After a long and winding road
the National Electricity Bill
finally arrives at South
Australia House of Assembly

n Wednesday, 9 February, 2004, after
O - three years of delay - the National

Electricity Bill finally arrived in the SA
House of Assembly as the National Electricity

(South Australia) (New National Electricity
Law) Amendment Bill.

First reading took 30 seconds: The first and
second reading of the National Electricity Bill

was 9 February; the first reading took less than
minute, the second not much longer ; only the
introduction was read and the debate adjourned.

New offices open: Elsewhere the AEC and
the AEMC are now setting up offices. NECA
staff will transfer to the AEC and ACCC staff to
the AEMC.

In summary:

» SouthAustralia is the lead legislator for the
National Electricity Law. The existing co-
operative scheme for electricity market
regulation came into operation in
December 1998. The lead legislation is the
National Electricity (South Australia) Act
1996.

e The currentNational Electricity Law is a
schedule to this Act, and that Law, together
with the Regulations made under the
National Electricity (South Australia) Act
1996 are applied by each of the other
national electricity market jurisdictions, that
is, New South Wales, Victoria, Queensland
and the Australian Capital Territory, by way
of Application Acts in each of those
jurisdictions.

e The initial rules for the national electricity
market, contained in the National Electricity
Code, were approved by the relevant
Ministers in accordance with the current
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Electricity in brief

Qld air con madhouse: In the last two
week Qld summer demand cracked 5
records on a row as demand spiked on
38 degree heat; max summer demand in
Queensland was running at about up
500MW on last year and although there
was plenty of theoretical capacity, supply
constraints appeared as 1400 MW went
short term holiday, On Tuesday, 8
February spikes of $7910.83/MWh
appeared in NSW, $7312.25/MWh in Qld
and with $737.60/MWh in Snowy on a
demand surge on summer heat across
all NEM capitals - but mostly Queensland
where the baby boomers surged to live in
dwellings built on the scale of Gone with
the Wind.

And another QId record: Demand
records proved a daily affair in
Queensland, it was the second Qld
record in two days, as a Tuesday max
demand followed a Monday max
demand.

OECD tells PM he made a mess of

NEM reform: A wild child from the OECD
predicted 3.8 per cent growth but
slammed the Howard Government's
failure to set up national electricity
market and make it work right. But look
on the bright side: NECA staff is already
got its stuff in boxes, ready to move to its
new home at the AER and ads are out
for staff at the AEMC.

Egan exits, Costa may sell the lot:  The
NSW Treasurer left the house - whether
to live in hut in the mountains and study
the | Ching, or to re-incarnate in a
merchant bank, we don’t know. Just
soon as he left the building, the NSW

Government said it would open an Office
of Economic Reform to oversee future
privatisations under a PPP plan. The
reform leader was hard man, rail Minister,
Costa. Lots of behind the scenes carry-
on suggests some entertaining days
ahead as NSW tries to sell its electricity
assets without using the word "sale".

Auditor-General lifts lid:  Yes, 10 years
of tightened-belts had slashed NSW debt,
but had the penny pinching gone too far?
Ex Auditor-General would examine the
Egan legacy.

Dollar up to 76 cents against US:  The
US dollar was in a dive as the Bush admin
set out to increase military spending and
cut environment and health. The
Australian dollar had appreciated from
US70c and TWI 60 in September to a
recent high of US79c. QOil dropped $US1 a
barrel to $US47 a barrel, but gold was
back to $US420 an ounce; iron ore was
high in 2006-07 and coking coal up by
$US10.

Coming to the end of the cycle:  "We're
coming to the end of the cycle", warned all
sorts of analysts and hole-in-the-wall
newsletters: reversion to the mean will be
just as aggressive as the ride up, as
Australia was heavily exposed, concluded
a chorus.

Market at max along with MW:
Infrastructure stocks were described as
overvalued, with the market reaching a
new high last week: feels like time for a
crash so watch for danger.

Port and wage constraints: The Federal
Treasurer was concerned about effect of
port constraints on commodity exports,
and insisted IR reforms were crucial to
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reducing wage pressures as the Reserve
Bank warned interest rates likely to rise.

Australian economy slows: Indicators
suggested the Australian economy was
slowing, as 2 per cent growth for 2004
lead to interest rate rise speculation

Coal boom out of control:  Just like an
internet boom, coal prices reached the
madness range. Plans for new coal holes
sprouted, all over.

