USD exchange rate.
Detailed analysis of USD/AUD exchange rates are provided in Appendix 2.

Table 3.2 and Chart 3.2 provide trends in the impact of the USD/AUD exchange rate on oil

prices. It is clear that when the Australian dollar strengthens, the differential of oil prices in

the two currencies narrows. Crude prices are forecast to peak in 2013-14 to AUD121.74 per
barrel before settling down to within a band between AUD105 and AUD115 per barrel.

12



Table 3.2: Malaysia Tapis Blend Spot Price FOB (USD & AUD per Barrel)

Year USD per % USD/ AUD per | % Change
Barrel | Change AUD Barrel
2000-01 30.23 0.5316 56.87
2001-02 | 24.70 -18.3% 0.5245 47.09 -17.19
2002-03 28.82 16.7% 0.5887 48.96 3.96
2003-04 | 33.27 15.4% 0.714 46.60 -4.82
2004-05 | 49.17 47.8% 0.7545 65.17 39.86
2005-06 | 66.70 35.7% 0.7463 89.37 37.14
2006-07 | 69.30 3.9% 0.7907 87.64 -1.94
2007-08 | 100.56 45.1% 0.9047 111.15 26.82
2008-09 74.37 -26.0% 0.7442 99.93 -10.09
2009-10 | 77.43 4.1% 0.8839 87.60 -12.34

Source: Energy Information Admin., Reserve Bank of Aust. & TransEco Estimates

Chart 3.2 Forecasts of Crude Oil in AUD and USD per Barrel
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3.2.1
DIESEL FUEL COSTS TO OPERATORS

In modelling diesel fuel costs to operators, the base data was derived from the Australian
Petroleum Institute’s Terminal Gate Price database, which provides wholesale prices
excluding transport and retailers margins. It is estimated that between 6% and 7% of TGPS
is to be added to arrive at the retail price or pump price. It is acknowledged that bulk
deliveries and loyalty programs discounts are common in the market place, but no attempt
has been made to include these in the analysis as they have little significance for forecasting
purposes.

Table 3.3 and Figure 3.3 provide historical and forecast of diesel fuel costs to operators net
of GST and Energy Grants Scheme. The determination of fuel tax credits is provided in
Appendix 3.

The table below shows that net cost to operators is expected to peak in 2013-14 and
2015-16 to around the 130 cents per litre mark, a significant increase from 108 cent per
litre in 2010-11. This strong increase is mainly due to higher forecast crude oil prices and
diminishing fuel tax credits.

Table 3.3: Forecasts of Net Diesel Fuel Costs (cents per litre)

TGPS | % Change | Retail Excl Fuel Net %
GST Tax Cost to Change
Credit | Operator
2004-05 | 105.20 111.51 | 101.37 18.51 82.86
2005-06 | 125.67 19.46% 133.21 | 121.10 18.51 102.59 23.80%
2006-07 | 121.46 -3.35% 128.75 | 117.04 18.51 98.53 -3.95%
2007-08 | 141.20 16.25% 149.67 | 136.07 18.51 117.56 19.31%
2008-09 | 131.18 -7.10% 139.05 | 126.41 17.14 109.27 -7.04%
2009-10 | 116.45 -11.23% | 123.44 | 112.22 16.46 95.75 -12.37%
2010-11 | 127.18 9.21% 136.08 | 123.71 15.55 108.16 12.96%
2011-12 | 132.78 4.40% 142.07 | 129.15 15.01 114.14 5.53%
2012-13 | 130.39 -1.80% | 139.51 | 126.83 14.20 112.63 -1.33%
2013-14 | 147.21 12.90% 157.51 | 143.19 13.70 129.49 14.97%
2014-15 | 133.37 -9.40% 142.70 | 129.73 13.16 116.57 -9.98%
2015-16 | 146.57 9.90% 156.83 | 142.57 12.19 130.38 11.85%

Source: Australian Institute of Petroleum, NTC and TransEco Estimates

Chart 3.3 Forecast of Net Cost of Diesel and Fuel Tax Credit
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3.3
ALTERNATIVE FUELS & GOVERNMENT ASSISTANCE

In the US, Europe and Japan, alternative fuel engine technology is fast developing with a
number of hybrid heavy commercial vehicles on offer. In addition, subsidies are on offer
for Low Emission Vehicles (LEV). However, in general, the development of alternative fuels
in Australia is at an embryonic stage. The Australian Government is struggling to develop
a framework whereby investment in alternative fuel infrastructure and related engine
technologies can be forthcoming to the commercial vehicle fleet in Australia. However,
there are signs of inertia.

The Department of Resources, Energy and Tourism (RET) is developing an Alternative
Transport Fuels Strategy (the Strategy) to assist the alternative fuels sector realise its long
term potential to contribute to energy security and the reduction of transport emissions
through the diversification of the Australian fuels market.

In order to assist RET in developing the Strategy, broad consultation will be undertaken
with stakeholders from within the Australian Government, State and Territory
Governments, and relevant industry sectors.

The Strategy will focus on issues relating to industry structure, technology and
infrastructure challenges and public acceptance. This will ensure that the development of
the industry is underpinned by effective and efficient policies, programs and regulation.
The Strategy will be strongly focused on initiatives that are market and industry driven.
The Strategy will not focus on issues relating to fuel excise, except to include announced
settings in price and cost estimates. It will also not directly consider matters that are the
subject of other current Government initiatives such as vehicle emissions and carbon
pricing. The Strategy will undertake two key activities:

Activity One

In the context of improving Australia’s energy security position, identify and consolidate
the current range of studies and other information in Australia and overseas in relation to
alternative transport fuels and undertake additional research concerning:

a. pricing and cost structures relative to mainstream fuels

b. industry structures (recognising that different alternative fuels
operate in different sub markets and supply chains)

c. regulatory frameworks and standards and the environmental
sustainability of fuel options

d. infrastructure requirements and implications

e. research and technology activities.

Activity Two

Develop recommendations to address issues identified under Activity One which will
facilitate a greater uptake of alternative fuels. The recommendations will:

a. propose cost effective Government measures that address market failures

b. propose industry led solutions to assist the growth of the industry

c. facilitate the effective and efficient operation of the fuels market, be
economically and environmentally sustainable and include consideration of
the effects of a price on carbon

d. propose solutions which will be transparent and readily understood by industry
and consumers

e. clearly differentiate between research and development; production and
investment and distribution and consumption needs.

15
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3.4
SUMMARY AND CONCLUSION

o In general, the price of oil will increase through the foreseeable future. Estimates of
global supply vary, but the average estimate of duration of the supply is a few decades
with current usage patterns. However, due to diminishing marginal returns in global
production, oil is continuously becoming more expensive to extract.

o The May 2011Federal Budget short term economy forecasts are based on an
assumption that world oil prices (Malaysian Tapis) will remain at around USD88 per
barrel. However, TransEco believes that this assumption is significantly conservative
and average prices are expected to be between USD95 and USD100 over the forecast
period, while peaking in 2013-14 to USD113.83 per barrel.

o Itis clear that when the Australian dollar strengthens, the differential of oil prices
in the two currencies narrows. Crude prices are forecast to peak in 2013-14 to
AUDI121.74 per barrel before settling down to within a band between AUD105 and
AUDL115 per barrel.

o The net cost to Australian road freight operators is expected to peak in 2013-14 and
2015-16 to around the 130 cents per litre mark, a significant increase from 108 cent
per litre in 2010-11. This strong increase is mainly due to higher forecast crude oil
prices and diminishing fuel tax credits.

o The Australian Government is struggling to develop a framework whereby investment

in alternative fuel infrastructure and related engine technologies can be forthcoming
to the commercial vehicle fleet in Australia. However, there are signs of inertia.

