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CHAIRMAN: Frg of dl, let me announce my name which is Ken Michad. | anthe gas
access regulator in Wedtern Audraia, and my role today is to bring you a brief
understanding of the draft decision related to the Dampier to Bunbury naturd gas pipeline.
My role will be to chair the proceedings and | will have a pandl to assst me to make the
presentations and aso to make any responses that will arise during the open forum.

But in opening today's proceedings, | would like to welcome you to this forum, and
| would aso like to welcome Sue Ortenstone from Epic Energy and David Williams who |
believe will make a short presentation just before tea. After the tea sesson - | will put up
the program alittle later - you will have the opportunity to ask questions. From about 3.20
till 5 o'dock is the dlocated time for the forum, but you may have as long as you need.
Hopefully during that time you will take the opportunity to raise metters that you would like
clarified or comments you would like to make.

| will ds0 have Peter Kaolf, who is just immediately on the edge of the table there
and who is the executive director of the Office of Gas Access Regulation, give a brief
overview of the draft decison. He will be followed by Dr Ray Chdlen dtting next to him
who is a consultant and who played a mgor role in the drafting of the draft decison. The
assessment of the access arrangement was managed by Robert Pulldla who is our senior
andys and who will join us as a member of the pane laer, as will Jeff Bachin who is a
consultant with Allen Consulting.

| thought | would start the proceedings today by giving a bit of a general statement
on regulaion and a generd statement on the gpproach used here, and | think it's important
to place the presentations that are to follow in context, and certainly there has been alot of
media and we are al well aware of it, and | need to be able to make sure that from the draft
decisgon point of view, the facts that relate to this draft decison are clearly presented to you
today so that you have agood overadl understanding of the intent of the draft decision.

It is dso useful, in looking at this draft decison, to reflect on why the current
regulatory regime was introduced. The regulatory arangements in Western Audrdia
implement a uniform nationa framework for access to gas pipdinesinitidly agreed to by al
Audrdian governments on 25 February 1994. This framework was developed through
extensive consultation with both the owners and operators of pipeline infrastructure, users
and other stakeholders. The Nationd Third Party Access Code For Natura Gas Pipeline
Systems forms part of a uniform nationd framework. The introduction to the code States
that: the am of the codeisto provide sufficient prescription so as to reduce substantialy the
number of likely arbitrations while a the same time incorporaing enough flexibility for the
parties to negotiate contracts within an appropriate framework.

The code has dso been designed to provide a clear nationd access regime with
conggtency between different jurisdictions. Among other things, the code sets out the
process to be followed by a service provider to put in place an access arrangement for
covered pipdines - that is pipelines covered under the code. It includes the principles to be
used in making the assessment. The principles define the overadl boundaries within which
both the service provider and regulator can work during the assessment process, but in
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goplying these principles, there is a limit to the level of discretion that can be used by the
regulator when assessing the proposed access arrangement.  In some maiters, the limits are
clearly defined, but for others it is a matter of judgment, and where such judgments are
needed, the code provides guidance to the regulator on the matters he must or she must take
into account.

The draft decison was an outcome of a congdered assessment of the access
arrangement proposa by Epic Energy and the issues raised in the submissions received
during the course of the assessment period. It reflects an outcome based on the principles
outlined in the code. Since the release of the draft decison, comments have generdly been
made in relation to the indicative reference tariffs that have been determined which in turn
are related to the initid capitd base and the rate of return being two key determinants of the
reference tariff.

The mogt dgnificant issue in respect of tariffs from Epic Energy's perspective has
been the issue of a regulatory compact with the State Government.  As noted in my notice
with the draft decison, | have not been able to verify a regulatory compact. The draft
decison took into account al the information provided by Epic Energy and other interested
parties including the review of information made available to bidders a the time of the sde
and the sale agreement, and the evidence which Epic Energy says supports the existence of
its regulatory compact asto future tariffs.

However, it should be noted that such evidence was only one of the matters that
were considered under section 2.24 of the code. It was after consdering dl these matters
that a vauation based on the depreciated optimised replacement cost or the DORC was
used. Indeed the vauation used in the draft decison was set a 100 per cent of the DORC
vaudion which isin contrast to many other smilar regulatory decisons which have st this
vaue a less than 100 per cent. The draft decison details the reasoning for sdecting a
DORC vdue as the initid capitd base, and Dr Ray Chalen will aborae on this in his
presentation later this afternoon.

| invite your feedback on this draft decison and will consder dl of the information
submitted in the find decison. Following the assessment of submissons and further
discussons with Epic Energy and any other interested parties the next phaseisto cometo a
fina decison and seek a revised access arrangement to be lodged in accordance with the
provisons of the code. It should be recalled that the process established under the code for
the issuing of a draft decison, recalving submissons and discussing those and then issuing a
fina decison is designed to enable decisions to be made in an efficient and proper way.

Accordingly, a find decison may vary from its precedent draft decison if new
informéation is presented. | therefore encourage dl interested parties to make substantial
submissons so that the most informed find decison possble may be made. | thought it
appropriate if 1 just read out one paragraphfrom the notice that | issued with the draft
decison, and it says.

The Regulator emphasises that the above Reference Tariff is indicative only and has
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been cdculated for the purposes of the Draft Decison. The Regulator has
intentionaly left Epic Energy with some discretion in determining how to go about
meeting the Regulator’s required amendments and Epic Energy may propose a
revised Reference Tariff that differsin some respects from that indicated above.

You may be aware from the media that action is being taken by Epic Energy - and it
isther right - to seek to stay the process.

| would just like to make it very clear tha for today, this is a metter that will be
addressed outside this forum and will not be the basis for responses, certainly on my part.
Epic may wish to make some comments, and that will be their prerogative a little later. |
should aso add that the proceedings are being recorded, so later on | will be asking for
people who will be making comments or asking questions to make very clear their name and
affiliation so that we gt that right. The intention is, as with other times, when we have
undertaken this particular process, that it will be placed on the Web. However, as | have
adways said, should anybody have any difficulty with that, then please contact the office so
that we can be aware of their concerns.

The program is there before you, and | think it is abundantly clear. Peter Kolf will
gpeak in amoment, followed by Ray Chalen and then Epic Energy's David Williams wishes
to make a comment. Then a 3.20 we will have an open forum in which case the matters
that we have raised will be presented for clarification. So with that introduction, thank you
again for atending in such numbers. | think that encourages a good debate and | think
better information, and hopefully a better decison. So | would like to introduce our
executive director Peter Kolf to come forward and outline the overview of the draft
decison. Thank you, Peter.

MR KOLF: Thank you Ken, I'm very pleased to have the opportunity to address you
here today. My presentation is in the nature of an overview, and by way of an introduction
to that presentation, | would like to just quickly give you an indication of the issues that | will
be addressng which are first of dl Off GAR's role in this process, particularly in relation to
its advice to the regulator and others. | will then move on to the advisory team that were
involved in the preparation of the draft decison for the Dampier to Bunbury Naturd Gas
Fipeine.

| would like to aso go over very hriefly some of the issues that relate to the issuing
of adraft decison such as what it means and what's intended by it. | would like to give an
indication of what the process is from here, and finaly move on to an overview of the draft
decison highlighting some of the key issues that are raised in that draft decision.

Turning to OffGAR's role, Off GAR acts as a secretariat and to some extent
operates independent of the regulator. Indeed the regulator actudly has two roles; one is
the chief executive officer of Off GAR, the other is as regulator, and in his capacity as the
chief executive officer he manages, has control of Off GAR, but it is a secretariat that
provides advice to the Regulator. The secretariat dso provides advice to the arbitrator, and
in certain circumstances aso to the Gas Review Board where there is no conflict of interest.
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The regulator and the arbitrator are both independent, both of the government,
industry, and to the extent that Off GAR provides advice to them. The parties are also
independent in the sense that they can source independent advice and are encouraged to do
50 and have done s0. To date Off GAR has handled decisons in relation to five covered
pipdines. In fact, the number of decisons involved are two find decisons and approvals,
and five draft decisons. For one covered pipdine, the access arrangement has been
deferred until 1 December 2002.

There have been two ring fencing decisons that have been dedlt with by the agency
and consdered and determined by the regulator, and these are both draft and find
decisons, and there has been one associate contract decision issued. There have aso been
some appeds. There have been two appeds. They were the same parties, so in some
sense it might be seen as one apped, but in fact it was two gppeds, and throughout al of
these processes, there has been extendve public consultation, which is evidenced by the
amount of information that is on the agency's Web page.

Moving on to the advisory team in relation to the Dampier to Bunbury Naturd Gas
Pipdine, the project manager for that particular assessment is Mr Robert Pulldla and he will
join us as part of a pand laer on. The principd consultant in the drafting of the draft
decison has been Dr Ray Chdlen. The legd advisers in this case were Corrs Chambers
Westgarth and the technical consultant is Connell Wagner, and Mr John Elkins has joined us
as a member of the pand today. Our economic adviser is Allen Consulting, and Mr Jeff
Bachin will dso be amember of the panel today.

My role in this process has redly been the management of dl the various decisons
and the activities of the office and the editing of the materid that's produced prior to it going
to the regulator for decison. As you might well imagine, that has been a farly subgtantid
task. The office has had quite a lot to do over the last 2 years and things have been quite
intengve a times,

Moving on to the draft decison itsdf, | think it's important to redise thet the draft
decision is an important part of the regulatory process, and Ken has made reference to that
in his presentation. It reflects the regulator's understanding of the issues. It aso reflects the
qudity of the arguments and the information that has been presented to the regulator for
condderdion. It has involved detailled consideration of dl of the issues that have been
presented, both in the gpplication and the subsequent information requests that were made
of Epic and which Epic very kindly responded to, and aso the responses that we have had
through submissons. The draft decison offers now an opportunity for al parties to clarify
any particular issues that have been raised in that document and provide the regulator with
an opportunity to move forward to afind decison.

The process from here is thet a this stage we're looking to closng submissions on
10 August a which time the assessment team will move on to an assessment of the
submissions, and that could include submissions from Epic of course, ad it would involve a
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movement toward the drafting of the final decison. Our objective at this point in timeisto
implement the find decision by the end of this year.

Moving on to the overview of the draft decision, clearly the proposed Access
Arrangement was not approved by the regulator, and there are a number of amendments
that are required before approva of the access arrangement would be possble. The draft
decison itsdf deds with very many complex issues, and these have involved quite a mgor
undertaking on the part of the office to be able to come to terms with and to provide an
undergtanding of those and to communicate those as part of the draft decison. These issues
have been dedt with in great detail, and indeed there are 350 pages of the document itsdf to
verify that.

Probably the most important of the issues that have been raised are those that relate
to the vaue of the initid capita base, and if | may just move on to the next dide and just
briefly go over what the key issues ae, and | will come back to the initid capitd base as
part of that discusson. Firg of al, the key issues include the services policy and the concept
of the firm service that was put forward by Epic in its access arrangement, and the regulator
hasin principle accepted that concept of the firm service.