Energy dominated advanced resource
developments: 41pc of Australia’s new
projects and 44pc of $24.3 billion capital
cost was devoted to oil, gas & coal.
Austral Coal was back on track after the
Tahmoor repairs were finished. The MD
predicted a 2.5m tonne production target
for 2005.

Steaming coal up 16pc: Australian coal
producers switched to producing PCI as
coking coal contracts outstripped a 16pc
rise in the steaming coal price. In Qld,
Japanese prices for hard coking and PCI
coal were set to rise 100 per cent, as
Xstrata sold at $125/tonne. Rio Tinto
tripled hard coking coal production to
6.67m tonnes in 2004. Exports were
constrained by port and rail bottlenecks.

Coking up 100pc: One major Japanese
power company settled on steaming coal
prices at $US54 ($A70) a tonne others
were holding out for a lesser price. In Qld
it was believed a 130 per cent price
increase for Curragh North coking coal
could net Wesfarmers $600 million extra
in revenue.

Port charge wars rage on: In the same
state the Prime MD said the QCA's
lowering of Dalrymple Coal Terminal
charge to $1.53 would block essential
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capital. He wanted governments - State
and Federal - to overturn a regulators
decision.

Port rush to get coal to market:  The
Federal Government pledged $152
million to improve rail access to Port
Waratah coal terminal. Patrick Corp was
planning to double Sydney and
Melbourne Port capacity within next four
years, said Corrigan.

Fight over SA WMC assets: The Trade
Minister believed FIRB should block the
Xstrata bid for WMC uranium assets, and
made a recommendation to Treasurer.
All of this came as 400pc increase in
WMC annual profits, was reported , but
this was $1.3 billion windfall inflated by
$500m in one-off benefits. Xstrata
boosted its bid for WMC Resources to
$8.4 billion: Offer for uranium producer to
close on 28 February if no other bids are
forthcoming.

The anti-Xstrata camp: The anti-Xstrata
camp was strong in Perth led by Brian
Burke - now leader of the NT Liberals -
was stirring the pot for a fee. WMC's
directors, led by chairman Tommie
Bergmann and CEO Andrew Michelmore
were expected now to act as auctioneer
for highest bidder or bidders. Xstrata told
BHP Billiton, Rio Tinto and Anglo
American to put up or shut up over the
WMC bidding war.

Pacific Hydro 26 per cent gain:  Pacific
Hydro stock peaks at $4.75 as company
posts pre-tax full-year earnings of $31.3
million, a 26 per cent gain

AGL up something, as usual: The AGL
and ATO were believed close to deal over
CGT treatment of the AGL NZ offshoot,
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NGG: there were rumours that AGL
intends to increase exposure to
generation sector. But it was said the
acquisition agenda put on the
backburner.

Origin creates seven divisions for

2005: After five years of strong growth,
Origin boss announced major restructure
into 7 divisions.

Tasmania - 40pc more fault calls:
Aurora Energy recorded 40 per cent
increase in calls to its Fault Centre for
2002-03, and 45 per cent of these were
in 40 days.

Coominya substation upgrade in Qld:
Energex announces $2.7 million in
capital works for Lockyer Valley, capacity
upgrade of Coominya substation.

Gas flows from Vic Minerva:
Production had started from BHP
Billition's Minerva gas field; projections
upwards of 150 terajoules per day.

Strikes banned at Bluescope's

Western Port steel:  IRC bans strike
action at Bluescope's Western Port steel
plant for three months, no new
"bargaining period" until July.

Vic Feb storm damage $150 million:
Storm damage insurance claims set to
top $150 million as water storage levels
rose to 59.3 per cent capacity.

Tuesday, 2 February: AAMI says
damage Melbourne storm damage
claims "over $100 million" after 100km/h
winds, 31 hours continuous rain.

NSW 3 February freak snow: Charlotte
Pass recorded 15cm of snow as freak
weather conditions turned summer into
winter.

Only 3 viable Walter projects: The
survivors were described as Qld's Burnett
Water Infrastructure, NSW's Parramatta
station & Bondi sewage treatment. Walter
employees demand payment guarantees
from liquidator.