16
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VEHICLE TYRE COST OUTLOOK

4.1
NEW TYRE PRICES

With the last manufacturer in Australia of new tyres closing manufacturing
facilities as of April 2010, Bridgestone has joined the other suppliers of road
freight tyres as an importer and wholesaler. Total sales of new road freight tyres
in Australia are estimated to have been around the $410 million mark in 2010-11.

As all new tyres are imported, the price of tyres and therefore costs to the road freight
industry are primarily determined by offshore production costs, landing costs and
exchange rates. Offshore production costs are mainly determined by raw material and
labour input prices. Landing costs are mainly associated with shipping and distribution
costs. The influence on price by the relative strength of the Australian dollar is significant
as rubber prices have accelerated recently leading to higher production costs, but the recent
strong Australian dollar has diluted the impact of increases in production costs on road
freight operators in Australia.

The most relevant exchange rate indicator for tyre imports from varying sources around
the world is the Trade Weighted Index (TWI). The TWI represents the value of the
Australian dollar (AUD) compared to a basket of 16 currencies of Australia’s major trading
partners. The index is weighted according to the share of trade conducted with each
country. Currently the five largest weights are for the Chinese Renminbi (16.4%), the
Japanese Yen (15.4%), the Euro (11.7%), the US dollar (10.9%) and the South Korean Won
(5.8%). The main drivers of the exchange rates are Australian terms of trade and interest
rates. Currently, higher commodity prices especially of iron ore and coal have increased
the terms of trade (prices received for exports are higher than prices paid for imports).
Relatively strong growth is forecast for the Australian Economy over the next five years
with GDP expected to grow at an average rate of 3.7% leading to inflationary pressure on
the economy, which would consequently lead to higher interest rates and therefore making
the AUD more attractive to currency investors. Over the five years to 2014-15, it expected
that the Australian dollar will increase at an annualised rate of 0.5% in trade weighted
terms, to reach 72.1. Detailed analysis of TWI forecast is provided in Appendix 4.

Tyre prices for shorthaul and longhaul segments of the road freight industry differ owing

to differing designs to withstand specific freight tasks. Larger tyres are required for heavy
long haul vehicles, which have higher raw material content. As a consequence, prices of
these types of tyres are more sensitive to movement in prices of raw material such as rubber
and crude oil, compared to smaller tyres used on Rigid Trucks and Vans that constitute the
majority of the short haul fleet.

17
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Table 4.1 provides forecasts of new tyre prices for the linehaul segment, while Table 4.2
provides forecasts of new tyre prices for the shorthaul segment. All values are expressed as
indices with 2009-10=100 as a base.

Table 4.1 Forecasts of New Tyre Prices Linehaul (2009-10=100)

Year Index % Change

2000-01 71.88

2001-02 70.60 -1.78
2002-03 77.75 10.13
2003-04 82.79 6.48
2004-05 85.61 3.41
2005-06 88.53 3.41
2006-07 91.18 2.99
2007-08 94.50 3.64
2008-09 97.79 3.548
2009-10 100.00 2.26
2010-11 103.00 3.00
2011-12 106.61 3.50
2012-13 109.70 2.90
2013-14 112.33 2.40
2014-15 116.82 4.00

Source: TransEco Estimates

The table above indicates that tyre prices in linehaul applications are expected to increase at
an annualised rate of 3.16 per cent over the period forecast period 2010-11 to 2014-15.

Chart 4.1 Percentage Change New Tyre Prices Linehaul
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4.2
USED AND RECAPPED TYRE PRICES

There are a small number of used tyres imported for commercial vehicle utilisation and the
trend in importation of used tyres for commercial road vehicles has been on the decline
and this trend is expected to continue in the next five years. The main reason for this is the
perceived safety risks involved in using a used tyre.

In contrast, the recapped tyre industry, which is estimated to be worth $40 million in 2009-
10, is expected to grow significantly. The driver of this growth is expected to be the total
cost outlook for road freight activity in Australia. Operators, especially of small to medium
size will be looking to curtail costs other than labour and fuel; and prices of recapped tyres
are a fraction of new tyre prices.

Although the prices of recapped tyres are much lower than new tyres, the forecast of price
movements in the retread market is expected to mirror those of new tyres owing to it being
a derived demand. In other word, a recap is only possible on once a new tyre.

Table 4.2 indicates that tyre prices in shorthaul applications are expected to increase at an
annualised rate of 2.78 per cent over the forecast period 2010-11 to 2014-15.

Table 4.2 Forecasts of New Tyre Prices Shorthaul (2009-10=100)

Year | Index | % Change
2000-01 | 76.05
2001-02 | 75.38 -0.88
2002-03 | 82.24 9.1
2003-04 | 82.82 0.71
2004-05 | 85.63 3.39
2005-06 | 88.56 3.42
2006-07 | 91.20 2.98
2007-08 | 94.52 3.64
2008-09 | 97.84 3.51
2009-10 | 100.00 2.21
2010-11 | 102.60 2.60
2011-12 | 105.78 3.10
2012-13 | 108.53 2.60
2013-14 | 110.70 2.00

2014-15 | 114.69 3.60
Source: TransEco Estimates

Chart 4.2 Percentage Change New Tyre Prices Shorthaul

10

8

ISR NN (I RN AN AN RN N 19



www.transecopl.com

4.3

SUMMARY AND CONCLUSION

20

All new tyres are currently imported and owing to high cost of barriers to entry,
TransEco expects no new tyre manufacturer to be established over the forecast
period to 2014-15.

Major factors impacting on the price of new tyres are raw material, labour inputs,
trade logistics capacity and the strength of the Australian dollar relative to
currencies of Australian trading partners as compiled into the Trade Weighted Index.

Opver the forecast period, tyre prices for longhaul applications are expected to rise
by an annualised rate of 3.16 percent, while tyre prices for shorthaul applications to
rise by an average of 2.78 per cent per annum over the same period.

Movements in the prices of recapped tyres are expected to mirror those of new

tyres.
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Chapter 5:

VEHICLE MAINTENANCE COST OUTLOOK

5.1
MAINTENANCE LABOUR RELATED

It is believed that 60 per cent of maintenance related costs is attributable to wages for both
linehaul and shorthaul operations. Wages in the service and repair section grew at a slower
rate than average weekly earnings for most of the past decade. Wages growth slowed in
2008-09 due to the global financial crisis (GFC) which saw a rise in unemployment to 5.8%
and many employees accepting stagnant wages and lower hours in order to retain their job.
In addition, the minimum wage was frozen in 2009.

Vehicle maintenance can be a labour-intensive task; however, the use of part-time
employees has significantly reduced the overall wage cost. Apprentice mechanics also tend
to lower the average industry wage. Many firms will though require quality staft and these
experienced technicians will often be employed on a full-time basis which adds to costs.

Remote diagnostics and vehicle telematics are a growing area of innovation within

the commercial vehicle maintenance industry. Telematics is the combination of
telecommunications and informatics. When it comes to motor vehicles, telematics refers
to the technology used to facilitate the retrieval of electronic data from a vehicle. The
technology allows mechanics and auto electricians to know exactly what the defect is in
a vehicle, thereby turning around the vehicle from repair with greater haste and results
are more accurate. Auto mechanics are expected to increasingly embrace this technology,
although added costs in equipment and training would be required.

The road freight transport segment consists mainly of vehicles older than 5 years as most
new trucks are increasingly purchased with a contract to provide maintenance services by
manufacturers. This is a constant segment for automotive repair companies and is expected
to observe a rise in market share in 2011-12 as the economy strengthens.