In respect of the rate of return, we have noted that that rate of return, as was
documented in the draft decision, is not Sgnificantly different to that which was goplied for
by Epic Energy after you take into consideration changes in parameters such as interest
rates, inflation rates and tax rates, and these are normaly adjusted as decisions are taken by
regulators over time.

In addition - moving on to capita expenditure and as is indicated in the draft
decison - capitad expenditure was accepted; the expenditure that Epic Energy put forward
was accepted by the regulator. There were some items that were redllocated. Rather than
us treating those items as capitd expenditure, they may have actudly been included in the
ICB or they may have been included under operating costs, but al of the costs have been
included within the draft decison that was issued by the regulator. Likewise noncapita
costs or operating costs were also accepted by the regulator.

In respect of the initid capital base, this is the only real mgor area that thereis a
subgtantid difference between the draft decison and that which was put forward by Epic
Energy, and thet redly relates to the issue of a regulatory compact, and as the regulator has
indicated previoudy, he was unable to accept the initid capitd base put forward by Epic
Energy on the grounds that he was unable to verify the regulatory compact upon which it
was based.

The reference taniff itsdf is therefore impacted on by the ICB and the position that
the regulator has had to take in rdation to the ICB. That essentidly is dl tha | have
prepared, and on that note | would like to thank you al and we can move on to the next
Speaker.
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DR CHALLEN: Thank you, Peter. What | want to do in this part of this afternoon's
proceedings is outline some key components of the draft decision, particularly those aress
that have gppeared to be of some public interest as evident by public submissons on the
proposed access arangement.  This, in relation to the sze of the document of the draft
decison a least, isgoing to be afarly brief overview. It isof course to provide a summary
of the mgjor points of the draft decison, and aso | hope to jog peopl€'s memories of what
would have been along read and add to the question time that will follow the first part of this
afternoon’s session.

What | want to do first is have a look at the reference service proposed by Epic
Energy and then later on | will move on to the reference tariff, effectively the price for that
sarvice. Epic Energy proposed a single reference service which they cdl the firm service,
This comprised a basic forward haul and backhaul haulage service with receipt of gasin
zone 1 of the pipeline, which is effectively the top end of the pipeine. Various ancillary
sarvices to that firm service were proposed to be provided as non-reference services, and
these include services such as the availability of spot cgpacity on the pipeline, seasond
capacity, apark and loan service, a peaking service and others.

Submissions on the proposed access arrangement in relation to the reference service
were many and varied. Firstly many submissions noted differences between the proposed
firm sarvice and the T1 sarvice as etablished and defined under the Gas Transmisson
Regulations and subsequently the Dampier to Bunbury Pipdine Regulations.

The view was put forward in submissons that the firm service was subgtantialy more
regtrictive than the T1 sarvice in many respects. It included a reduced opportunity for users
to redlocate capacity between delivery points and for the trading of capacity, more
restrictive imbaance limits and higher pendties for imbaances, reduced opportunities for
changing dally throughput nominations and provison of pendties on variances between
nominations and ddiveries, a different tariff structure to that of the T1 service, and the
absence of provison for seasond differencesin contracted capacity, a park and loan service
or an authorised overrun service.

Further, many submissons put forward a view that Epic Energy was under an
obligation to provide a reference sarvice thet is the same as the T1 sarvice: where this
obligation may arise from a satutory obligation under the Dampier to Bunbury Fipeline Act,
a contractua obligation under the pipeline sde agreement between AlintaGas and Epic
Energy, and/or an obligation under the code by virtue of their purportedly being a substantia
demand for a service of the type of the T1 service. Submissions aso put forward views that
other characterigtics of the proposed firm service were unreasonable including limitations on
locations for the receipt of gas into the pipeline, limitations on the backhaul of gas and a
minimum contract term of 5 years.

In addressing these submissons and in congdering the proposd by Epic Energy
independently of submissons, the regulator gave condderable atention to the issue of
whether Epic Energy is under astatutory or contractua obligation to provide a servicethat is
grictly equivaent to the T1 service. The conclusion was that neither such obligation exists.
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Notwithstanding this however, there was some evidence of market demand for
many of the dements of the T1 sarvice that may justify some commitment of Epic Energy
through the access arrangement to their provison. However, it was borne in mind that the
sarvices policy of an access arrangement is required to contain only a generd description of
the characteristics of a proposed reference service as well as nonreference services, and
not detailed terms and conditions. As a consequence, in addressing the services palicy, the
regulator gave atention to the generd nature of the firm service proposed by Epic Energy
rather than making a detailed comparison of terms and conditions of the firm service with the
terms and condition of the T1 service under previous regulation.

The conclusions of the regulator in regard to the services policy and in particular to
the reference service proposed by Epic Energy were that the firm service, in principle and in
its generd form, was acceptable. However, the firm service would require some revision to
include some other elements as judtified by some market demand for those ements. In
paticular, the firm service should include a seasond sarvice, that is the ability to have
different contracting capacities for different times of the year; it should include the provison
for receipt of gas into the pipeline a any location on the pipeline, and some proposed
restrictions on the backhaul of gas should be removed.

The reference service should include the provison of metering information to users
and in particular the provison of that metering information that users would need to avoid or
a least assess thar liability to pendty charges. Findly, the firm service should have a
minimum contract term of 1 year rather than the 5 years proposed by Epic Energy.

The regulator is of the view that the firm service when amended in accordance with the
requirements of the draft decison and when offered in combination with the non-reference
services set out in Epic Energy's proposed services policy, issmilar to the T1 service.

Moving on then to the reference tariff which is effectively the price for the firm
savice. An access arangement must include a reference tariff associated with each
reference service. In the case of the proposed access arrangement, we have a single
reference service and therefore a single reference tariff or if you like, more precisdly, a
schedule of pricesfor that service, depending upon the characterigtics of the user.

The reference tariff is established at alevel that provides the service provider with an
opportunity to earn a stream of revenue tha covers the efficient costs of ddivering the
corresponding reference service, including operating costs, capita or depreciation costs and
a return on capitd. The definition of efficient costs and determination of agppropriate
depreciation schedules and rates of return on @pitd unavoidably involves a substantia
exercise of judgment.

The code provides guidance in making the necessary assessments and judgments, in
particular sections 2.24 and 8.1 of the code set out a range of factors that the regulator must
take into account in consdering reference tariffs. These factors relate for the most part to
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the consderation of and bdancing of the potentidly conflicting interests of the service
provider, users of the relevant pipeine and the wider public.

Let'slook at the methodology used to establish firdly a reference tariff as proposed
by Epic Energy and for the regulator to assess and revise that reference tariff. Epic Energy
proposed a reference tariff and future tariff path independently of the costs of providing the
sarvice and in accordance with a purported regulatory compact arisng from the sale process
for the pipeine. The regulator was not able to establish any regulatory compact, as
previoudy mentioned, insofar as tariffs may have been established at the time of the pipeine
sde. Inview of this, the reference tariff was assessed and revised in accordance with the
guiddines established and set out in section 8 of the code.

We can most readily examine the principa components of the draft decison as it
relates to the reference tariff by comparing the reference tariff and the various tariff
parameters proposed by Epic Energy with the revised tariff and revised parameters required
by the regulator in the draft decison. As most of you will have noted from the draft
decison, the decison is requiring a reduction in the reference tariff from that proposed by
Epic Energy. For zones 9 and 10 of the pipeline being the locations for delivery of gas of
most interest to users, the tariffs are reduced from $1 and $1.08 respectively to indicative
tariffs under the draft decison of 75 cents and 89 cents with al those numbers in dollars per

giggoule.

The difference between the proposed and revised reference tariff arises from
changes to the various parameters and methodologies in the tariff caculation, and | will go
through these briefly now and then look a some of those in more detaill.  Firdly, the
regulator is requiring areduction in the vaue of the initid capita base from a proposed vaue
of $2,570.34 million to $1,233.66 million.

Capital expenditure is reguired to be reduced from $56.95 million to $35.89 million,
dthough this reflects only a redlocation of these cogts ether to include some of that
expenditure in the initid capita base or to shift some of that expenditure to non-capita costs
for reason that they are more of an operating cost nature rather than a capital cost nature.
So despite what appears areduction, al of Epic Energy's proposed capita expenditure has
in fact been accepted and taken into account for the purpose of the regulator's revison of
the reference tariff.

Non-capitd costs actudly increase dightly from Epic's proposed access
arrangement to those set out in the draft decison. Thisis not actualy so much an increasein
alowed costs as a result, as | have just mentioned, of a re-adlocation of costs from cepita
expenditure to operating expenditure.

The rate of return decreases dightly from the proposed vaue of 8.5 per cent to a
value of 7.85 per cent, dthough this reflects changes in parameters that are exogenous to the
actua business operations of Epic Energy.
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The depreciation methodology has changed from an annuity methodology to a
graight line methodology, and the provison for deferred recovery of depreciaion as
proposed by Epic Energy is removed.

Findly the proposed multiple charge and zond sructure of the reference tariff as
proposed by Epic Energy has for the most part been dlowed, dthough some revisons are
required that affect the levd of tariffs a different locations dong the pipeine.

Moving on to some of these parameters of the reference tariff caculation in more
detall. In congdering the value of the initid capital base, the regulator considered a range of
different vaduations methodologies, the values derived by these methodologies and the
advantages and disadvantages of the aternative methodologies within the context of the
Dampier to Bunbury Naturd Gas Pipeine. The range of vauations consdered included a
depreciated actud cogt of the pipdine, estimaed to be $874 million to a maximum of the
cost of purchase of the pipdine as set out by Epic Energy of $2,570 million.

Within this range there were other vaues consdered, including that of a depreciated
optimised replacement cost of the pipeline, which is considered to be in the order of $1,230
million, and an asset vaue that would correspond to Epic Energy's proposed tariffs without
provision for deferred recovery of depreciation, that is actudly at about $1,650 million.

In looking at this range of possible vaues for the initid capitd base, the regulator
had some key congderations. Firgtly within the context of the Dampier to Bunbury pipdline,
there are sound economic reasons to not vaue the pipeline at greater than the depreciated
optimised replacement cost.  Secondly, there were difficulties with a valuation based on a
sde price. In paticular, the absence of information available to the regulator that may
indicate that the sde price had some judtification in terms of a conventiond and rigorous
asst vauation methodology and the existence aso of arange of factors that may affect the
sde price of an asset such as the DBNGP including various dtrategic commercia
consderations in the purchase of such an asset and aso the fact that the regulated entity's
cost of capitd may actudly differ from that condgdered by the regulator in the setting of
tariffs.

