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Dr Ken Michedl

Gas Access Regulator

Office of Gas Access Regulation
Leve 6

Governor Stirling Tower

197 St Georges Terrace
PERTH WA 6000

Dear Dr Michad

WESTERN POWER'S RESPONSE TO THE RELEASE OF THE SECOND
CONSULTATION ROUND SUBMISSIONS

Wegdern Power submits an initia response to the further and much more detalled five
submissons to the Office of Gas Access Regulation (OffGAR) that were made avalable
on the 20 April 2000.

The submissons made by Epic Energy, AlintaGas and one jointly by Treasury / Office of
Energy provide further dgnificant but yet incomplete confidentid information for Western
Power to now consder. Western Power is the only mgor party to the sale and now the
Access Arrangement determination for the DBNGP that has not had access to information
that could have possble sgnificant outcomes for its future capacity to ddiver and use gas
on a competitive basis.

Western Power intends to give further condderation and meke a more complete
submisson once the additiond, but as yet incomplete information releesed by OffGAR
during the recent holiday period, has been consdered in the detal required for such a
sgnificant determination of one of Western Power’s mgjor cost components,
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BACKGROUND

At this stage, there is dgnificant new data and clams in the submissons hat were
not previoudy avalable to Western Power. During the review period of two
weeks, Western Power finds that the data remains incomplete and limits Western
Power’s capacity to fully advise of its concerns about the proposed access regime.
Now Epic Energy ae dgndling tha they ae proposng vaiaions during
Off GAR’ s determination process.

Western Power expects that after meeting with the parties that are now able to
discuss the previoudy confidentid information, it will be able to make better
informed comments.  The following is intended to provide OffGAR with an
indication of the additiond details that Western Power believes the Regulaor could
appropriately congder in framing an access regime for the DBNGP.

The following address each of the additiond submissonsin turn.
EPIC ENERGY ENERGY’'SSUBMISSION (PUBLIC VERSION)

There are a number of points of concern in the themes being propounded by Epic
Energy.

Western Power has increasng concerns about the manner in which Epic Energy
interpret  the outcome of what they conceve to be consultation with maor
customers.

In their submisson, they infer that ther proposal has had endorsement from
customers.  Western Power, following discussions with the other regulated mgjor
customer, finds no ground for this satement. For example, Epic Energy clamed
that “... businesses that were consulted during the development of the Access
Arrangement indicated ther preference not to have shippers supply their own fue
gas’. Thiswas never Western Power’ s position.

Western Power is darmed at the interpretation that there was a compact which
enables Epic Energy to expect the Access Arrangement to provide a price path that
would require the users of the DBNGP (with an established DAC vaue of about
$900M) to provide a commercid rate of return to an opportunity investment of
$2400M. In addition, Epic Energy further wans of the need to recover a
commercid return on an additiond expenditure of $837M for pipdine expansion
during the access period.

Western Power is endeavouring to understand what appears to be sgnificant
information concerning the tariff estimates made by PriceWaterhouseCoopers. The
analysis indicates that a tariff range of $0.88/GJ to $0.98/GJ would be an outcome
of the fair vaue gained from the sde of the DBNGP. It certainly indicates that the
capitd recovery must ggnificantly differ from that cdamed by Epic Energy in the
clamed “Regulatory Compact”.
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EPIC ENERGY’S SUBMISSION OF THE BRATTLE GROUP MODEL (PUBLIC
VERSION)

The submisson based on the work by the Brattle Group introduces some
edementary modeling of cash flows with some smplifying assumptions and aso
introduces what appears to be a new economic dimension to the Code.

Western Power smply notes the obvious concerns raised by the projection of a gas
transportation tariff of about $1.30/GJ within 15 years. Western Power has dready
indicated in its earlier submissons the impact of Epic Energy’s proposed additiond
chargesto this Firm Tariff.

In recent discussions, Western Power has been informed that an dternative pipeline
delivery could be provided with a tariff of a littte more than one hdf of the Firm
Taiff being proposed by Epic Energy. If such a tariff anomaly was crested, then
the investment decisons of dl parties in the energy sector would be a risk from
such a de-gtabilised energy supply chan.

Western Power is nearing the time when new contractud commitments for gas
purchases and ddivery will be required. It should be obvious that it would rot be
in the Stat€'s best interest if Western Power was to be again placed into a smilar
circumgances as in 1995 as a result of an Access Arrangement with the price

regime proposed by Epic Energy.