Economic conditions in Australia and worldwide will be the main drivers of the overall
wage, which is ultimately determined by supply and demand for labour. The skills shortage
in Australia is expected to intensify as the mining capital expenditure boom peaks in 2012
and 2013. Higher wages in the mining sector will bid up wages for workers in competing
industries. As consequence, the labour market in the commercial vehicle maintenance is
expected to tighten over the next five years.
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Table 5.1 provides information on vehicle maintenance cost indices operating in the
longhaul segment and indicates that maintenance costs are expected to rise at an annualised
rate of 3.56 per cent over the five year forecast period.

Table 5.1 Road Freight Maintenance Longhaul Cost Index 2009-10=100

Year Indices % Change

2000-01 76.10

2001-02 79.03 3.85%
2002-03 81.83 3.54%
2003-04 83.18 1.65%
2004-05 85.30 2.55%
2005-06 88.40 3.63%
2006-07 91.65 3.68%
2007-08 94.40 3.00%
2008-09 97.62 3.41%
2009-10 100.00 2.44%
2010-11 102.60 2.60%
2011-12 106.70 4.00%
2012-13 111.19 4.20%
2013-14 115.08 3.50%
2014-15 118.53 3.00%
2015-16 122.20 3.10%

Source: TransEco Estimates

Chart 5.1
Percentage Change in Road Freight Maintenance for Longhaul
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It is believed that 40 per cent of maintenance related costs is attributable to the price of soft
and hard parts for both linehaul and shorthaul operations. Around 40 per cent of all parts
sold are imported and therefore their prices are also determined by currency exchange rate
factors. In modelling vehicle parts prices, the Trade Weighted Index (TWI) was utilised as
a proxy for the exchange rate. The TWI represents the value of the Australian dollar (AUD)
compared to a basket of 16 currencies of Australia’s major trading partners. The price for
parts is determined by demand factors such as road freight activity (tonne-kilometres
travelled) and the number of commercial vehicles on register. In general, prices of parts for
the longhaul segment (heavier and longer vehicles) are higher than prices of parts for the
shorthaul segment.

Prices of domestically manufactured parts are influenced by domestic labour market and
purchases of raw materials. Costs of both these inputs are expected to rise over the forecast
period, therefore adding to the cost of vehicle maintenance.

There seems to be growing price parity between domestically manufactured parts and
imported parts. However, the relative strength of the Australian dollar does influence the
price of imports. Over the five years to 2014-15, the TWI is expected to rise from 70.4 in
2009-10 to 72.1 in 2014-15 growing at an annualised rate of 0.5% per annum.
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Table 5.2 provides information on vehicle maintenance cost indices operating in the
shorthaul segment and indicates that maintenance costs are expected to rise at an
annualised rate of 3.14 per cent over the five year forecast period.

Table 5.2 Road Freight Maintenance Shorthaul Cost Index 2009-10=100

Year Indices % Change

2000-01 77.25

2001-02 80.30 3.95%
2002-03 83.28 3.71%
2003-04 83.75 0.56%
2004-05 85.74 2.38%
2005-06 89.24 4.08%
2006-07 92.47 3.62%
2007-08 94.83 2.55%
2008-09 98.42 3.79%
2009-10 100.00 1.61%
2010-11 102.20 2.20%
2011-12 105.78 3.50%
2012-13 109.80 3.80%
2013-14 113.20 3.10%
2014-15 116.14 2.60%
2015-16 119.28 2.70%

Source: TransEco Estimates

Chart 5.2 Percentage Change in Road Freight Maintenace for Shorthaul
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5.3
VEHICLE RELATED COMPLIANCE COSTS

Motor vehicles are a significant contributor to urban air pollution and noise in major

cities. To date, the principal measure used in Australia for reducing vehicle emissions and
noise has been the introduction of tighter emission standards for new vehicles through

the Australian design Rules (ADRs). ADRs set the standards that each vehicle model is
required to meet, prior to their first supply to the market. In the environmental context,

the ADRs set standards for emissions, noise and fuel consumption labelling. Australia has

a commitment to harmonise with the vehicle standards developed by the UN Economic
Commission for Europe (UN ECE) wherever possible. The emission standards now in place
reflect that commitment.

The development of emission standards for highway vehicles and engines is coordinated
by the National Transport Commission (NTC). The Regulations (ADRs) are administered
by the Department of Transport and Regional Services. It is to be noted that the emission
performance of vehicles once they are on the road (in-service) is the responsibility of the
State and Territory Governments. Australian emission standards for heavy vehicles are
based on European regulations, with the acceptance of selected US and Japanese standards.
For instance, all new diesel powered commercial vehicles with gross vehicle mass of more
than 3.5 tonnes from 1 January 2011 will have to abide by Euro 5 or US07, JEO5 standards.

A new smoke emission ADR (ADR30/01) also applies to all categories of diesel vehicles.
Further compliance is required through ADR 80/02 that requires heavy-duty vehicles to
have on board diagnostics (OBD) systems meeting the Euro 4 (or Japanese) requirements
to warn against functional failures. ADR 80/03 requires vehicles to have OBD systems
meeting the Euro 5 requirements to directly monitor emission levels against set OBD
thresholds. In addition the new emission requirement are synchronised with new diesel
fuel specifications of reduced sulphur content such as 10 ppm sulphur effective from 1
January 2009.

The above provides some evidence of the operating conditions of suppliers of road freight
services. This regulatory compliance attracts additional costs that have to be absorbed
within a competitive market. TransEco modelling indicates that compliance to emission
regulations have added nearly 0.5 cents per kilometre to the cost of operating a B-Double
rig between Melbourne and Sydney as of 1 January 2011.

It is most likely, that there will be further requirement to comply with regulations in the
future as the community as a whole demands safe and environment friendly road freight
services.

54
SUMMARY AND CONCLUSION

o Major cost components of maintenance are price of labour and price of parts,
with 40 per cent of parts being imported and whose price is subject to the
strength of the Australian dollar relative to its main trading partners.

o Vehicle Maintenance costs in the longhaul road freight segment are expected to
rise at an annualised rate of 3.56 per cent over the forecast period.

o Vehicle Maintenance costs in the shorthaul road freight segment are expected
to rise at an annualised rate of 3.14 per cent over the forecast period.

o Compliance to emission regulations is expected to cost B-Double operators

between Melbourne and Sydney approximately 0.5cents per kilometre as of 1
January 2011.
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CHAPTER 6:

VEHICLE CAPITAL COSTS OUTLOOK

6.1
BORROWING INTEREST RATES

26

Movements in interest rates play a significant role in determining capital costs for a road
transport operator as most purchases of mobile equipment such as trucks and trailers are
debt funded; and along with depreciation constitute total vehicle capital costs.

The three year fixed interest rate for loans to small businesses is an appropriate indicator of
movements in interest rates. When interest rates are on the rise, loan repayments increase
and therefore increase vehicle capital costs. It is acknowledged there are instances of leasing
vehicles rather than purchasing; however for the purpose of forecasting it is assumed that
vehicles are purchased through debt funding.

Table 6.1 provides historical and forecast data on lending rates reported as a percentage and
real GDP growth as a general indicator of the strength of the Australian economy over time.
There is a strong correlation between general economic activity and three year fixed lending
rate to small businesses. TransEco’s analysis shows that the volatility of the rate over

the last five years was high. This high level of volatility was due to the commodity boom
appreciation in 2006-07 and 2007-08, followed by a rapid decline in the wake of the Global
Financial Crisis in 2008-09 and the recent rise as economic conditions recover.

Over the outlook period, the domestic and international economies are expected to
continue to recover. As the Australian economy recovers, the Reserve Bank of Australia
(RBA) will increase interest rates to guard against inflation and rising house prices. High
levels of government debt around the world are also expected to increase business interest
rates. High level s of government debt is forecast to result in substantial competition for

the private sector and businesses are expected to pay higher interest rates to compete with
government bonds. While Australian government debt is low by international standards,
Australian banks source some of their credit from overseas and are able to lend to overseas
institutions. The global nature of the banking system means that higher rates internationally
will result in higher rates domestically.