Thirdly, the regulator did give attention to the process of the Dampier to Bunbury
pipeine sde and a very strong indication to prospective purchasers of the pipdine that the
asst vauaion established under the code would not be in excess of a depreciated
optimised replacement cost vauation. It islargely on this basis that the regulator determined
an gppropriate value to be based on a DORC va uation and to be $1,233.66 million, which
is in fact based upon the DORC vauation presented to prospective purchasers of the

pipdine.
Moving on to capita and noncapita costs, and | will just quickly repeat what |

have sad earlier, that these costs were accepted by the regulator, dthough with some
shifting of costs between the capital base, capita expenditure and non-capital codts.
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In looking at a rate of return, the regulator smilarly to Epic Energy used the capital asset
pricing model methodology. The regulator did have some methodologica differences to the
proposa of Epic Energy. However, despite these methodologicd differences, the overdl
result in determining a rate of return was that the rate of return set out in the draft decison is
smilar to that proposed by Epic Energy after taking into account changes to interest rates,
inflation expectations and corporate taxation rates snce the time of submisson of the access
arrangement.

In regard to depreciation alowances or depreciation of the capital assets of the pipdine,
Epic Energy proposed an annuity depreciation schedule which is smilar to, if you like,
interest on a home loan account which pushes depreciation towards the future, but thiswas
aso coupled with deferred depreciation where a shortfdl of revenue of Epic Energy in
providing a return on ther proposed capitd base was actudly capitaised and in effect
added to the capita base.

The regulator has no in-principle objection to these depreciation methods.
However, they need to be consdered in the context of the particular pipeine. With the
revison to the value of the initid capita base for the Dampier to Bunbury pipeline, deferred
depreciation was consdered no longer necessary.  Further, the revised reference tariff was
actualy based on graight line depreciation by virtue of there being some advantage to Epic
Energy in use of such a depreciation methodology, and in this insance what the regulator
was in essence doing was congdering Epic Energy’s likely response to the draft decison and
ther revisons to the tariff methodology and considering that Epic Energy were likdy to
change their methodology for determining depreciation, and therefore for the purposes of
providing information in the draft decison, the regulator used a sraight line methodology
rather than an annuity methodology as originaly proposed.

Looking at the tariff structure proposed by Epic Energy, Epic Energy proposed a
multiple charge tariff with some charges levied on the bads of pipeline zones and pass-
through of gas through compressor gations. This, in effect, is a distance based tariff, not
dissmilar in generd termsto the tariff Sructure for the existing T1 service.

Severd submissons were made in reation to the tariff structure. They were
generdly supportive of some form of distance-based tariff, athough there was some dispute
as to the detals of that distance-based tariff and in particular to the location of zone
boundaries, and not surprisingly, the issues raised in submissons more or less reflected the
supposed interests of the parties making those submissions.

There was dso some dispute as to the relative proportions of fixed charges and
throughput charges in the reference tariff, in other words, those charges that are paid up-
front for contracted capacity in the pipdine and those charges that actudly relate to a
quantity of gas throughptt.

In looking at a tariff structure, the regulator stayed with precedent established in
other decisonsin Western Austrdia which was to take a view that the tariff structure is very
much at the discretion of the service provider, subject to meeting broad criteria of economic
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efficency and equity. In relation to the particular tariff structure proposed by Epic Energy,
the regulator had no in-principa problems with the structure proposed. However, there
were some changes - and they are relatively minor changes - to cost dlocation and for the
definition of charges redly on the basis of efficiency: in other words to make sure that what
ae true vaiable costs of gas throughput correspond gpproximatey with the variable
components of the tariff, and aso some equity considerations for the tariff set for users with
ddivery points on different parts of the pipeline.

That then is the overview of the issues related to the reference service proposed by
Epic Energy and the reference tariff for that service. 1 will now just very quickly in a few
overheads try and summarise 350 pages d document in about Six or seven bullet points.
Epic Energy propose a reference tariff for their firm service of $1 and $1.08 to Perth and
south of the Perth metropolitan area effectively, established independently of costs and
based on a purported regulatory compact. They propose an initia capital base of $2,570
million based on the purchase price of the assat, and that actualy increases in effect over
time through the capitalisation of losses made.

It is therefore likely that tariffs could increase sgnificantly in the future as aresult of
theinitid capitd base vauation or the capitd base vauation proposed by Epic Energy.

In summary, the regulator's draft decision took into account that there is no evidence
for purported agreements on tariffs as proposed by Epic Energy. Further, Epic Energy's
purported regulatory compact would not in any case have justified the proposed asset vaue.
Given this, the regulator revised the reference tariff in accordance with the guiddines
established by the code with which Epic Energy was familiar a the time of purchase of the
Dampier to Bunbury pipdine.

Lagtly, two points: the asset vaue required by the regulator under the draft decison
is a the top of the norma range contemplated by the code, and the decision does provide
the incentive through a favourable rate of return, including a favourable rate of return on any
future capitd investment for efficient expansion of that pipeine over time. Thank you.

THE CHAIRMAN: Thank you, Ray and Peter, and now | would like to invite David
Williams who would like to make a statement and dso perhgps make some generd
comments. Please, David?

MR WILLIAMS:. Thanks, Ken. For those of you that don't know me, I'm the generd
manager corporate services and strategy development of Epic Energy. Epic Energy is
extremely disgppointed with the draft decision handed down by the regulator on 21 June this
year. Epic Energy believes there are a number of fundamentad errors of law in the draft
decigon, in paticular with reference to the proper application of the code. It is our view
that the regulator has faled to take into account a number of very important factors
prescribed by section 2.24 of the code, specificdly the legitimate business interests of Epic
Energy as a sarvice provider, Epic Energy's investment in the pipeine, and the public
interest, amongst other things.
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Epic Energy is very concerned about the impact the draft decision would have if
implemented on firdly Epic's financid postion and our ability to operate a reliable and
efficient pipeline; secondly, on the future growth and development activity in the sate. Given
Epic Energy's concerns with the draft decision, it yesterday served a notice on the regulator
under the Limitations Act giving the regulator notice that Epic Energy intends to commence
proceedings to have the draft decison quashed. Epic Energy has issued such notice out of
an abundance of caution prior to issuing proceedings which are expected to be issued in
about 14 days. Thanks very much.

THE CHAIRMAN: Thank you, David. What we will do now is we will bresk for
afternoon tea - it dmost seems alittle while ago that you had afternoon tea, but we will have
afternoon tea again and give you time to think it through and perhaps come back at about 20
past 3 we have got listed - say quarter past 3 if you come back, | will cdl you together and
we will have aforum. Thank you.
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THE CHAIRMAN: Thank you, ladies and gentlemen. We have the place booked until
5.00, so whatever time you wish to raise questions and any comments you may like to
make, and we will do our best to address them, and those that of course - as dways there
may be some that we need to come back to you on, but overdl | think with the team we
have that was outlined by Peter earlier, we will be able to respond, and I'm sure - Epic
Energy of course is welcome to address any of the comments that they may wish as well,
and that will be their choice.

Fra of dl | would like to remind you that the proceedings are being recorded and a
transcript will be made available, when it's dl corrected and checked, on the Web. | should
a0 add that the overheads that you have seen by Off GAR will aso be placed on the Web.
So you will be able to get your copies from there if you wish. If anybody is having difficulty,
please contact the office and we will be pleased to make a copy available to you.

In asking for questions or comments, | would require that you please announce your
name and affiliation before answering the question or comment. So the forum is open. Yes?

MR TANNER: Thank you. Frank Tanner, Western Power. My question concerns the
proposed pendty regime as proposed by Off GAR in the access arrangement draft. Go
back to last year, Western Power put in severad submissions concerning the nature of the
pendty regime that Epic Energy was putting forth in its proposed access arrangement. |
think we laid out our concerns pretty concretdly in there. In going through the Off GAR draft
ruling, | must say our concerns are pretty much the same as what we had with the Epic
proposition.

The main concern that we are looking for and are consdering on the Off GAR
proposgition is that we are looking for matters of principle in terms of where the code says
that there is an ability for the regulator to goply principles in terms of gpplications of
pendties. We can't seeit. We would ask for Off GAR to perhaps clarify where they think
that comes from, and in particular given the arbitrary nature of what has been put forth in
terms of the 350 per cent of the underlying tariff as a quantum, there seems to be some
arbitrary qudity about that. Can you point out to us what specific guiddines there are in the
code which you have used to guide your judgmert in coming to thet figure? Thank you.

DR CHALLEN: Pendtiesaen't consdered explicitly under the code. The regulator has
taken the view that pendties effectively form part of the terms and conditions for a service,
athough they are addressed separately in any decison documents of the regulator: gpart
from the terms and conditions more generaly.

In relation to or forming part of the terms and conditions, penaties are considered
under the criteria of reasonableness, just as other terms and conditions for a reference
service are required to be reasonable. As a guide to what is reasonable, we have in
pendties, as with many other terms and conditions, looked towards common industry
practice and the 350 per cent is redly in the middle of the range of pendty quantathat seem
to be common practice for the pipdine indudtry.
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THE CHAIRMAN: Frank, does that go some way towards addressing your issue?

MR TANNER: | hear what you say, but | dont think redly answers the question
because what | was asking for was the principles that should underlie achoice like that - and
I'm turning you to a possibility, and that isthat if there is a Stuation where ause of gas by a
particular shipper points a use outsde prescribed limits - and these might comein the form
of access arangement in terms of limits,

It s;ems to me if the operator's pipdine is not injured or the operator is not caused
to be out of pocket or there is no overal damage done to the operation of his pipeline, given
the state of imbaance, the Sate of peak flow of dl the other shippers, then | would suggest
to Off GAR that the principle that ought to be looked at is if there is a cost or an injured
Stuation caused there, then that, | think, points towards some sort of principle, not anumber
which is perhaps arrived at through some averaging by practice elsewhere which is for a
different sort of pipdine gtuaion, particularly in tha we have got a very long pipeine
gtugion.

We have different types of shippers on our pipdine, but particularly with respect to
industries here in the South West. | suggest to you we fed as though there is an arbitrary
element to this thing, and that's where our concern lies.

THE CHAIRMAN: Ray, did you want to add to that?

DR CHALLEN: Yes, I canrespondtothat. | supposein theidea world, any pendty for
a breach of contract condition, which is effectively what the pendty provisions under access
arrangements provide for, would be related to the damages incurred by the service provider.
However the damages incurred for any breach of a manner to which these pendty charges
relate would be context specific, and as a generd matter of principle when setting pendty
charges, you are effectively looking at a trade-off between some idea world of establishing
pendlties that relate to the damages incurred by the user for any particular infringement and
the sort of, if you like, practicdity of doing exactly that. The pogtion taken so far is that to
have congtant rates of pendties, regardless of the damages that may be incurred in specific
gtuations, is areasonable trade-off in this particular context.

THE CHAIRMAN: Frank, | think your point has been noted. Again the terms and
conditions are very much put forward by the provider, and certainly is their busnessin thet
sense, and | guess we have reflected on it as best we can, but we will note the Situation and
certainly examine tha with Epic in relation to the comments you have made. Any other
comments - John, yes?

MR DAY: Thank you John Day, member of date parliament and oppostion
gpokesperson on energy. What I'm actudly seeking from the pand isin relation to some of
the materid that has been provided in Epic Energy's materid that has been distributed where
it saysin effect that it's only those customers who are currently being serviced by the pipeine
or a least those who can be serviced within the existing capacity of the pipeline that would
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be covered by the proposed tariffs, and that any new customers for which greater capacity
would need to be created would need to pay a substantialy higher tariff.