Federal Senate uses small window:
Rockets were fired as the Federal Senate
used its 14-day window to poke at the
Government. It investigated 77 per-
election projects worth $15m in regional
funding grants: pre-election, the Liberal
Coalition had spent $500,000 a day and
mostly to Govt electorates, but Feds deny
political bias Inquiry into regional grants
scandal begins under parliamentary
committee system: public servants quake
in their boots. The Democrats were
concerned Govt would abuse Senate
majority, but Greens believe PM "won't
make mistake of overhauling procedure".
Both the Democrats & Greens vowed not
to do deals on major reform packages:
Govt must wait until July to implement
changes

Transmission return fall in Tasmania:
Return on assets for Tasmania's Transend
drops slightly to 5.7pc because of higher
asset base and a lower than forecast
EBIT.

What's not in ANTS: Regional structure,
provision of detailed network data and
market transparency measures were
excluded from National Transmission
Statement.

ACCC Cartel team on the rampage:
Fess up now or face full force of the law,
ACCC chair warned colluders, as
abandoned high-profile cartel
prosecutions revealed.

Govt anarchy good for profits:  The
Centre for Independent Studies preferred
an anarchic no-rules world: as, it said, "
regulation undermines personal
responsibility”.

New NSW wind rules: The NSW Govt
was to define "no-go" areas for wind
turbine developments.

Nuclear is good, says ex CSIRO chief:
Nuclear is part of the solution to global
warming Pearman — now working as a
consultant - told the Institute of Physics
Congress, Canberra: "emotions”, were a
barrier.

Emotional energy: Those emotions
could prove a barrier for funds to his ex
employer, the Federal science body,
CSIRO, which owns ANSTO - home to
Australia’s third and newest nuclear
reactor, now in final approval stages. But
then, the Former chief of CSIRO
Atmospheric Research, Professor
Graeme Pearman, said federal energy
planners were captured by Big Business.
He did not mention the Big Government
which owns the Big CSIRO which owns
the Big Nuclear Power Plant.

Boom nears its limit? The Federal
Treasury's Economic Roundup argued
the resource skills shortage was not just
a matter of training; experienced workers
were also lost to other industries In Qld
the Energy Networks Association rejected
Government claims of power industry
skills shortage as justifying pay rises as
State electricity line workers' 27 per cent
pay rise last put them almost $20,000
ahead of graduate lawyers. Greg Martin,
head of AGL predicts a looming skill
deficiency in the Electricity Industry
nationwide and resource companies were
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bending over backwards to attract
workers with shorter turnaround, and
interstate fly-in, fly-out rosters. In NSW.

Country Energy started 49 apprentice
line-workers: 9 apprentice electrical
technicians, including two women, and
eight indigenous apprentice, in 44 NSW
towns. In WA, Qld consulting engineering
companies increasingly outsourced work
to other states or overseas as labour
shortages hit home: coal output set to top
40m tonnes, but where's the workforce?

Unemployment to stay low:  With 3.8pc
Australian GDP growth this year and 3.6
per cent next year with unemployment to
stay low, found last week’s OECD report
on Australia.

Find out more at the subscriber
section of www .erisk.net
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How it all works: Under the proposed Top price for NEM week 30 January - 5 February 2005: Roma at $57.09/MWh
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 theAustralian Energy Regulator,
established under the Commonwealth
Trade Practices Act 1974.

Full details next week

OH Boy, JusT 98
YEARs To GO BEFORE

TUMUT BECOMES A
NEM REGIONS

Snowy Hydro uses new MCE
policy to propose Tumut as
sixth NEM region

code change sent to the ACCC this

week details Snowy Hydro’s plan for a

new Tumut node trial in 2006 -2007.
Snowy Hydro applied the Ministerial Council
on Energy (MCE) Constraint Support Pricing/
Constraint Support Contract (CSP/CSC)
framework developed by Charles River &
Associates (CRA).
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the week in detail IS

* NSW: Average price $22.70/MWh, down 7 per cent
on the $24.47/MWh of the previous week, down 42
per cent on the spike-affected $39.02/MWh of the
comparable week last year; maximum price $151.84/
MWh for the 30-minute trading interval ended
1430EST on Tuesday. Average demand 8467MW,
down 9MW cent on the previous week, up 0.3 per
cent on a year ago; maximum demand 12,059MW in
the 1530EST interval on Tuesday, up 11.8 per cent
on the 10,787MW of the previous week. Snowy-NSW
exports averaged 596MW up 96.1 per cent on
average exports of 304MW the previous week;