The relatively higher interest rate regime over the outlook period will contribute to higher
vehicle capital costs.



Table 6.1: Three Year Fixed Lending Rates for Small Businesses

Year Lending Rate | Absolute | Real GDP
Percentage Change Growth
2000-01 7.64 2.07
2001-02 7.33 -0.31 3.90
2002-03 6.93 -0.40 3.27
2003-04 7.58 0.65 4.16
2004-05 7.58 0.00 2.95
2005-06 7.66 0.08 3.08
2006-07 8.34 0.68 3.57
2007-08 9.41 1.07 3.83
2008-09 7.56 -1.85 1.45
2009-10 8.34 0.78 2.23

Source: RBA, ABS and TransEco Estimates

Chart 6.1 Percentage change in GDP and Absolute Change in Lending Rates
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6.2
VEHICLE PRICES OUTLOOK

Nearly eighty per cent of commercial vehicles sold in Australia are imported; and as a
consequence the price of new vehicles is influenced by strength of the Australian dollar.
The Australian dollar is forecast to remain strong in the next five years, which will help
keep imported commercial trucks prices relatively low. Additionally, relatively low tarift
levels and a growing number of free trade agreements are expected to provide wholesalers
with the impetus to introduce a number of new imported models, especially in the light
commercial vehicle market. However, price competition between comparable models is
expected to intensify as distributors fight for market share over the next five years.

Prices are also influenced by compliance to regulations. For instance, demand in 2009-10
for commercial vehicles was driven by the anticipated commencement of Australian Design
rule (ADR) 80/03, which took effect for all new models from 1 January 2010 and all models
on 1 January 2011. New design rules generally means higher price trucks. As a result,
trucking firms often purchase trucks prior to the commencement of a new rule to avoid
paying higher for compliant trucks; thus contributing to pent-up demand. On the other
hand, the introduction of new more fuel-efficient models will promote some sales in the
replacement market, as they will suit companies with older fleets.

The trailer and vehicle body market is less reliant on imports and prices of its products are
mainly influenced by cost of raw material such as steel and aluminium.

The other component of vehicle capital costs is the depreciation regime on prices paid for
new commercial vehicles. The iminishing depreciation rates used in TransEco’s calculations
are as follows:

oTrucks with Gross Vehicle Mass of equal or greater than 3.5 tonnes — 13.33%
oTrucks with Gross Vehicle Mass of less than 3.5 tonnes — 16.66%

oTrailers with Gross Vehicle Mass of equal or greater than 4.5 tonnes - 13.33%
oTrailers with Gross Vehicle Mass of less than 4.5 tonnes — 20.00%
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Table 6.2 provides vehicle capital cost forecast for shorthaul operations. It shows that
capital costs on average are expected to increase by 2.0 per cent annually over the next five
years to 2015-16.

Similarly, Table 6.2 provides vehicle capital cost forecast for longhaul operations and
indicates that on an annualised basis, capital costs are expected to increase at a rate of 1.8
per cent for each year to 2015-16.

Table 6.2: Vehicle Capital Costs Forecasts Shorthaul (2009-10=100.00)

Year Index % Change

2000-01 82.23

2001-02 85.19 3.60
2002-03 87.62 2.85
2003-04 87.97 0.40
2004-05 89.25 1.46
2005-06 92.16 3.26
2006-07 94.77 2.83
2007-08 96.32 1.64
2008-09 98.70 2.47
2009-10 100.00 1.32
2010-11 101.10 1.10
2011-12 103.54 2.41
2012-13 106.84 3.19
2013-14 108.92 1.95
2014-15 110.56 1.50
2015-16 111.88 1.20

Source: TransEco Estimates

Chart 6.2 Percentage Change in Vehicle Capital Costs for Shorthaul
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Table 6.3: Vehicle Capital Costs Forecasts Longhaul (2009-10=100.00)

Year Index % Change

2000-01 83.79

2001-02 84.96 1.40
2002-03 86.53 1.85
2003-04 87.65 1.29
2004-05 89.43 2.03
2005-06 92.51 3.44
2006-07 95.97 3.74
2007-08 97.63 1.73
2008-09 99.44 1.85
2009-10 100.00 0.56
2010-11 100.95 0.95
2011-12 103.11 2.14
2012-13 106.07 2.87
2013-14 107.78 1.61
2014-15 108.97 1.11
2015-16 110.12 1.05

Source: TransEco Estimates

Chart 6.3 Percentage Change in Vehicle Capital Costs for Longhaul
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6.4 Summary and Conclusions
« Movements in interest rates play a significant role in determining capital costs for a road
transport operator as most purchases of mobile equipment such as trucks and trailers are
debt funded; and along with depreciation constitute total vehicle capital costs.

o The relatively higher interest rate regime over the outlook period will contribute to higher
vehicle capital costs.

« Eighty per cent of commercial vehicles sold in Australia are imported, and as a
consequence the price of new vehicles is subject to movements in exchange rates. The
Australian dollar is expected to be relatively strong over the forecast period, thus keeping a
lid on vehicle price increases.

o The trailer and motor vehicle body market is less reliant on imports and prices of its
products are mainly influenced by cost of raw material such as steel and aluminium.
o Over the outlook period to 2015-16 vehicle related capital costs are expected to rise by an
30 average annualised rate of 2.0 per cent for shorthaul and 1.8 per cent for longhaul.
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CHAPTER 7:

MOTOR VEHICLE INSURANCE COST OUTLOOK
7.1 DETERMINANTS AND TRENDS

There are number of key determinants that influence the cost of insurance and these
include: total number of commercial vehicles on register and utilisation; interest rate
movements; natural disasters; and legislative compliance requirements for general
insurance.

Demand for commercial motor vehicle insurance depends on the number of vehicles
registered and their aggregate value. During downturns, growth in vehicle registrations will
tend to be slow as vehicle spare capacity increases. Year on year increases in aggregate value
of commercial vehicles will also tend to shrink as trucking companies defer motor vehicle
purchases. Another factor that impinges on the cost of insurance is the rate of utilisation

of vehicles. In the case of high vehicle utilisation the cost of insurance premiums increase
more than the rate of utilisation. The number of commercial vehicle accidents in any given
period is also a determinant of the size of insurance premiums. Statistics of fatal accidents
involving trucks is provided as a proxy for accidents and is provided in table 7.1 and
indicates a strong correlation between accidents and insurance costs.

Table 7.1 Fatal Crashes Involving Trucks

Calendar | Articulated Rigid Total % Change
Year
2004 137 92 229
2005 132 97 229 0.00
2006 145 71 216 -5.68
2007 145 78 223 3.24
2008 130 87 217 -2.69
2009 117 73 190 -12.44
2010 127 62 189 -0.53

Source: DOTAR

Chart 7.1 Fatal Crashes Involving Trucks
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Interest rate movements influence investment revenue and demand. High interest rates
enable insurers to generate more investment income from new bonds, but they often
precede an economic slowdown.

General insurers provide coverage to businesses and households for catastrophic
natural disasters. Insurers’ profitability depends on the frequency and severity of these
unanticipated events. Climate change is increasing the frequency and severity of natural
catastrophes.

The regulatory burden on motor vehicle insurers is heavy and much of it concerns capital
adequacy requirements. Any increase in the amount of capital required per premium will
limit the industry’s ability to underwrite new insurance business. Similarly, an increase in
regulatory compliance requirements will generally raise compliance costs and ultimately
result in increased prices for services rendered.