If that is correct, obvioudy it would have a substantid impact on the ability of new
playersin the energy game, whether it be eectricity generation or anything ese, to compete |
guess. SO | am just seeking a comment from the pand as to whether they agree with that
assartion, and secondly | state smply to place on the record that the opposition has
expressed a view that we would be supportive of higher tariffs being arrived at, taking into
account the overdl public interest so as to ensure that a sustainable outcome is arrived at
and to ensure that adequate expanson can be provided for in the interests of further
developing indudtry in the state. So that is smply for the record, but what | would like a
comment on if possibleisthat subject that | just raised.

THE CHAIRMAN: Thanks, John, and in relaion to your second point, | gppreciate you
have made a submission on that bass and | thank you for it, and | thank you for the position
you do have. | think on thefirst one, | guess, Ray, you might like to comment on that.

DR CHALLEN: Firgly onthat point, thereis, to the regulator's understanding, still some
excess capacity on the pipeline. So there is some provision with the Dampier to Bunbury
Fipeine for not only exiging or exiging usersif it should apply, but certainly for new usersto
access capacity in that pipeine a whatever reference tariff is arrived at in the find access
arrangement.

In regard to users that may wish to transport gas in excess of available capacity on
the pipdine, the code certainly does provide for, if extensons or expansons to the pipeine
are necessary, for new users to meet some of the capitd costs of those extensions or
expansons. So, yes, you are correct that new users may indeed pay a price greater than the
reference tariff smply by meeting some of the capita cost for extensons or expansons.

However, if new users are paying more for capacity, that aso lifts the vaue of
capacity that is hadd under existing contracts and which new users may dso purchase
through trading of capacity between users. So in effect the existing users who now own
capacity of greater value face exactly the same opportunity cost for use of that capacity as
new users. So in effect the economic cost of capacity in that pipdineis actudly the same for
al usersregardless of the nomind tariff that they may be paying.

THE CHAIRMAN: John, does that address - thank you. At the back and then - just
one moment, Max. Peter, did you have something to say?

MR KOLF: Yes, I think I could probably add to what Ray indicated there. In the event
that a new user is faced with a requirement to pay a higher tariff or is asked to pay a higher
tariff, this is nonethdess subject to the provisons of the legidation, and there are
circumstances there in which the arbitrator may be cdled upon to ensure that any tariff thet is
higher than what would be available under the pipeine generaly would return the required
rate of return tha is provided for within the legidation. So that is just one additiond item
that | thought would be ussful to mention.
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THE CHAIRMAN: Thank you, Peter. Max?

MR TRENORDEN: Thank you, Mr Chairman. My name is Max Trenorden. I'm the
member for Avon. For the record, | have got the John Cleese title of the leader of the
second party in opposition straight out of Monty Python, but | am the leeder of the Nationa
Party, and | am very concerned about the two answers that | have just heard frankly, and
that iswhy | am heretoday. We need to develop it in rura WA urgently, and we don't need
decisons that will stop that development. The concern that the Nationd Party has - and it's
a very serious and determined concern - we need new business and we need expansion of
new business. For example Ravensthorpe Mines, which | was only down there a couple of
weeks ago, are indicating they are likely to come on the capacity of the pipeline. Any new
development will be quickly taken up, and the last thing we need is a higher cost in rurd WA
for development. | put thet asforcefully as| can.

We need the competition of gas versus eectricity and we need it now, we dont
need it in the future. We don't need a decison thet will delay that process. Mr Chairman,
the Nationa Party hasn't put a submission as yet, but we will be. Asthe cost of transmisson
is less than 20 per cent of the totd tariffs, | just wonder what dl the fuss is about. From
where | stand and where | live, we listen to these sort of debates dl the time. We want
some equity in this process, we want the opportunity to develop rurd WA, and there are
indudtries out there waiting for that opportunity, and the last thing we need is someone with a
foot on the hose.

We don't have the capacity in our organisation to work out what the priceis, but we
do want to know that the regulator is definitely going to take rura WA into account and we
don't want a Stuation where the existing people who have been lucky enough to get onto a
pipeline dominate the process. So it's mostly a statement, Mr Chairman, but | don't want
any doubt that we in the country areas are looking for that competition that gas can supply,
and we need it yesterday.

THE CHAIRMAN: Thark you, Mr Trenorden. | look forward to your submission, and
| can tell you dl comments and al submissions will be taken into account without question,
but | don't know if any of the panel wishesto respond.

DR CHALLEN: The same comments gpply to the previous question.
THE CHAIRMAN: Sorry?

DR CHALLEN: | think the same comments applied as answered to the previous
questionin relationto - - -

THE CHAIRMAN: We understand your position in respect of that, Max, and we will
look forward to hearing some more details so that we can actudly better understand the
position you are taking, but thereis no intent at dl to ignore anybody in thisexercise. | think
| can only say that there are certain limits within which the regulator can operate, and those
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limits | believe we have exnaugted. However, if we haven't - and as| have said conggtently,
if there is information we haven't used or seen or there are arguments as to how it's being
aoplied or there's other expressions of interest that people would like to give, then that's
what this forum is about and that's what the submission is about and that's what the draft
decison is about.

The draft decison is exactly thet; a draft decison putting on the table what is the
outcome of taking the information that we have been provided by others - by Epic, by
others - an gpplication of the regulatory process and we have that result. If that's not
satisfactory to people, then we want to hear about it and we want to hear why and we want
to hear on what basis we can modify, and | can aso get on record, I'm prepared obvioudy
to modify if we can substantiate those positions, but we need to be able to substantiate the
positions that are being taken, and | look forward to that submission that will come forward
from the Nationd Party. Thank you. There was a question - just one over there firg |
think.

MR HENNESSY: Hi. Jm Hennessy from AlintaGas. Just following up on the first
question where there is provison for surcharges in the event of certain capital investment
being above the reference tariff. Are you aware of any provison within the code to provide
for arolling in of the tariff or for the capitd investment to be put into the capitd base and
soread across dl usersif for example there are system-wide benefits?

DR CHALLEN: That provison certanly exists. For the current access arrangement
period, Epic Energy did in fact not propose any capitd expenditure relating to any significant
extenson or expansion of the pipeine. Had they done 0, that could well have been taken
into account as part of the capital base for the purposes of determining the reference tariff
for the access arrangement period.

THE CHAIRMAN: Okay? | think just at the back, Stuart, yes?

MR HOHNEN: Stuart Hohnen, Ventnor Consulting Group. Ken, you have mentioned a
couple of times in the course of the afternoon that the regulator is congtrained considerably
in what he can condder and what he can do and so forth. We are now facing the prospect
of dectricity, water, trangport, gas dl being brought within a regulatory umbrdlain Western
Audrdia Are we to use the gas process as the modd and the time frame of the gas
process as the mode for regulation of al these other areas or do you have some comments
or words of wisdom as to how the process can be modified, how the framework can be
changed to expedite and produce better base decisons?

THE CHAIRMAN: That'sanice awkward question. | have often said at forums such as
this and others that what | would like to do at the end of the process of the decisons - and |
might add that 1 was hopeful we would be getting there alittle bit quicker than we have and |
don't deny the length of period that this one has taken in particular, and the previous one at
that, but that's how it has been. | would like to St down with others and just explore the
code regulatory process. | have sad that to the industry and | have sad that to other
regulators, and | think that should happen.
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| guess | fed that, without compromising my own position because | do look & the
code and choose those areas of flexibility that | believe are there, and gpply them. The
different interpretetion is that others believe that that flexibility is greater than perhaps I'm
prepared to concede. | think the process | have said before is along and can be intrusve
process, and | believe there will be opportunities for - | would expect that sSingle economic
regulator when it's put in place to take opportunities and take advice from people such as
myself in respect of the process, and aso from indudtry.

If 1 have the opportunity, it would be my intention to call together the various parties
and discussit. So the answer is, | do see areas where | believe opportunities can be taken
and aso how it can be streamlined. The fact of the matter though is the code and the law,
and the regulator has certain requirements under the law. The regulator must goply them,
and we need to look a and reflect on what the business is, what the commercid interests
are, and what the business of the pipelineis, and dl of those need to be consdered, and the
code does give some guidance on the matters that should be considered. | believe we have
congdered those in this decison.

So | guess | wouldn't be prepared to be very specific for obvious reasons. | don't
want to compromise the position of the office or myself, but | do believe that there will be an
opportunity when we can resolve these other issues for the process to be examined and
perhaps come up with opportunities for improvement. | will say one thing asthe regulaor in
this pogition, that | think as a process - if we just set the code aside as the content, because
| think that's redly the issue a the end of the day, but if we look at the overal process and
the independence of the regulator and the way in which the public consultation works, and
that is through the access arrangements, the submissions, the comments, the draft decision,
the investigations, the group of people that we use from such a wide variety of areas to
explore these particular agpects and further discussion in thisforum again, al | can say isthat
the processis a very open and transparent one, my office is dways available for discusson
and the opportunities are there.

| believe in that respect the actual process is a sound one, and | have adways
complimented the people who did come up with it if you are to have a regulatory process of
thistype. The question of the type is another issue, | wouldn't comment on at this stage, but
| think there are opportunities for improvement, and | just hope that | get the opportunity, if |
can successfully manage these two outstanding access arrangements, to explore that further
with the providers and with industry in generd and with the users. | don't know if anybody
else- that'sjust asagenera comment.

MR O'NEILL: Thank you, gr. Dennis ONelll. I'm chief executive of the Audrdian
Council for Infrastructure Development, and | guess I'm not here so much to ask questions
as to perhaps offer acomment or a series of comments which do flow from perhaps that last
point that was made. The council represents the interests of some 100 companies and
organisations which invest and operate, construct, finance and otherwise provide support for
public infragtructure in Audtralia and include amongst its members regulated businesses that
cover arports, gas pipelines, dectricity distribution, telcoms and so forth.
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As has dready been exchanged in some of the questions and discussion, | guessmy
comments are directed more to the likely outcomes of this regulatory process rather than to
the nature of the process itsdf, and | understand that that may well require another day for
wider forums and discussions, but I'm quite sure that the process itsaf has been conducted
very professonaly and as such | am not in a position to address detail of the process. I'm
sure others will do that.

So while my comments are probably better addressed to a wider audience and not
just to the OFfGAR, | would il like to use this opportunity just to make afew observations
across perhaps four points. One was on baance, second point relates to a question of
double jeopardy, the third point is palitica risk and the last is consstency.

In relation to baance, the council would argue that there is a pressing need to recast the
balance between short-term benefits to consumers in the form of lower prices and longer
term community objectives from new investment in infrastructure such as adequacy and
security of supply as well as better infrastructure, and of course that's a broad comment
applying not just to gas, but to other forms of regulated infrastructure services.

