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normal economic conditions and returns. As things stand now HPPL supports the use of 6% and 
would not discourage the ERA from finding that a downward adjustment of some type would be 
required to reflect the weakness evident in world markets. Certainly a higher premium would 
not be justified. 
Financial structure and credit rating 
TPI has been set up and promoted by FMG as an infrastructure provider, providing open third 
party access. On this basis alone there should be no support for including in the CAPM a 
gearing that is anything other than related to other providers of infrastructure services. Equally 
we would not think that Westnet is a suitable basis on which to set the gearing for the TPI 
railway. The regulatory examples given in our December submission appear to more relevant to 
the TPI situation and we would continue to argue for a higher gearing of 50 per cent. We would 
agree that a BBB rating is appropriate and that the rating should reflect that for an infrastructure 
provider and not have any regard to the credit rating of the major infrastructure customers. 
Cost of Debt 
There seems to be general agreement that 12.5 basis points, as an allowance for the costs of 
raising debt, is an appropriate input to the WACC. We argued against an allowance for the costs 
of raising equity finance being included in the WACC. Part of this argument was around the 
way to estimate the cost and our belief was that the estimate should be based on rail, not mining, 
oil and gas firms costs. In addition we queried whether equity raisings would be required in any 
event. The approach of the ERA, which is to include this cost in the asset base in the future, if 
appropriate, puts the full resolution of the matter into the future where the actual situation will be 
able to be taken into account and real numbers used. This is a sensible approach and is 
supported. 
Debt beta 
HPPL agrees that the best estimate for the debt beta is zero. The case for a small positive debt 
beta exists, but has not developed to the point where it could provide a better estimate. The ERA 
position is seen as being a pragmatic response that we support. 
Systematic Risk (Beta) 
The ERA position is a little confusing. In para 110 the ERA notes that it; "...has consistently 
rejected the argument that the systematic risk of an infrastructure owner necessarily reflects the 
customer base." Then at para 119 the ERA places the beta at the higher end of the range it has 
settled on for the beta because of; "...the particular circumstances of the TPI railway (remote 
railway with a single mining commodity)." 

HPPL has argued for an asset beta of 0.44 to 0.5 based on the Hunter Valley and QR rail 
networks. While not as remote as the Pilbara, both rail systems are hardly metropolitan in nature 
and would seem to still seem to be reasonable comparisons. We could accept that TPI may be ^ 
seen as being at the high end of the Australian examples, but would find it difficult to see that it g 
should be at the high end of the US/Canada examples. Then to add in a large premium for the g 
"particular circumstances" by going from an equity beta of 0.7 to 1.0 is even more difficult to i 
understand. 

While not a lot has been made of the history of the TPI railway, it should not be overlooked that 
it was built and economically justified to carry iron ore from the FMG mines to the FMG port 
facilities at Port Hedland. If there was never to be any third party traffic the rail would still have 
been built. On this basis the third party use is extra revenue that is above that required to justify 
the building of the rail and entails no risk as it is all clear profit. On this argument alone it is hard 
to see why TPI should be somehow rewarded for building the railway by having a beta that is 
higher than other heavy haul railways in Australia and therefore be able to gain more revenue 
from third parties use of the rail. Significantly FMG will "contract" with TPI outside of this 
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