General insurers entered the last five-year period in the middle of an intensifying price
war, and it seemed the soft market conditions would persist for some time as strengthening
investment conditions supported the industry’s surplus capital position. However, as prices
reached long-term lows, high catastrophic losses combined with the arrival of the global
financial crisis battered the industry’s exposed bottom line. Two years of poor profitability
eroded the industry’s capital surplus, constraining underwriting capacity. At the same time,
turmoil in the global reinsurance market meant Australia’s general insurers faced higher
reinsurance prices.

With the financial crisis deeply setting back the industry in terms of profitability and its
ability to generate revenue from investments, the case for premium price rises quickly
materialised. Further adding to the need for price rises was the increase in catastrophic
losses incurred. Prices were the lowest in 2007-08, when investment income plunged
combined with relatively high claims, which saw the industry’s combined ratio edge closer
to 100%. In 2008-09, the combined ratio continued to climb, exceeding 100%. This meant
that the industry had incurred a loss from underwriting activities, as insurers paid out
more in benefits than they received in premium revenue. This further built the case for the
need to increase premium prices. The 2009-10 financial year saw prices edge higher, claims
expenses came down and investment income grew as the Australian economy began its
recovery. This helped the industry push the combined ratio back down below 100%.

In late December 2010 and early January 2011, Queensland endured one of the largest
natural disasters in Australia. The Queensland floods affected a number of regional centres
before wrecking havoc in the state’s capital of Brisbane where most of the damage occurred.
Taking into account the limited liability policies, the general insurers collectively took a
$5700 million hit in payouts.

Commercial vehicle premiums are expected to keep rising until 2013-14, before softer
demand from a weakening economy brings about downward pressure on premium prices
in 2014-15 and 2015-16. Tables 7.2 and 7.3 provide forecasts of vehicle insurance in the
shorthaul and linehaul markets respectively.



Table 7.2 Shorthaul Vehicle Insurance Cost Index Outlook (1999-10=100)

Year Index % Change

2000-01 81.78

2001-02 86.57 5.86
2002-03 90.38 4.40
2003-04 92.98 2.88
2004-05 96.37 3.65
2005-06 100.28 4.06
2006-07 104.35 4.06
2007-08 97.83 -6.25
2008-09 95.99 -1.88
2009-10 100.00 4.18

*Source: TransEco Estimates

Chart 7.2 Percentage Change of Shorthaul Vehicle Insurance Cost
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Table 7.3 Longhaul Vehicle Insurance Cost Index Outlook (1999-10=100)

Year Index | % Percentage

2000-01 | 69.97

2001-02 | 82.54 17.96
2002-03 | 88.26 6.93
2003-04 | 91.56 3.74
2004-05 | 95.61 4.42
2005-06 | 100.48 5.09
2006-07 | 105.60 5.10
2007-08 | 97.24 -7.92
2008-09 | 94.13 -3.20
2009-10 | 100.00 6.24
2010-11 | 105.40 5.40
2011-12 | 112.78 7.00
2012-13 | 116.73 3.50
2013-14 | 121.28 3.90
2014-15 | 116.43 -4.00
2015-16 | 113.17 -2.80

*Source: TransEco Estimates

Chart 7.3 Percentage Change of Longhaul Vehicle Insurance Cost
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7.2
COMPULSORY THIRD PARTY (CTP)

In each state, except for New South Wales, Queensland and the Australian Capital
Territory, CTP is underwritten by the respective state government. In the privately
underwritten states, insurance is underwritten through a scheme under the supervision of
a government entity. In States where CTP business is controlled by the public sector, there
is an expectation that this business will be transferred to the private sector over the next
three years. This has significant implications on the road freight industry as private insurers
are usually general insurers and the risk taken is usually shared across the economy.
Therefore, the CTP is expected to rise in line with other general insurance products,

once all states and territories have privately underwritten insurers. It all also means that
movement in CTP would not be immune to effects of natural disasters such as floods

and earthquakes. Public insurers account for about 48 per cent of CTP motor vehicle
insurances.

7.3
SUMMARY AND CONCLUSIONS

«  Key determinants that influence the cost of commercial motor vehicle insurance
include: total number of commercial vehicles on register and utilisation; interest rate
movements; natural disasters; and legislative compliance requirements for general
insurance.

o Commercial vehicle insurance premiums are expected to keep rising until 2013-14,
before declining in the next two years.

o Shorthaul vehicle insurance costs are expected to increase by an annualised rate of
1.3% over the next five years; while linehaul vehicle costs are expected to expand by

1.4% per annum over the same period.

o Over the next three years, the compulsory third party (CTP) premiums are expected
to rise as all states and territories offer privatised CTP underwriting.
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CHAPTER 8:

VEHICLE REGISTRATION COST OUTLOOK

8.1: HEAVY VEHICLE CHARGES DETERMINATION

The Council of Australian Governments (COAG) and the Australian Transport Council
(ATC) agreed in February 2008 that heavy vehicle charges (including the registration and
fuel-based charges) should be adjusted annually to maintain recovery of road costs. The
National Transport Commission (NTC) is responsible for reviewing national heavy vehicle
charges and calculating the annual adjustment, with revenue recovered through heavy
vehicle charges contributing to building roads.

Heavy vehicle registration charges are automatically adjusted each year by the annual
adjustment factor under regulations and laws in each state and territory. The NTC uses an
economic formula (the annual adjustment formula) as documented in the Model Heavy
Vehicle Charges Act 2007 (as amended) to determine the annual adjustment factor. This
formula takes into account changes in road expenditure and changes in heavy vehicle road
use to determine the extent of the price changes.

The road expenditure factor (REF) reflects the change in expenditure across the four
different road types: rural arterial, urban arterial, rural local and urban local. Arterial
expenditure relates to state/territory expenditure, while local expenditure refers t local
government expenditure. Federal government grants such as the Building Australia Fund
road projects are included in both these categories. Arterial road expenditure data is sourced
directly from States and Territories utilising NTC template and local road expenditure

is sourced from the Australian Bureau of Statistics (ABS). In addition in calculating the
changes in road expenditure, seven year moving average results is used to compute the
charges.

The road use data used to derive the total value of registration and road user charge revenue
is obtained from the Australian Bureau of Statistics’ Survey of Motor Vehicle Use (SMVU
series) using annual survey data provided to the NTC by heavy vehicle class. The exception
is data on trailer numbers, which are based on NTC estimates using SMVU vehicle type data
as a foundation.

In preparing the annual adjustment the NTC makes sure that two key principles are met as
set by COAG in April 2007 and these are as follows:

o There is ongoing cost recovery.

«  No cross-subsidies between vehicle classes arise over time.

NTC conducts a validation analysis process of total cost recovery and during this process
takes into account structural changes in road operators’ behaviour (such as road train
operations) and reacts accordingly. However, there has been some concerns regarding
registration charges on ‘A’ trailers in longer vehicle configurations and NTC is currently
addressing these issues.

While the NTC methodology seems robust enough to model registration charges based
on road expenditure and vehicle usage patterns, TransEco believes that road expenditure
itself may not be derived from efficient road construction and maintenance regimes. Any
inefficiency in the road construction and maintenance expenditure would lead to the road
freight industry being overcharged in registration fees.

It is likely that a full determination will be conducted sometime over the forecast period to
2014-15.
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Table 8.1 provides outlook of registration charges of selected vehicles (6 axle articulated and
9 axle B-double).

The recent high registration charges on B-Doubles have been due to the removal of subsidy
for B-Double configurations over three years from 2008. The subsidy was first applied to
encourage the use of B-Doubles, and this strategy was successful in introducing wide spread
use of B-Doubles.