We believe that there have dready been consderable community benefits realised
through the sde process for this pipeine, and arguably there is an dement of further claw-
back if you like of additiond community benefit through the current regulatory process as
required by the code. We would aso point Off GAR to the recent Productivity Commission
discussion paper in reation to Part I11A review of the Trade Practices Act in which the PC
offered the view - dso | might add reinforced by subsequent comment by the ACCC - that
Augtraias infrastructure interests would be better served by erring dightly on the higher Sde
in a pricing sense to ensure encouragement of new investment wheress if we look at the
dternative, arguably Audraias economic interests would be more poorly served if we
ddiver short-term price benefits at the expense of longer term needs such as secure
supplies, system redundancy and robustness, and the ability to offer new commercia users
the confidence to expand their energy-using activities or to invest in new opportunities
requiring secure competitively priced energy.

These are paticularly important consderations in a date like Western Audtrdia
which has an economy so dependent on the resource sector and which aspires to a greater
degree of downstream vaue-added processing.

My second point on double jeopardy - we believe that decisions of this type create
the perception that there is no upside to any investment in regulated assets.  Investors will
lose money if investment is unsuccessful, if they get their risk factors wrong, their marketing
factors wrong, but equdly it looks like they cannot regp any benefits from a successful
investment if access and pricing decisions such as of the type being considered here continue
to flow through, and | would be quite frank, Off GAR is not unique in this respect. It's the
entire process that is ddlivering decisons of thistype. There was arecent onein Victoriain
relaion to dectricity distribution with asmilar outcome in terms of a daw-back of value.
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So we're concerned that regulators can claw back gains from investors after
governments have aready benefited through an asset sde process, and there's an dement of
paying twice if you like, once up-front in the capitd acquidtion Sde and again through
changes to the pricing regime. Western Audtrdians have dready benefited from an excdlent
sde price for the asset, and the further claw-back in vaue dso to benefit to the community
amounts in effect to aform of expropriation without due compensation.

On palitical risk, thisis about perceptions, and there is now a perceived degree of
regulatory risk not only in this date, but in Audrdia generdly which has grown quite
dramaticaly in recent years, and obvioudy added to by this draft decison which is
contributing to a high country risk profile for Audrdia as a nation when viewed not just by
internationa investors, but dso by key domedtic inditutiond investors who have gone public
in recent months with ther intention to increesingly move their investment opportunities
offshore.

Private sector funding of new invesment infragtructure is vita to the continued
development of Western Audraia, and we believe this draft sends contrary signds to
exiding and new investors in regulated infrastructure. It aso sends warning signds to
commercid users of regulated infrastructure services. Arguably this type of perception - and
| emphasise the word "perception” because obvioudy at the end of the day, perceptions can
equd redity - such perceptions have not been seen on the part of investors since the sort of
activity that occurred in Latin Americain the 1960s and in post-colonid Africa

It's little different to the average observer - and I'm not talking about economists or
financid advisers here, but it'slittle different to the average observer from my buying a house
one day from one arm of government for $100 and the next day another arm of government
telling me that it had been revaued a say $50. Now, | know this flies in the face of saying
there's an independent regulator, but in perception terms, a regulatory system such as we
have in this country is seem merdly as another am of government, and there are serious
equity issues in such a process.

My last point inconsistency, | am suggesting here that there needs to be consstency
in the messages sent to investors from both governments and regulators - the left and right
hands of government therefore sending different messages to investors with expectations that
may have been created through a sale process or through a project approvas processthen
being set aside by another part of what is ultimately a governmenta process, dbeit that it
may be accountable to the parliament.

S0 in conclusion, AUSCID's comments as | said earlier point not necessarily to a
flawed regulatory process, though that would be argued by others elsawhere, but to a
questionable regulatory framework which risks ddivering ingppropriate outcomes which are
contrary to Audraias and Western Audrdias longer term interests.  Without being
melodramatic, | suspect it's our children and our grandchildren who will be the ultimate
judges of that observation. Thank you.
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THE CHAIRMAN: Thank you. Does anybody wish to make a - | take that as a
gatement and | think what you're seeking is an entirdy different regulatory framework. |
mean, it seemed to me that that was the point you were taking very strongly.

MR O'NEILL: Itisadrong point and one tha we will be submitting to you on separately
with the hope that you can take that forward to - - -

THE CHAIRMAN: | look forward, as| sad in my earlier comments, to any comments
aong generd lines of regulation processes of interest to us. | can only emphasise the fact
that as the regulator, an independent regulator reporting to parliament - and | would have to
say that that independence has been respected by both sides of government and al
paliticians and | thank them for that - that the regulator has the process and the code which
forms part of it to goply - and | would without doubt say that whatever opportunity thereis
to err on asdewhich will - and | have said this because we have the highest rates of return.

If you have a look at the WACCs - the weighted average cost of cepitd that we
talk aout where we do have that opportunity and we believe there is a higher risk
asociated with a place like Western Audtrdia, in that respect we do consider the vastness
of the gtate, but if you look at the areas in which we can take advantage of that point, then
they're more limited, but we do explore them and we do use them, and I'm happy to say that
there are the higher rates of return in the Western Austraian regulatory decisons compared
with others. | think, Peter, you might like to comment or others?

MR KOLF: 1think itsfar to say that this sate offers rates of return that are at the higher
end of the range and that does take into congderation the circumstances applying to
Western Audrdia, and | guess this question of what is an gppropriate rate of return has
received a consderable amount of attention by the ACCC and others. Again it is an issue
that we in Western Audtrdia may wish to take further and consider further, particularly in
conjunction with any congderation of the regulatory regime that applies here a this point in
time.

| think the important issue here is that why should investment be discouraged away
from Western Audrdia in the light of the rates of return, their rdativities as compared with
those that are available in other states and overseas?

THE CHAIRMAN: Thank you, and | look forward to receiving that. There was a
question - | thought | saw someone else over here. No? Sorry, yes - then | will come back
to you.

MR REUDAVEY: Greg Reudavey from CMS Energy. Ken, | know you have said you
don't want to comment on the legd issues that are surrounding this decison, but | was just
wondering if you were prepared to comment on who might fund Off GAR's legd expenses.
Isit Epic themselves or isit the taxpayer or who isit?

THE CHAIRMAN: It's not appropriate for me to comment. | said earlier - | announced
right up-front, | said | will not comment about the legd action taken, and | won't be drawn
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into any comment either. Anybody ese? Thank you. Sorry, just here. Do that one and
then we will come back.

MR PETRIG: Rudi Petrig, CMS Energy. Ken, | have got a question in reation to the
extent that Off GAR has consgdered the broader gas industry and in particular Perth Basin
producers, the new gas traders wanting to enter into the market and aso end-user
customers. Theré's some particular categories there such as very large customers, very
large users, business customers and also mums and dads. If | can give a couple of examples
of what has happened in recent times and whether that might be an indicator of what might
happen in the future.

In terms of the DBNGP tariff, it used to be $1.25. It's now dtting a a dollar. At
the same time the mums and dads out there are now paying 50 per cent more. So we have
had a reduction of 25 cents, and yet mums and dads are paying 50 per cent more - 50
cents, sorry, more. Also if you look a - and | have had occasion to look at what happens
to small businesses - not very small businesses, but typical businesses, and one in particular
that comes to mind - | won't mention the name, but looking a the cost associated with
getting gas to that customer which then affects the customer’s price again whilst the DBNGP
tariff has come down 25 cents, that customer now is facing or whoever supplies that
customer is facing a cost increase of over adollar to what it used to be. Can you comment
on that?

THE CHAIRMAN: | will certanly pass that over. | am certainly not in a postion to
commen.

MR KOLF: | guessif | may respond to that, Ken.
THE CHAIRMAN: Yes, certainly, Peter.

MR KOLF: | think that the redity is that OffGAR or the regulator does not have an
explicit responghility in relaion to retail pricing. These matters are matters for the minister at
this point in time, and it redly isn't terribly gppropriate in that Stuation for usto comment on
retal pricing. This agency and this regulator is concerned with the pricing of access to
covered pipdines, and | think that's about where it's at.

THE CHAIRMAN: Waédl, of course with the single economic regulator coming, as of
next year some time, of course that does provide that opportunity where they may get closer
than they are at the moment. As| said before, the regulatory process we use is very clear
as far as the process is concerned, and it relates - | think the reason for thet is it relates
specificaly to accessitsdf. So | redly can't comment on retall.

MR ANDRUSIAK: Thank you. Jm Andrusak for Western Power. | would like to
come back to | guess what is the key issue, the ICB. | have noted that there is a generous
gpplication of Epic's request for 350 per cent on the pendties drafted into the decison, and
we have heard the comments from the panel about the generosity of the WACC reaching
close to the numbers that were looked for.
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| find the question of the process of selecting a DAC or DORC to be ill a bit
confusing, but just moving on and accepting the focus on the DORC that's put into the draft
decison, as | understand it - and perhaps you can help me improve on my understandings -
the DORC was a figure that was adopted because it had been prepared by someone to put
into the sales process, and when | read some of the footnotes, it looks to me like the out-
workings of that DORC from the 1997 vaues has then been escdated to give a 1999 vaue,
and the origind number itself was plus or minus 15 per cent, escaating to be a plus or minus
20 per cent.

| guess the point of my question is that when this first regulatory process was done
for the origind tariffs that prevailed from the mid-1990s, the work was done with a degree
of accuracy that the auditor-generd reviewed and we wound up with a five-decimad place
accuracy in the work. That five-decima place accuracy then proceeded on to the mid-
1990s when it was updated in 1998 even before the ORC which became the DORC was
reviewed by OffGAR. So the point of my question is will the Off GAR decison, this draft
decison, eventudly be done with enough diligence to get beyond the plus or minus
20 per cent accuracy for the vaue of the capital base?

THE CHAIRMAN: | think you will find thet it was done in two ways, would you [Dr
Challen] like to explain the process of arriving a the ICB or one of you?

DR CHALLEN: Yes
THE CHAIRMAN: Thank you.

DR CHALLEN: Frgly I will comment on a DORC vdue - a depreciated optimised
replacement cost vaue - in genera terms, not related to the DBNGP, and what you could
redly congder as issues of accuracy in a DORC vaue. The DORC vdue is effectively
related to the replacement cost, an estimate of replacement cost of an asset optimised to
replace the asset using our best available current technology.

There are effectively two issues of accuracy in this. The firg is an accuracy in
forecagting any cost thet is driving a best estimate of a cost now for cogts that would actualy
be incurred in the future if those works were actudly undertaken. There's a forecasting
accuracy issue there. The other one is an issue of optimisation, in other words the design or
optimisation of the particular asset in question, and depending on who you get to do an
edimate of an optimised replacement cost and the particular technology, if they adopt ther
own subjective design, judgments and indeed a level of optimisation, you will get different
vaues.

S0 edtimates of DORC vaues will vary across some range. So there are issues of
accuracy there.