Western Power reects the clam in Brattles statement of the third and most
important economic aspect of fairness when they state “ ... the proposad places no
undue burden . The Brattle Group appears to have forgotten that West
Audrdians are dready burdened with a tariff regime which, if left undtered, would
have at least paid out the existing capitd vaue of the DBNGP by 2015.

If the present tariff regime with a reservation percentage of less than 75% (capitd
component) was continued to 2015, theresfter shippers could have expected a
transportation tariff comprising largely operating costs of |ess than $0.30/GJ.

ALINTAGAS- SECOND SUBMISSION

Western Power recognises the very dgnificant contribution made by AlintaGas in
opening up public access to much more detalled information relating to Epic
Energy’ s proposed Access Arrangement.

Western Power supports the assessments made by AlintaGas in comparing the Firm
Taiff proposed by Epic Energy as the Reference Service and the grandfathered
delivery services availableto T1 shippers.

Western Power’s reading of the Schedule 39 data indicates that Epic Energy has
ggnificantly changed its approach to meeting the commitments it made to provide a
T1 Reference Service. Western Power understands that Epic Energy would provide
a Tl Reference Service and adso would provide the opportunity for shippers to
ddiver fud in-kind to reduce the operating costs that would need to be recouped by
Epic Energy.
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ALINTAGAS—-THIRD SUBMISSION
Western Power supports the third submission made by AlintaGas.

It is row clear to Western Power that the Access Arrangement must be structured to
meet the conditions that will enable grandfathered contracts to continue with the
DBNGP owner and operator.

Someinitid interpretations are offered for the Regulator’ s condderation:

Grandfathered contracts must have access to a full range of Reference
Servicesto ensure that equitable negotiations could be conducted,;

There is dgnificant data indicating that a Reference Taiff of less than
$1.00/GJ can be determined,;

The Access Arrangement needs to ensure that exigting obligations and
rights under the Gas Transmission Regulation Contracts are preserved.

JOINT SUBMISSION BY TREASURY AND OFFICE OF ENERGY

This submisson provides detalls from the perspective of government agencies
involved in the sde process, athough not usersin the DBNGP.

The Office of Energy has extensve experience with the ddiberations of the Gas
Trangmisson Steering Committee (GTCC) that advised on the appropriateness of
the past gas transmission regulatory regime.

This submisson makes wide ranging points that in the main, are supported by
Western Power. One particular comment needs to be interpreted with appropriate

perspective.

It is thar view that “ ... drong benefits to current users arise from the initidly
lower Reference Taiffs’. The Regulator should be aware that the tariffs of the five
past yeas were amed a effectivdy amortisng the historic capital cost of the
DBNGP over twenty years, and at arate of about 70% of the tariff.

Western Power is aso concerned with the inference that OffGAR are now faced
with the chdlenge of finding a tariff solution to Epic Energy’s speculdive future
and embedding the outcome in tariffs for grandfathered shippersin the DBNGP.

Western Power’s understanding would be enhanced if Epic Energy was prepared to
table the out-workings of the Rebatesble Service assumption, as applied to
grandfathered shippers contracts. Western Power believes that the cost of service
assumption with respect to grandfathered contracts remains an issue that needs to
be jointly reviewed to enable Western Power to fully agpprise OffGAR of the
ggnificance of those out-workings.

W:\off GAR\library \WesternPower SubRnd2v1.doc Page 4 of 4



Details of the submission aso raise Western Power’s concerns about Epic Energy’s
ongoing commitment to performance. Western Power requests that the Regulator
ensure that the future Access Arrangement provide comprehensive performance
regulations to ensure shipper’s are not put a risk of compromised operations and
leve of sarvice.

In concluson, Western Power requests the Regulator to provide sufficient time to ensure
that any changes proposed by Epic Energy to their Access Arrangement is made available
to shippers for consideration and full comment.

Should you reguire information concerning this submission, please contact:

Mr Frank Tanner
Coordinator Gas Supply
Business Strategy Branch
Generaion Divison
Western Power

GPO Box L921

PERTH WA 6842

Phone: (08) 9326 6324
Email; frank.tanner@wpcorp.com.au

Yours Sncerdy

FRANK TANNER
COORDINATOR FUEL SUPPLY
BUSINESS STRATEGY BRANCH
GENERATION DIVISION
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Mr John Munckton

Gas Contracts Controller
Business Strategy Branch
Generation Divison
Western Power

GPO Box L921

PERTH WA 6842
Phone: (08) 9326 6012

Email: john.munckton@wpcorp.com.au
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