Table 8.1 Registration Charges Outlook ($) - Selected Vehicles

Period | Articulated | % Change [ B-Double | % Change | Total %
(6 axle) (9 axle) Change

2009-10 5310 12214 17524

2010-11 5612 5.69 15340 25.59 20952 19.56
2011-12 5746 2.39 15708 2.40 21454 2.40
2012-13 5947 3.50 16258 3.50 22205 3.50
2013-14 6072 2.10 16599 2.10 22671 2.10
2014-15 6206 2.20 16964 2.20 23170 2.20
2015-16 6448 3.90 17626 3.90 24074 3.90

*Source: TransEco Estimates Based on NTC Determinations

Chart 8.1 Registration Costs of Selected Vehicles
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8.2 LINEHAUL REGISTRATION CHARGES OUTLOOK

38

Table 8.2 provides details for movements in registration costs to operators to 2015-16 and
indicates that registration charges are expected to increase by an annualised rate of 2.8 per
cent over the five years to 2015-16. The forecasts are sensitive to introduction of widespread
longer and heavier vehicles on arterial roads, which would skew allocated expenditure
towards these new configurations. However there is little chance for such a scenario to arise
over the next five years.

Table 8.2 Registration Charges Outlook (2009-10=100) - Linehaul

Period Index | % Change
2009-10 | 100.00
2010-11 | 119.56 19.56

2011-12 | 122.43 2.4
2012-13 126.71 3.49
2013-14 | 129.38 2.09
2014-15 | 132.22 222

2015-16 | 137.38 3.89

*Source: TransEco Estimates Based on NTC Determinations

Chart 8.2 Percentage Change Linehaul Vehicles
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8.3 SHORTHAUL REGISTRATION CHARGES OUTLOOK

Table 8.3 outlines details of movements in shorthaul registration costs to a road freight
operator in Australia. It shows that over the next five year to 2015-16, shorthaul operators
would experience an average of 2.7 per cent increase in registration costs annually.

Table 8.3 Registration Charges Outlook (2009-10=100) - Shorthaul

Period

Index % Change

2009-10

100.00

*Source: TransEco Estimates Based on NTC Determinations

Chart 8.3 Percentage Change Shorthaul Vehicles
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8.4 SUMMARY AND CONCLUSION

o In preparing the annual adjustment the NTC makes sure that two key principles are
met as set by COAG in April 2007. Firstly, there is ongoing cost recovery, and secondly,
no cross-subsidies between vehicle classes arise over time.

o While the NTC methodology seems robust enough to model registration charges
based on road expenditure and vehicle usage patterns, TransEco believes that
road expenditure itself may not be derived from eflicient road construction and
maintenance regimes. Any inefficiency in the road construction and maintenance
expenditure would lead to the road freight industry being overcharged in registration
fees.

o The recent high registration charges on B-Doubles have been due to the removal of
subsidy for B-Double configurations over three years from 2008.

o Registration charges to line haul operators are expected to increase by an annualised
rate of 2.8 per cent over the five year period to 2015-16.

o Shorthaul operators are expected to experience an average rise in registration costs of
2.7 per cent per annum over the next five years.
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Carbon Economy Outlook

9.1
STATE OF PLAY

There is enough scientific evidence to suggest that the global carbon cycle is changing in
that the Earth’s surface is warming at a relatively rapid rate and the primary reason for this
warming, at least since the middle of the 20" century, is the increase in carbon dioxide
(CO2) in the atmosphere. The increase is believed to be due to the operation of the natural
carbon cycle and modification of the cycle by human intervention.

According to the Climate Change Science Update 2011 report, the Global Financial

Crisis led to a fall of 1.3 per cent in 2009 in the global emissions of CO2, from fossil fuel
combustion, in sharp contrast to the average annual rise in fossil fuel CO2 emissions of 3.2
per cent of the 2000-2008 periods. The growth rate of emissions is expected to resume its
upward trend of 3 per cent or greater as global economic activity recovers from the GFC,
barring a further sharp economic downturn or rapid and rigorous reductions in emissions
in response to climate change. Given the strong rise in emissions over the past decade,
current emissions are about 37 per cent larger than those in 1990, sometimes used as the
baseline against which to measure emission reductions. Over the last few years, coal has
overtaken oil as the largest source of CO2 from fossil fuel combustion. Despite the drop in
the absolute amount of emissions in 2009, the atmospheric concentration of CO2 still rose
by 1.6 parts per million (ppm) during the year, compared to an average growth rate of 1.9
ppm per year for the 2000-2008 periods.

Climate change is now a stark reality. The growing consensus is that no individual,
business, community, government of nation can avoid the consequences of climate change
with experts forecasting average global temperature increases of up to 6.4 per cent by 2100
if no action is forthcoming.

The take-up rate of climate change issues in the transport and logistics sector globally

has been encouraging in terms of environmental impact reporting and goal-setting but
much slower than other sectors of the economy. Transport is responsible for almost 60
per cent of oil consumption in the OECD countries and for an estimated 13% of all global
emissions. The industry also employs millions of people globally and facilitates the flow of
goods and commerce that lead to economic prosperity.

A survey conducted with the largest 291 transport and logistics companies globally in
2009 and presented as the Carbon Disclosure Project (CDP) Transport Report found the
following trends:

Road transport accounts for approximately 80 per cent of the transport sector’s total
contribution to CO2 emissions, while rail accounts for just 0.5 per cent. Air represents
approximately 13 per cent of the share of CO2 emissions, with sea transportation at just 7
per cent.

In South America, 60 per cent and in Europe 52 per cent of all transportation companies
asked to report through CDP have set an emission reduction plan, compared to 18 per cent
in Asia and 47 per cent in the US and Canada.

Only 36 per cent of transport companies have set reduction targets, compared with 51 per
cent within the largest global companies (Global 500 index of companies). This implies
that many more transport companies need to set reduction plans in order to catch up with
other sectors.
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9.2

Nearly half of the world’s largest transport companies have not yet recognised risks and
opportunities associated with the carbon economy. Around 53 per cent of the world largest
53 transport companies cite regulatory risks and 59 per cent regulatory opportunities.
Despite the fact the transport is exposed to a range of regulations globally, this figure is
considered to be low, when compared to peers in other sectors within the Global 500,
where the comparable figures are 64 per cent and 69 per cent respectively. However, those
transport companies that do report climate change risks and opportunities, show a detailed
understanding of the issues. In particular regulatory risks such as caps and taxes are most
frequently cited. In addition companies cite other risks such as increased operating costs,
increases in extreme weather and associated disruption and decrease of high carbon
services.

Leading companies are also identifying and developing opportunities in low carbon fuels
and advanced technology vehicles (such as hybrids or hydrogen vehicles). They have also
reported that competitive advantages can be achieved through carbon efficient products
and cost savings from increased fuel efficiency.

Some companies have reported significant investments into carbon reductions and low
carbon technologies. Although carbon investment reporting is in its infancy, with just

9 per cent of 291 companies reporting data on current investments, significant capital
investment is flowing into the development of low carbon solutions in the transport sector.
Around US$31.93 billion has been invested into low carbon solutions in the sector. New
technologies and processes include installation of renewable energy systems; developing
more efficient transport routes, low carbon fuels, and innovative vehicle design; or product
innovation into hybrids or electric powered vehicles.

CURRENT AUSTRALIAN INITIATIVES AND LIKELY OUTCOMES
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Based on modelling by the Bureau of Infrastructure, Transport and Regional Economics in
2008, tail pipe emissions from freight transport are predicted to increase by almost 100 per
cent on 1990 levels by 2020 with emissions growing from 22.5 megatons (Mt) of CO2e in
1990 to 44.6 Mt by 2020. This predicted growth in emissions needs to be set aside the fact
that in order o play its parts in averting dangerous climate change, Australia must reduce its
emissions by at least 40 per cent by 2020 on 1990 levels and effectively decarbonise by 2050.
Australia’s ratification of Kyoto Protocol confirmed that Australia will seek to restrict its
2012 emissions to 108 per cent of 1990 levels. Importantly, the predicted growth in freight
transport emissions is not only inconsistent with the deep cuts required in the coming
decades but is also inconsistent with the modest target under the Kyoto Protocol.