DR CHALLEN: | would say that plus or minus 20 per cent in deriving aDORC vdueis
not unrealigtic to what you might expect if you were to get vaues from severd sources.
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DR CHALLEN: Sorry? | will explan now the process we actudly used with the
DBNGP. With the DBNGP, Epic Energy actualy submitted a DORC vdue to the regulator
which we had reviewed; not for the regulator to arive a his own DORC vdue
independently, but rather to assess both the rigour and the methodologica approach taken
by Epic Energy in deriving ther DORC vaue. On the bads of tha assessment, we
condgdered that the Epic Energy vaue was actudly an over-estimate of a reasonable
estimate of a DORC \due and taking into account the regulator's gpproach to deriving a
DORC vadue as a 31 December 1999 and incluson of some of what Epic classed as
capita expenditure in the access arrangement rather than including the capital base, we
consdered that the DORC vaue of Epic Energy was in the order of about - without looking
it up in the document now - 1.23 billion dollars.

In determining the vaue for the initia capital base, the regulator considered a range
of factors, one of which was the expectations for a prospective purchaser created during the
process of the pipeline sde as to the vaue of that assat. In the information memorandum
provided to prospective purchasers of the pipeling, there was an estimate of the optimised
replacement cost.

Taking that optimised replacement cost estimate in that information which related to
atimein 1997 and updating that to December 1999, taking into account capita expenditure
gnce 1997 and depreciation since 1997, we arived a a vaue very smilar to our
consideration of what a DORC vaue might be a December 1999, and given the sde
process and the information presented as part of the sale process, we considered that that
vaue, the updated vaue from the 1997 optimised replacement cost estimate, was in fact a
reasonable vaue to use to vaue the initia capital base for the DBNGP for the purposes of
the access arrangement.

THE CHAIRMAN: Peter?

MR KOLF: If | may add to that just alittle bit, the derivation of a DORC vdue garting
from scratch and doing it in arigorous way is without doubt a very costly undertaking. The
decisgon - the draft decison - did look a the possibility of independently doing that kind of
an andysis, but for cost reasons considered that such an undertaking would best be done in
the circumstance where Epic for instance may have desired such a vauation to be done on
that kind of basis.

It isadraft decison and for that reason we do have the opportunity to proceed and
redo that particular calculation, but as | said, that isavery, very consderable undertaking a
considerable cogt, and that cost was incurred at the time that the pipeine was sold and is the
1997 value referred to. 1t could be updated rigoroudy. However, taking the cost of doing
that into consideration for the purposes of the draft decision, the approach that was adopted
was felt to be a very reasonable approach.

THE CHAIRMAN: Thank you, Peter. | might add that what Peter is saying is that just
like any aspect of the draft decision, there is opportunity to chalenge those figures, to
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chdlenge the gpproach and to asss us in getting the best value for that particular 1ICB. |
think there is enough detail in the draft decision, and for those who haven't got a copy, it is
on the Web dite, or again you can contact our office and arrangements can be made for you
to get a copy, but it would be worth | believe doing so, and if anybody has any commentsin
respect of that, we are happy to receive them. We are certainly reviewing our own meateria
as we would do in working towards the next phase. Any other comments? Yes, Murray?

MR MEATON: Thanks, Ken, just avery quick comment first before a question- - -
THE CHAIRMAN: Name?

MR MEATON: Sorry, Murray Meaton, an interested observer. As a member of the
practisng professon of economids it congantly amuses me that we can use such
sophisticated methodology to arrive at such rubbery answers, and the precison of the
answer | think falls to reflect the lack of precison that redly exists in the methodology, but
my question | think which redly gets to the heart of the matter, clearly there was in Epic's
mind an implied tariff a the time which led them to edimate a basis for the vauation of the
particular pipeine which they purchased.

There are a number of press releases a that time in which the previous minister
referred to future reductions in transmissions tariffs down to a dollar a giggoule, and Rudi
has mentioned $1.25 a one Sage. There is aso a number of speeches by the minister, and
I'm pretty sure if my memory serves me correctly that the minister aso has written into
Hansard the figure of adollar agiggoule.

The previous minister was too smart not to have any caveats on that particular
figure, but my question redly is given tha that number was in such wide circulation & the
time - I'm sure there is no written evidence to support that figure, but what sort of evidence
might the regulator accept as sort of some implied understanding that a dollar a giggoule
was a reasonable tariff under the circumstances?

THE CHAIRMAN: Thank you, Murray. | think it's not for the regulator to demonstrate
the existence of such agreement or regulatory compact as we have heard. It certainly is, as|
see it, for the service provider or anybody €l se to provide us with sufficient information thet
we can examine to determine the robustness of it and to what impact it may have. It redly
depends on the qudity of the information. You cant and | cant just take comments that
have been quoted or said a expected and | don't think | would be fair to the process, |
don't think | would be fair to the industry nor to the service provider in that repect in just
reflecting on what might have been said or what expectation there might be.

Y ou as an economist would well know that. In fact the rubbery nature of figures -
you know economists better than | do, but | believe we have taken the approach in the ICB
from more than one source, and that's the important thing. Of course there's assumptions in
it, of course you need to explore other ways and other methodologies. That's the very
nature of the process. It's no different than any other assessment in economic terms that I'm
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aware of or in some engineering aspects that I'm more closdly involved with where
assumptions are made.

So the accuracy is as good as the assumptions made. The question is how robust
are the assumptions.  So we, instead of just saying QED, there was one answer, we
explored different avenues for the DORC and arrived a a concluson that was very close,
and we have used that figure. Now, the question is in doing that, if therés anything within
those figures that we have made assumptions on, that can be chalenged and | think they are
very clearly lad out, then we would be very happy to hear from them and we will review
them.

If it's necessary to adjust the DORC as a result, the DORC will be adjusted. | can
only keep repesting, and thisis why | find some aspects of the last few days a little strange,
this is a draft decison. It is the pogtion taken by the regulator based on information placed
before it by the service provider and by other people who made submissons, and using a
process that is well laid out and well established. There may be areas where people can
chdlenge an gpplication or areas and assumptions used with the information.

The fact of the matter is, it is a draft decison, they are indicative taiffs, there are
opportunities to make changes and modifications and certainly debate, and we haven't had
that opportunity | might add, then as far as | can see - and that opportunity is offered to the
sarvice provider, then as far as I'm concerned, the postion is that the draft decison is
possibly and can be modified to reflect a better Stuation, a more informed Stuation if thet is
possble. The question gets back to hearing from you al today and hearing further from the
sarvice provider, hearing further from Epic.

S0 you know the business better than | do, Murray, and | don't think you can deny
that.

MR MONKTON: Thank you, Mr Chairman. John Monkton from Western Power. |
just want to ask a question with regard to the existing or grandfather contracts, and |
wonder if the regulator would comment on how you would expect existing contracts, how
they will operate in the new regime that's proposed, and will the regulator comment on the
factors that would distinguish the difference between the proposed tariff and the tariff that
has been determined in the past.

THE CHAIRMAN: Thank you. I'm going to pass over to Ray in amoment, but | think
you will - as far as the contracts are concerned, that is a contractua relaionship between
Epic and the user, and | would believe that would be a matter of negotiation that would take
place between them, and | think that's certainly the case. Ray?

DR CHALLEN: Yes | dont redly have anything to add to that, Ken, other than while
there has been some discusson of whether a reference tariff determined under the access
arrangement would apply to existing contracts, we would see thet as effectively a contractua
issue under those exigting contracts.
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THE CHAIRMAN: 1 think the other issueisin reation to the difference between the firm
tariff and the T1 tariff.

MR MONKTON: Exactly.

DR CHALLEN: I think aswe mentioned or as | mentioned in the presentation, with the
firm sarvice as required to be modified by the regulator under the draft decison would not
be or is not consdered to be, when offered in combination with non-reference services dso
indicated in the access or proposed access arrangement, are considered to be not materidly
different than the T1 sarvice. So you therefore may well expect that a taiff, if it was
determined for the T1 service, would not be greetly different than that determine for the firm
service.

THE CHAIRMAN: Thanks, Ray. There was one over there. Thank you.

MR WILKINSON: Andy Wilkinson from CMS Energy. It aludes back to Murray's
question | guess. Ray put up adide saying that you could find no evidence of this regulatory
compact, and then the next point was that even if you had, it wouldnt have made a
difference anyway. | guessit raises the question of just what evidence would it take for that
dollar figure that was bandied around so much to actudly be given any credibility. If this
was a poorly constructed offer by the part of the government, that's one thing.

Some of the work that I'm involved with is dso on the goldfields gas pipdine as you
will know, and there's a state agreement covering that pipeine. We have seen aftariff
reduction on there which doesn't bear any great resemblance to the principles under the
date agreement. Again it begs the question, just what sort of guarantee on the part of a
government actudly holds weight in the face of this regulatory process?

DR CHALLEN: | think I will answer the question related to the point you made on the
didethat | presented, and that you say that if there was evidence for the regulatory compact
as described by Epic Energy, it wouldn't have made a difference anyway. That wasn't quite
what | indicated in the presentation. | said that if there was a regulatory compact as set out
by Epic Energy, it wouldn't necessarily have given rise to the capita base proposed by Epic
Energy in their access arrangement.

As to what evidence would it require for the regulatory compact to be taken into
account, | don't think | can give a definitive answer on that here unless Ken or Peter want to
comment on that.

THE CHAIRMAN: No. | mentioned earlier that again | would like to see more than
what we have got before we can make any assessment, and | think to pre-empt such an
outcome would just be - it wouldn't be aresponsble way to go. So if thereis any such and
further more detalled information, we would be happy to receive it. On the issue of the
goldfields gas pipeline, you did make a comment about tariffs. | just note that and indicate
that that obvioudy is being addressed in another place. Any other comment? Another one?
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MR WILKINSON: It's somewhat related to that and a previous question | guessin
terms of - you were just saying before that you didn't see it gppropriate to make a comment
on the impact of retall tariffs to customers.

Agan we have seen two decisions now, the two outstanding decisons a the moment where
substantial reductions to the tariff have been indicated in the draft decisons. In both cases,
the resdentid customers being serviced by those pipelines, both the DBNGP and the
Goldfidld Gas Pipdine don't stand to see any benefit from those tariffs. In fact, a the
moment they are in an environment sort of pursuant to the regulation process tha was
ongoing here that has dready affected AlintaGas.

Those customers have seen increases in the cost of gas delivered to their doorstep.
The customers that stand to benefit from what we can for the DBNGP and the goldfieds
gas pipdine stand to be the existing large corporate customers. So in terms of where do
you see the benefit of regulation going a the moment, there are a number of comments in
your draft decisons that dlude to a mandate if you like to reduce cogts of delivered gas for
the consumer. I'm just wondering if you can comment on just who those consumers are that
you see.

THE CHAIRMAN: | don't know if anybody else wishes to discussit. The fact of the
meatter is both of the documents you are taking about are in draft decison phase, and the
impact they have on retail prices no doubt will be watched by others as well. So | don't
think you can just say tha - wha you're suggesting is they won't be passed on to the
consumer. | don't know if you can readily say that; (1) the tariffs haven't been determined
and (2) any other process to watch over such a move hasn't had the opportunity to do so,
but | don't know if you want to say anything, Peter?

