CHAMBER OF COMMERCE AND INDUSTRY

WESTERN AUSTRALIA

10 December 2007

Mr Mike Jansen

Assistant Director — Rail
Economic Regulation Authority
PO Box 8469

PERTH BC WA 6849

Dear Mr Jansen

Review of the Weighted Average Cost of Capital to Apply to the Urban and Freight Rail
Networks

The Chamber of Commerce and Industry of Western Australia (CCI) is the leading business
association in Western Australia. It is the second largest organisation of its kind in Australia,
with a membership of over 5,000 organisations in all sectors including manufacturing,
resources, agriculture, transport, communications, retailing, hospitality, building and
construction, community services and finance.

CCI’s Transport Committee welcomes the opportunity to respond to the Economic Regulation
Authority’s review of the weighted average cost of capital (WACC) to apply to urban and
freight rail networks.

CCl notes that the current WACC framework established in the 2003 Determination has been
successtul in providing a stable operating environment and pricing structure for the rail
industry. Given the success of the 2003 Determination in ensuring on-going stability across
the rail sector, CCI recommends that this framework be maintained wherever possible.

With respect to the methodology used for determining the cost of capital, CCI agrees with the
recommendation put forward in The Allen Consulting Group October 2007 report. That is,
use of the capital asset pricing model as a method for estimating WACC values should be

maintained.

Regarding the determination of an appropriate inflation rate, CCI supports The Allen
Consulting Group’s recommendation that past practice of the Economic Regulation Authority
be carried forward. That is, a nominal risk free rate is estimated from capital market data and
an assumption is made regarding inflation forecasts.

Regarding the use of a pre-tax or post-tax WACC, CCI recommends that the Authority
maintains consistency with previous practice by adopting the use of pre-tax figures when
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