Projections for the growth of emissions from freight transport ensure a growing share

of national emissions for the sector. Whilst tail pipe emissions from freight transport
accounted for 4.07 per cent of Australia’s emissions in 1990, this figure had grown to almost
5.5 per cent by 2006 and is set to increase to as much as 13.46 per cent by 2020. This trend
suggests that freight transport is currently unprepared to contribute to Australia’s entry into
a carbon constrained world.
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If the rapid growth of freight transport emissions continue unabated, it is likely that
regulatory obligations for freight transport will be brought into greater alignment with
those currently facing large energy users. This will be particularly true for road based
freight which accounts for the bulk of freight emissions.

Whilst policy makers have identified a range of strategies to respond to the increasing
emissions profile of road freight transport it is likely that demand management will

feature prominently. Other risks that the logistics and freight transport sector is expected
to experience from climate policy implementation includes compliance risk; exposure to
operating cost structures in fuel, electricity, water and insurance; reputational risk; market
risks; and growing investor demands.

The policy responses to climate change and its environmental implications will lead to
significantly increase the operating cost structure of road freight operators. It is imminent
that a carbon tax will be introduced in 2011 and it will precede an emission trading scheme.
As transport fuels enter into an emission trading scheme fuel costs will rise. The ultimate
increase in price will be determined by the carbon intensity of the respective fuels.

The Total Environment Centre Inc has reported the magnitude of fuel price increases by
fuel type based on a number of carbon price points and these along with TransEco’s forecast

price of $27 per tonne of CO2e (2008-09 constant prices) are provided in Table 9.1.

Table 9.1: Fuel Price (cents per litre) Movements after Carbon Pricing

Carbon Tax or Market Price per tonne of CO2e
Fuel Type $20 per tonne $27 per tonne $40 per tonne
Diesel 5.80 cents 7.83 cents 11.60 cents
LPG 3.40 cents 4.59 cents 6.80 cents
Natural Gas 5.20 cents/m3 7.02 cents 10.40 cents/m3
Ethanol 2.60 cents 3.51 cents 5.20 cents
Biodiesel (Tallow) 2.60 cents 3.51 cents 5.20 cents
Biodiesel (Canola) 3.00 cents 4.05 cents 6.00 cents

Source: TransEco Estimates based on TEC Inc Report.

The above estimates are based on the assumption that all emissions associated with the
extraction, processing, transport, refining and final combustion are priced under a future
emissions trading scheme (known as full fuel cycle carbon pricing) and that all carbon
costs are passed to the end user (known as 100 per cent pass through). These assumptions
make this pricing a ‘worse case’ scenario as the price sensitivity of users will eventually
determine the level of pass through.
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9.3
IMPLICATIONS ON ROAD FREIGHT INDUSTRY IN AUSTRALIA

According to ABARE, commercial motor vehicles in Australia consume 27 per cent of total
transport energy and therefore are a significant contributor to green house gasses emission
levels.

Chart 9.1 Users of Transport Energy

B Gas Pipelines (2%)
B Air (16%)

B Water (4%)

B Rail (3%)

B Commercial Motor

Vehicles (27%)
H  Passenger Motor Vehicles (48%)

Source: ABARE

The consequences of inaction by the road freight industry on climate change issues can
be significantly dire. There is no doubt that carbon pricing, whether through an interim
carbon tax leading to an emission trading scheme, will lead to higher costs to be absorbed
by the road freight industry.

Strategies have to be in place to absorb these higher costs through a myriad of actions
that lead to low carbon emissions. There is a strong possibility that there would be some
government assistance in the interim as road freight service producers implement these
strategies.

In addition shippers would demand low carbon emission road freight services as part of
their own accounting of carbon footprint. Therefore the move to low carbon emission road
freight not only provides a defensive position but also provides a competitive edge in the
market place.
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SUMMARY AND CONCLUSION
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Climate change issues have to be addressed now. The growing consensus is that no
individual, business, community, government of nation can avoid the consequences of
climate change with experts forecasting average global temperature increases of up to
6.4 per cent by 2100 if no action is forthcoming.

The take-up rate of climate change issues in the transport and logistics sector globally
has been encouraging in terms of environmental impact reporting and goal-setting
but much slower than other sectors of the economy. Transport is responsible for
almost 60 per cent of oil consumption in the OECD countries and for an estimated
13% of all global emissions.

Whilst tail pipe emissions from freight transport accounted for 4.07 per cent of
Australia’s emissions in 1990, this figure had grown to almost 5.5 per cent by 2006 and
is set to increase to as much as 13.46 per cent by 2020. This trend suggests that freight
transport is currently unprepared to contribute to Australia’s entry into a carbon
constrained world.

The policy responses to climate change and its environmental implications will lead
to significantly increase the operating cost structure of road freight operators. It is
imminent that a carbon tax will be introduced in 2011 and it will precede an emission
trading scheme. As transport fuels enter into an emission trading scheme fuel costs
will rise.

It is most likely that a starting carbon price of around $27 per tonne of CO2e will be
introduced and this would translate to an estimated cost increase in diesel fuel prices
of 7.83 cents per litre.
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APPENDICES

APPENDIX 1
SUMMARY OF COST OUTLOOK BY SEGMENT

LINEHAUL INDICES
Year 2009-10 | 2010-11 2011-12 | 2012-13 2013-14 | 2014-15 | 5 year Growth
Rate
Labour 100.00 104.20 109.77 112.92 119.36 126.78 4.9% p.a.
% Change 4.02 5.53 2.87 5.71 6.21
Fuel 100.00 112.96 119.21 117.63 135.24 121.74 4.0% p.a.
% Change 12.96 5.53 -1.33 14.97 -9.98
Tyres 100.00 103.00 106.61 109.70 112.33 116.82 3.2% p.a.
% Change 3.00 3.50 2.90 2.40 4.0
Maintenance 100.00 102.60 106.70 111.19 115.08 118.53 3.5% p.a.
% Change 2.60 4.00 4.20 3.50 3.00
Capital 100.00 100.95 103.11 106.07 107.78 108.97 1.7% p.a.
% Change 0.95 2.14 2.87 1.61 1.11
Insurance 100.00 105.40 112.78 116.73 121.28 116.43 3.1% p.a.
% Change 5.40 7.00 3.50 3.90 -4.00
Registration 100.00 119.56 122.43 126.71 129.38 132.22 5.7% p.a.
% Change 19.56 2.40 3.50 2.10 2.20
Source: TransEco Estimates
SHORTHAUL INDICES
Year 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 5 year Growth
Rate
Labour 100.00 103.45 108.02 111.07 114.76 119.18 3.6% p.a.
% Change 3.45 4.42 2.83 3.32 3.86
Fuel 100.00 113.52 119.92 118.45 136.32 122.84 4.2% p.a.
% Change 13.52 5.64 -1.23 15.08 -9.89
Tyres 100.00 102.60 105.78 108.53 110.70 114.69 2.8% p.a.
% Change 2.60 3.10 2.60 2.00 3.60
Maintenance 100.00 102.20 105.78 109.80 113.20 116.14 3.0% p.a.
% Change 2.20 3.50 3.80 3.10 2.60
Capital 100.00 101.10 103.54 106.84 108.92 110.56 2.0% p.a.
% Change 1.10 241 3.19 1.95 1.50
Insurance 100.00 103.50 108.68 111.07 114.40 112.11 2.3% p.a.
% Change 3.50 5.00 2.20 3.00 -2.00
Registration 100.00 104.10 106.60 110.33 112.65 115.12 2.9% p.a.
% Change 4.10 2.40 3.50 2.10 2.20

Source: TransEco Estimates
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APPENDIX 2:
USD — AUD EXCHANGE RATES

The exchange rate is influenced predominantly by interest rate differentials, GDP growth, inflation
levels, current account positions and equity flows. Over recent years, strong demand for commodities
has been a large factor in the Australian dollar’s growing value. These factors determine the supply
and demand conditions for the Australian dollar relative to its US counterpart; the higher the demand
for Australian dollar is in exchange for the US dollar, the higher the exchange rate.