MR KOLF: | suppose! could respond to that to some extent. The whole purpose of the
regulation of pipelines as monopoly or natura monopoly assets is to ensure that there is a
far and reasonable tariff charged in relation to those natura monopoly-type assets and
thereby encourage upstream and downstream competition with various parties having access
to those pieces of infragtructure at reasonable tariffs. They are able to compete againgt each
other in the hope that that will then lead to lower tariffs and better services.

Now, that's the fundamentds of it, and this government and many others across
Austradia have been moving toward that, and that's why the Nationa Gas Pipelines Access
legidation has been put in place, and | supposethat's redly al that | should say at this stage.

THE CHAIRMAN: Yes | think so. Thanks, Peter. Any other comments or questions?
Yes, Mr Trenorden?

MR TRENORDEN: Ken,if | could just follow - Max Trenorden. If | could just follow
the two previous questions. | have some confuson about where the public interest in dl of
thisis because if the reduction of tariff doesn't end up being of benefit to the consumer, how
do you define the public interest. | gpologise, | wasn't here earlier and | will have alook at
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some of the things that were put up earlier, but surdly the public interest isn't only price to the
transmisson.

It's far more than that, and I'm just getting a little concerned about the direction of
that. | think that's whet | indicated earlier. The public interest is more than the price to the
transmitter of the gas. It isaso to the generd public.

THE CHAIRMAN: | mean, the access arrangement is not a smal document. It's not
just price. There are numerous aspects related to it, but | don't know if Peter wishes to
comment any further.

DR CHALLEN: It'sjust a comment that | suppose the retail price for gas to any gas
customer is dependent on a large number of factors which would include the tranamission
price for that gas and other parameters relaed to the retall market for gas including
regulation of retall gas prices for many customers of gas. | think if you were to look to why,
if indeed it hasn't occurred, that reduced transmission costs have not flowed through to the
customer, you would need to address these various other factors including regulation relating
to the retall gas market, and in the absence of such a study | don't think that question can
redly be answered.

THE CHAIRMAN: Thank you.

MR BOARDMAN: John Boardman from Risk. To what extent are the experiences of
the good intents of the Cdifornia regulators and the consequentid effects on end consumers
and taxpayersin particular being taken heed of in making the decison?

THE CHAIRMAN: J&f, would you like to comment on that one? | think it's a bit
broader than | would like to address.

MR BALCHIN: All I can say is - my firs comment would be thankfully in Western
Audrdia we probably don't have the tightest environmenta controls on the building of new
power gations and transmisson lines in the world coupled with a drought in the north
affecting hydro supplies, booming demand in Silicon Valey that has meant demand has been
growing at 8 per cent per annum over a number of years with very little addition to supply,
and coupled with high natura gas prices that have forced up the costs of gas generation as
well, coupled with some, in my view, trading rules in the Cdifornian spot market that just
exacerbated what market power existed there anyway.

What you should take from that is, | think, Cdifornia is used to represent many,
many bogeys and in fact when you try to divine what has happened in Cdifornia, as | have
done for other reasons, there are many messages you can take, but there aren't any smple
messages. | think the message that Ken and Peter have tried to convey earlier - and | think
it's the right one - is that the regulator does take serioudy incentives for investment.
Everyone wants growth, employment and the benefits that new investment brings, and that
has gone along way towards influencing dl of the decisons that | have asssted them with in
relation to pipelinesin Western Audtrdia
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That is about dl | would like to say a a generd levd, if there are any more specific
comments - | think - no, | think that probably doesit.

THE CHAIRMAN: Thanks.

MR BOARDMAN: I'msorry, | missed something in the didogue there. Could you just
quite smply explain - you did take the Stuation into account and believed it was not
goplicable or you didn't take it into account?

THE CHAIRMAN: What is it about Cdifornia that you think should have been taken
into account? | think if you can point that out, it might be an easer question to answer.

MR BOARDMAN: Over-regulation, interference in free-market.

THE CHAIRMAN: | think what you're trying to do - a couple of the questions today
have been about the framework itself, and | accept them and | think we will just note them.
Theredity is - we redly need to just keep the focus on this - istha we do have a nationd
access regime, we do have a code, we do have alaw, we do have service providers. Some
of usdont like it, some of usdo. The fact of the matter is how can we get the best that we
can out of the process so that dl the interests are covered?

We believe we have done that with the draft decision, we have atempted to do it
with the information we have had. | can't repeet enough that if there is anything in there that
we haven't considered or there's additiona informetion and you have got 300 to 400 pages
to look through, then please convey it to us because we're keen to know, but it is an access
regime, and it is related to reference tariffs as well as of course conditions of service and
other things, and there are incentives and initiatives within it in different forms, maybe not to
the extent some would like, but they'rethere. Yes? Just behind you? Name and affiliation,
please.

MR WILKINSON: Andy Wilkinson, CMS Energy. Just in regard to the incentives, and
you were saying that the regulator takes very serioudy the role of encouraging investment,
do you serioudy think that a spread of less than - in the vidinity of 1per cent in rates of
return alowable across the country - and it'sjust dightly morethan 1 per cent, and that then
captures the rate of return you can get if you invest in a digtribution network servicing
Mebourne with a growing community that - you know, you cant stop them breeding;
they're going to grow - compared to - and applying a rae of return that's within 1 per cent
of that figure to pipelines that service the most remote areas, and everything in between, is
that serioudy taking into account the incentives required for infrastructure investment?

THE CHAIRMAN: | think you're taking avery narrow view, and | would - - -
MR WILKINSON: Sorry.

THE CHAIRMAN: - - - one other - anybody ese like to comment? Jeff or Ray?
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MR WILKINSON: It'snot anarrow view, it'sanarrow spread.

MR BALCHIN: It'sadifficult question to answer because | suppose it gets back to -
one of the hardest issues for determining costs of capita for different types of projects sems
from the fact that it's hard enough to, given the information that exists in the market to
estimate the cost of capitd for the average ges utility in Audrdia - put asde whether it's
Victoria, Western Ausdtraia, Northern Territory or Tasmania which is soon to get gas, it's
hard enough to estimate the average without trying to take into account the particular
circumstances of every different type of asset, and it's for that reason that the regulators
often try to get the average right, and there are fairly smdl variations from the average
because it's hard enough to get the average right and you're redlly having alend of yoursdf if
you think you can estimate precisdy the cost of capitd associated with different assets.

The main reason for that is that when you look at the different assets that exist, most
of the risks that exist are risks that are specific to that asset, and why does that matter?
Because in finance theory - and if you think about it for 5 minutes, it makes a lot of
commonsense.  The only risks that are redly important or the risk that investors should
demand compensation for are only those that you cant get rid of for free if you hold a
widdy diversfied portfolio of assets. The implication of that is that it's only the risks thet are
related to market-wide events that affect the cost of capitd. It isvery hard to get a handle
on the market-wide events and the market-related risks associated with individua projects
in the absence of a deep source of stock market data.

Evenif agngle project isligted, it's dill very difficult to infer the rdaive risk given the
datistical uncertainties associated with estimating betas and assorted things.  You need to
gpply standard finance theory models, and it's often the case that people don't like hearing
that their project-specific risks are irrdlevant for the cost of capital estimation, but that is an
implication of finance theory, and it's one of the foundations stones of modern finance
theory, and therein lies the problem.

So it may well be the case that some of the projects in the remote areas are more
risky. It seems intuitively sensble that it may be the case. It may bethat they are lessrisky
when you talk about market-wide risk rather than risks associated with those specific events
gpecific to that asset. If it is more risky, we don't redly know how much more risky it is.
It's hard to get a good handle on that without a good source of data, and that's redly not
available.

So | think your question is sengble that there's a spread of less than 1 per cent? |
don't redly know the answer. Isit sensble? There's no objective evidence with which to
test it. If you can look at the sort of evidence that does exist, one of the interesting, |
suppose, sources of more recent information, is some of the brokers reports that came out
on the Audrdian Pipdine Trug, | think in most of the ones - | think dl the ones | can recall
reading, the same costs of capita were used to assess the discount rate and the cash flows
of dl of the pipdinesin the Audrdian Pipdine Trust which included the Amadeus Basin and
the Darwin pipeline, the Goldfields gas pipeline as well as the Moomba- Sydney pipeline.

33



Office of Gas Access Regulation

So it's not only regulators that are using the same cost of capital for these assets, it's
aso the people who are investors. So | think - | hope that addresses to some extent the
comment that was made.

THE CHAIRMAN: Thanks, Jeff. Comments? Questions? Exhausted you? Frank, you
had the first one and this may wel be the last, but never the least, Frank.

MR TANNER: Thanks for the second opportunity. Just to turn to a couple of points
which other speakers have referred to - and this is the delivered cost of gas into regiona
areas. Western Power as you know has a gas-fired power station located in Carnarvon on
the end of a very long laterd going in there; very low load, but essentid for cHivery of
eectricity in that area.

There has been a public and regulated contract in place now since 95 and broadly
the cost of the laterd, as we say it, runs according to some mortgage style formula set in
place some time ago. Just in my recollection, the initid cost of that line was of the order of
$14,000,000. The outstanding balance under the mortgage scheme is probably just alittle
bit below $10,000,000. The proposed tariff for Carnarvon in that zone would more than
double from where it is now given the nature of the load there.

In other words, we are saying, for a service which on average is cosing us
somewhere around $4.50 or so, we could be paying in the order of $9.50 or thereabouts,
and undernegth this it seems to me that with the approach that the regulatory approach that
is taken to cost dlocation may be a contributing factor here that we see possibly of the order
of another $30,000,000 being dlocated by way of processto that laterdl.

We would like to work with OffGAR through how that has come about, because
my concern is obvious as to the point to my question there. We can't sustain that sort of
cost impact in our business. We definitely need to get to the bottom of it, and | guess the
oin-off to the question is, if our level of vauation and thinking is more like haf your number
or $30,000,000 below your number, then where would that $30,000,000 €lsewhere be
dlocated in the other assets dong the pipeline? | throw it open for comment, but we would
like to get together with OffGAR and work it through.

THE CHAIRMAN: Do you wish to make any comment? I'm sure we would be happy
to 9t down with anybody in the room or anyone dse to explain or to hear from them in any

aspect.

DR CHALLEN: What you have mentioned there is redly an dlocation of capitd vdue
and therefore capital costs to different parts of the Dampier to Bunbury Pipeline system. In
assigning a vaue to the capital base, the alocation of vaue to different parts of the assetsis
awaysto some extent arbitrary and therefore the reference tariff, the capita cost component
of the reference tariff for any delivery point on the pipeling, is of course aso to some extent
arbitrary.
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In looking & the tariff, the cogt dlocation and the ultimate tariff Sructure that affects
the price for different users at different locations on the pipeling, as | mentioned in my
presentation, we look generdly at the proposa put forward by the service provider, and
assess it againg broad criteria of efficiency and equity.

One of the considerations we took into account in looking at the tariffs proposed for
the DBNGP and those revised tariffs from the regulator in the draft decison was that
generdly on the DBNGP there will be a substantia reduction in the tariff relaive to the tariff
that gpplies under the current regulatory framework.

Given that Stuation and according to broad equity considerations, we consider that
if there isto be alarge reduction for most users, then consideration should be given that the
tariff for any user, that any user would pay under a contract being entered into under the
reference tariff, should not be greater than the tariff that they would have paid entering into a
contract under the existing regulatory framework, and | refer you to amendment 63 of the
draft decison that relates to that matter.

At the moment we have left it at the discretion of Epic Energy as to how they go
about addressing that amendment. 1t could well involve, but it does not necessarily involve,
aredlocation of vaue of different assets within the overall asst vauation, and it includes the
issue of the Carnarvon lateral, which you have raised.

THE CHAIRMAN: It was Frank Tanner, | should have mentioned, who asked the
question. Frank, if you would like to follow that up, please contact our office. Thank you.
Any other questions or comments? Yes, Fred Howie?

MR HOWIE: Fred Howie from CMS Energy. A generd question | guess;, we have
heard today that some quite theoretica approaches have been taken particularly with
respect to determination of acceptable rates of return, but aso perhaps in the wider issue of
asst vauation. It's a quedtion in two parts; firgly given the uncertainties that you have
identified associated with the theoretica approaches that you have taken, do you do any
kind of independent redlity check on what the theory comes up with, and if you do, could
you comment on what those checks are?

THE CHAIRMAN: All | can say to you, Fred - and | will passthat on - the theoretica
process youre taking about are well-established methodologies as | understand it.

DR CHALLEN: Perhgps| might just comment on your question, Fred, in relation to the
ast vauation, and | might leave the issue of empirica evidence on the rate of return to Jeff
Bdchin. In regard to asset vauation, | think if you like our redlity check, to use your term,
on the asset vauation is redly to consder severd different valuation methodologies and the
range of consderations set out in the code in section 8.10 of the code to look at the
gopropriateness of each individud vaue, and dso as a means of assessing how it affects
different parties with an interest in the pipeline. Such vauations as depreciated actua costs
and DORC vdues, in other instances optimised depriva vaues, they dl give you afed if you
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like and assigt an inevitably subjective judgment as to what the vauation of that asset should
be for regulatory purposes.

So it is in congdering dternative vauaion methodologies, actud capitd investment,
past depreciation and so on that alows you to make that subjective judgment.

THE CHAIRMAN: Thank you. Any other questions or comments? Yes, a the back?
Jeff, sorry - sorry, if we just take one more comment here. If you pass the mike around,
Cathy. Yes, please?

MR BALCHIN: Youwatme- - -
THE CHAIRMAN: Yes.

MR BALCHIN: Sorry, Ray | thought was flick-passng to me comments about the
WACC. Actudly | recdl - | was here for the GGP public forum awhile ago, and | think
Murray Meaton asked me the same question. | think he phrased it, "Do you road-test your
WACC?' and | will try to be a bit briefer thistime. The answer is yes, whenever there is
objective information that's avaladle in any work |1 do - and | know the regulators
themsdves try to make use of that information to narrow down the range of their estimates
of the cost of capitd, given that it is avery sgnificant parameter in the derivation of regulated
charges.

| think when | answered the question last time, | listed a number of things that you
could look on as objective evidence. One of them is - | think | might have made the point -
| think | pointed out astudy that NERA - awel-regarded economic consultancy - had done
for the ACCC the benchmarked regulated rates of return around the world - around the
world meaning Audrdia, UK and the US - and the rates of return in Audrdia were
comfortably within that range, in fact well ahead of what you get in the UK and dmost from
recollection anyway bang on what you get in the US.

Other bits of information you can look at, as | noted previoudy in relaion to the last
question | answered, there is often a fair bit of information you can divine from brokers
reports and other reports that vaue things that investors rely on, and if you know how to
interpret and adjust the different types of returns, you can use that to see where the
regulated returns are coming from, how they st. The returns assumed in many vauations the
brokers perform for their clients are often less, and in some cases substantidly lower than
the returns that regulators provide regulated assets. So that's a second piece of objective
information that | would say that isthe sort of thing you could look &t.

A third piece in this case is that as Ken and Peter and | think Ray pointed out, the
rates of return asked for by Epic Energy that were estimated by their consultants the Brattle
Group - and | would have to say that was quite a high qudity piece of work that as
presented to the regulator - were very smilar to those actudly provided for in the draft
decison. There were some dight methodologicad changes and the impact of severd
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exogenous factors were passed through when reading through the Brattle Group report.
Y ou would expect they would have been comfortable with those.

That | would see is athird piece of objective evidence, that studies by someone for
the proponent came out with a very smilar answer to what OffGAR did itsdlf. | suppose |
would leave the question open. If there were any other pieces of objective evidence that
people think can be used to narrow down the range and to get a handle on what people's
expectations as to rates of return are, it's something that | persondly and OffGAR and
regulators around Austrdiawould dways love to see.

THE CHAIRMAN: Thanks, Jeff.

MR HENNESSY: Jm Hennessy from AlintaGas. This is in a sense a follow-up to an
earlier question, and it redlly goes to the issue of sort of two classes of users; exigting users
potentidly being on alower price depending on the outcome of the regulator's final decision,
and new users paying perhgps a higher price.  Under the old arrangement, the gas
transmisson regulaions which applied from 95, the essentid model was that dl capitd
expenditure was rolled into the tariff, and the tariff was redetermined every 3 years such that
if there happened to be an investment that was a high margind cost investment, prices to
everybody would increase.

However, if an investment was a low margind cost invesment, prices to users
would decrease, and that's in part the reason why tariffs on the DBNGP have fdlen since
95. The question | have got is realy doesn't the provisons of 8.16 of the code, in particular
(b)(ii), in which there is likely to be sysem-wide benefits of both looping and compresson
upgrades, provide a circumstance where the incremental capita in its entirety can be added
to the capital base, and the price for dl users reviewed such that the service provider would
get an efficient return or a reasonable return on the investment, and that al users would be
essentidly on alevd playing fidd.

There would be no second-class citizens, and to the extent tha there was high
margina capitd cost investment such as in looping, the price would increase in the short
term, but in the longer term if the margind capital cost of the investment were low, then users
would see faling returns. It seems to me that this modd basicaly would provide a win-win
dl round. Bascdly Epic would be encouraged to invest and recover the investment, users
would benefit, there would be no second-class citizens, certainly in the gas industry. | just
want to clarify isthat your view of how section 8.16 of the code works particularly in regard
to the fact that a service provider has the ability in between access arrangement periods to
request areview of the tariff in any event?

DR CHALLEN: Section 8.16 of the code and other sections or other parts of section 8
of the code relate to capita expenditure and how that is treated in the determination of
reference tariffs. Whether capitd expenditure is rolled into the capitd base resulting in
higher capitd cogs to dl users and a higher reference tariff to al users, or whether capita
expenditure is met by capitd contribution by particular users is redly dependent on the
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specific context of the expenditure in question, how it may relate to the system as awhole or
to specific users.

But there is certainly nothing in the code thet is or in the consderations in the draft
decison that is contrary to what you have just said. However, | will make the point though
that Epic Energy didnt propose any capitd expenditure associated with significant
extensons or expansons of the pipeline for this access arrangement period, and therefore
they weren't taken into account in determination of a reference tariff smply because they
weren't proposed, but if they were, they would have been.

MR KOLF: | suppose!l could add alittle bit to that, Ken.
THE CHAIRMAN: Yes, Peter.

MR KOLF: Inthe exiging arrangements, it is a the discretion of the service provider as
to whether the service provider wants to roll these things in or whether the service provider
wants to charge for new capital expenditure separately, the same rates of return would apply
in ether case which means that essentialy there in't redlly any difference as to whether it is
rolled in or not rolled in other than that if it isrolled in and if it is accepted by the regulator, it
does have implications for the exiging users in terms of a higher cost than giving rise to
increases in tariffs for new users.

Now, that may be appropriate or it may not be appropriate depending on the
circumgtances, and this is a matter for both the service provider and the regulator to
consder.

THE CHAIRMAN: Thanks, Peter. There was a question at the back.

MR WILKINSON: Andy Wilkinson, CMS. | guess the question is the purchase price
for the DBNGP was in the order of two and a hdf billion dollars. My understanding - and
I'm happy to be corrected on this - is that aout 30 per cent of that money came from
Audrdian superannuation funds. 1'm just wondering to what extent in consdering the public
good that that sort of factor is taken into account in coming to your decision and coming out
of the vauation that seesbasicdly haf of that investment written off.

THE CHAIRMAN: Do you want to comment, Ray?

DR CHALLEN: The source of whatever funds- - -

THE CHAIRMAN: Not theissue.

DR CHALLEN: - - - that Epic may have financed their purchase of the DBNGP from, is

information that was not provided to the regulator and was not - and nor necessarily should
be - taken into account in the draft decision.
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THE CHAIRMAN: Any other comments or questions? We're rearing that 5o'clock
time. We ill have time for one or two. | can see we have worn you out. | will bring the
proceedingsto a- right onthe- | haveto prepareit al over agan.

MR BARRETTO: Mak Baretto, North West Shelf Gas. Redly a very smple
question. The deadline for the submissionsis next Friday. |Isthere any roomfor - at therisk
of publicly embarrassng mysdf here, is there any room for an extenson on that given
everything we have heard here today?

THE CHAIRMAN: There are other matters taking place outsde this forum that |
mentioned earlier in relaion to alegd matter. It's not legd yet; it's anotice, but if | can set
that aside and that can be clarified, the answer is yes, | would consder an extension of that
was desired.

MR BARRETTO: Thanks.

THE CHAIRMAN: Any other question or comment? | will bring it to a close, and in
doing 0, thank you al very much. We have had the biggest number. Somebody sad
maybe there is something in regulaion, and there has been more people here today than |
have seen dmost collectively at some of them. That's because of the interest and the keen
interest shown, and in that respect | do thank you very much. We thank you for your
comments, and | trust that you will follow up those comments.

Could I just in dlosing thank Sue Ortenstone CEO of Epic Energy, David Williams
and their team recognising the difficult nature of their podtion, and actualy gppreciating that
position, and | trust that we will respond to the letter that has been given to us, and David
knows that. Whether it's a satisfactory response will be for further time to tdl, but | would
like to just indicate the nature of the draft decision, that we are prepared and adways willing
to tak certainly to yoursdves and Epic Energy. We would be delighted to do that and go
through it in more detail so that we can look for those opportunities that you believe should
be there, and explain other Stuations should they need judtification, but that applies aso to
any of you if you wish to raise any matter with us or seek discussion, the office is available.

| would just like to thank our pand. | won't go through them individudly. They
have addressed the issues | think exceptiondly well, and thank you, Kathy and Lucia, for
helping us and making the arrangements, and aso thank you for the taping. We will get as
much as we can on the Web dte, particularly the overheads, as soon as possble. The
transcript will obvioudy take us alittle while, but we will have that on aswell. So if anybody
has a problem with that, please contact our office. So thank you very much again, and | bid
you good afternoon.

AT 455 PM THE MATTER WAS ADJOURNED ACCORDINGLY
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