Over the five years ending 2010-11, it is estimated that the exchange rate will appreciate by an
annualised rate of 5.20 per cent to reach USD0.96.

The performance of the Australian dollar against the US dollar over 2009-10 represented a sharp
reversal of the marked depreciation over 2008-09. The 2008-09 financial year was a rollercoaster
year for the Australian dollar. After surging to almost 0.98 US cents in July on the back of soaring
commodity prices and robust global growth, the currency went into freefall as the global financial
crisis escalated. With share markets crashing and credit markets becoming choked, global investors
reduced their risk investments in favour of the relative safety of US-dollar assets. Between June and
January, the Australian dollar lost over 30% of its value against the US dollar.

The interest rate differential between Australia and the United States will likely remain high as the
RBA and US Federal Reserve adopt divergent monetary stances to address differing growth levels
in their respective domestic economies. The interest rate differential between the two counties will
encourage investors to take advantage of higher yields in Australia and sustain demand for the
Australian dollar.

The Australian dollar will also continue to benefit from the Australian economy’s complimentary
relationship with the Chinese economy as demand continues for Australia’s mineral resources. Whilst
it is possible that Chinese policy makers may attempt to moderate economic growth to maintain
long-term sustainability in the Chinese economy; it is unlikely that demand will soften strongly for
Australian commodity exports. Commodity prices are therefore expected to remain high as East
Asian economies demand greater amounts of raw materials to fuel their growth. In the latter years of
the outlook period however, an excess supply of commodities are expected to enter the world market
trade and negatively impact on the exchange rate.

Risks to the outlook include another banking crisis, potentially arising from the ongoing sovereign
debt issues in Europe and government’s exposure to their banking sectors. Given the high levels of
private debt in Australia and Australian banks reliance on overseas funding, a banking crisis would
severely restrict lending and result in a fall in the Australian dollar and economic growth.

USD/AUD EXCHANGE RATE INDEX (2009-10=100.00)

Period Index % Change

2000-01 60.14

2001-02 59.34 -1.34
2002-03 66.60 12.24
2003-04 80.78 21.28
2004-05 85.36 5.67
2005-06 84.43 -1.09
2006-07 89.46 5.95
2007-08 102.35 14.42
2008-09 84.20 -17.74
2009-10 100.00 18.77
2010-11 108.61 8.61
2011-12 104.08 -4.17
2012-13 105.22 1.09
2013-14 105.78 0.54
2014-15 106.38 0.53
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APPENDIX 3

NATIONAL TRANSPORT COMMISSION ANNUAL ADJUSTMENTS TO HEAVY VEHICLE CHARGES

Date of % Change | Applied to Rego | Applied to Fuel Charge Diesel Fuel | Fuel Tax Credit
Application Charge Fuel Charge c/litre Excise c/litre c/litre
July 12000 N/A 11% 20.0 38.143 18.143
July 1 2001 3.30% 3.30% Nil 19.6 38.143 18.510
July 1 2002 3.20% 3.20% Nil 19.6 38.143 18.510
July 12003 3.00% 3.00% Nil 19.6 38.143 18.510
July 1 2004 0.30% 0.30% Nil 19.6 38.143 18.510
July 12005 1.00% 1.00% Nil 19.6 38.143 18.510
July 12006 2.70% 2.70% Nil 19.6 38.143 18.510
July 1 2007 3.50% 3.50% Nil 19.6 38.143 18.510
July 12008 N/A 7% 21.0 38.143 17.136
July 12009 3.20% 3.20% 3.20% 21.6 38.143 16.463
July 12010 4.20% 4.20% 4.20% 22.5 38.143 15.553
July 12011 2.40% 2.40% 2.40% 231 38.143 15.011
July 12012 3.50% 3.50% 3.50% 23.9 38.143 14.201
July 12013 2.10% 2.10% 2.10% 24.4 38.143 13.699
July 12014 2.20% 2.20% 2.20% 249 38.143 13.161
July 12015 3.90% 3.90% 3.90% 25.9 38.143 12.187

Source: Direct Communications with NTC and TransEco Estimates

Note:

1. N/A denotes outcomes of determinations imposing increases by types of vehicles as against a uniform outcome.
2. Forecasts of annual adjustments is sensitive to outcome of the next heavy vehicle charge determination.
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TRADE WEIGHTED INDEX OUTLOOK

Australia’s Trade Weighted Index (TWI), which represents the value of the Australian dollar
(AUD) compared to a basket of 16 currencies of Australia’s major trading partners. The
index is weighted according to the share of trade conducted with each country. Currently
the five largest weights are for the Chinese Renminbi (16.4%), the Japanese Yen (15.4%), the
Euro (11.7%), the US dollar (10.9%) and South Korean Won (5.8%).

The Australian dollar is expected to rise by 3.6 per cent in 2010-11, to a TWI of
approximately 72.9. Demand for commodities is expected to increase as various large
infrastructure construction projects around the world (Particularly in China) come to
fruition. Higher demand for commodities will increase their prices and fuel demand for
the Australian dollar. Inflation is also expected to increase as Australia’s economy recovers
at a relatively rapid pace, causing interest rates to follow. Meanwhile, the US, Japan and
Euro zone are expected to rebound at a slower rate than Australia, and will require low
interest rates for a longer period of time. As a result, Australia’s interest rates are likely to
stay significantly higher over the most of the year and lead to a stronger dollar compared to
those currencies.

Global economic recovery will accelerate over 2011-12 and major economies ra expected to
increase interest rates. The interest rate differential between Australia and other nations will
fall, significantly reducing demand for the Australian dollar, along with carry trade and as
result the TWI is expected to fall. However, cyclic peak in interest rates over the following
year is expected to help the Australian dollar bounce back in 2012-13, before falling slightly
over the remainder of the forecast period as rates moderate.

In the longer term, the yuan is expected to increase its weighting in the TWTI basket as
China cements its position as Australia’s number one trade partner, while the use of the
Euro as a reserve currency is likely to increase at the expense of the US dollar. China is

also likely to gradually appreciate its currency in order to transition from a manufacturing
based economy to consumption based as incomes rise. A higher Yuan will make Australian
commodity exports cheaper for the Chinese, increasing demand. As demand for
commodities, along with their prices, rise, demand for the Australian dollar will strengthen

keeping the TWT high.

Period Index | % Change
2009-10 70.4

2010-11 72.9 3.65
2011-12 69.0 -5.35
2012-13 70.8 2.61
2013-14 71.9 1.55

2014-15 72.1 0.30




APPENDIX 5:
FORECASTS OF B-DOUBLE OPERATING COSTS (CENTS/KM)

Year Labour Fuel Tyres | Maintenance | Capital | Rego | Insurance | Total

Source: TransEco Estimates

Total Operating Cost B-Double (cents per kilometre)
205.00

200.00

195.00 //\
190.00 7/

185.00 —

18000 |~

175.00 -
170.00
165.00
160.00 ' ' ' ' !

Notes:
1.) The above operating costs are exclusive of GST, Profit Margins and Compliance Costs

2.) Compliance costs (Fatigue and Emissions) are estimated to be 2.93 cents per km for B-Double
operations in 2010-11.