* Victoria: Average price $22.51/MWh, down 18 per
cent on the $26.60/MWh of the previous week, up 23
per cent on the $18.29/MWh of the comparable week
last year; maximum price $148.49/MWh for the 30-
minute trading interval ended 1430EST on Tuesday.
Average demand 5600MW, down 6.8 per cent on the
previous week, up 1.0 per cent on a year ago;
maximum demand 7775MW for the 1330EST interval
on Tuesday, down 7.6 per cent on the 8413MW of
the previous week. Victorian imports from Snowy
averaged 8.05MW, down 97.6 per cent on average
imports of 336 MW the previous week;

» South Australia: Average price $26.22/MWh, down
20 per cent on the $37.68/MWh the previous week,
down 58 per cent on the spike-affected average of
$62.56/MWh of the comparable week last year;
maximum price $139.31/MWh for the 30-minute
trading interval ended 1430EST Tuesday. Average
demand 1376MW, down 16.9 per cent on the
previous week, down 11.4 per cent on a year ago;
maximum demand 1922MW for the 1630EST interval
on Monday, down 25.4 per cent on the 2576 MW of
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the previous week. Vic-SA flow averaged 300MW,
down 4.5 per cent on the 314MW the previous week;
Murraylink net flow averaged 25.38MW west, down
from 40.07MW west the previous week; and

* Queensland: Average price $21.52/MWh, down 1
per cent on the $21.80/MWh the previous week, up
36 per cent on the $15.77/MWh of the comparable
week last year; maximum price $134.62/MWh for the
trading interval ended 1430EST on Tuesday.
Average demand 6348MW, up 7.7 per cent on the
previous week, up 12.6 per cent on a year ago;
maximum demand 7776MW for the 1400EST
interval on Wednesday, up 9.4 per cent on the
7111MW the previous week. QNI flow averaged
447MW south, down 33.0 per cent on the 667MW
south the previous week. Directlink averaged
1.29MW north, compared with 37.45MW south the
previous week.
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Starts with a trial: The Code change was to
enable a trial would provide a short term
improvement to the regional boundary issues
in and around the Snowy region that have
plagued the national market for years.

The history: In December 2004, the National
Electricity Code Administrator (NECA) began a
consultation process on this proposal. NECA
had previously received support for the
development of the trial from the Standing
Committee of Officials (SCO) and had agreed
to move it along

NECA received 16 submissions: They were
from: AGL Electricity, a collective submission
on behalf of six generators (Loy Yang Power,
Southern Hydro, Yallourn Energy, International
Power, SPI Electricity, and NRG Flinders); CS
Energy; Delta Electricity; Department of
Infrastructure; Energy Retailers Association
Australia; Eraring Energy; Hydro Tasmania;
Macquarie Generation; NEMMCO; Powerlink;
Stanwell; Tarong; TXU and Westpac
Institutional Bank.

Snowy Hydro Tumut plan: The proposed
code changes involve an amendment to part 8
of Chapter 8. The changes aim to provide a
trial of a Constraint Support Pricing/Constraint
Support Contract (CSP/CSC) framework for
the dispatch of generation in the Snowy
region. The derogation is proposed to apply
until 31 July 2007 at the latest. The Australia
Competition and Consumer Commission
(ACCC) also proposed to consider all
submissions made to NECA that relate to the

issues arising under these applications for
authorisation. Interested parties may also
comment on the proposed code changes in
relation to the access code, should they be
authorised.

Submissions can be sent electronically to:
electricity.group@accc.gov.au. Alternatively, written
submissions or submissions on disk, in Word 7.0
compatible format, can be sent to: Sebastian
Roberts General Manager Regulatory Affairs
Electricity Australian Competition and Consumer
Commission GPO Box 520J A copy of the proposed
changes to the code is available from NECA's web
site (www.neca.com.au). The closing date for
submissions is Friday 4 March 2005. If you require
further information please contact the Electricity
Group on (03) 9290 1968. Ty Christopher Manager,
System Development.

Integral Energy proposes new
500MVA lines for North West
Sector of Western Sydney,
NSW Vineyard to Rouse Hill

ntegral Energy has issued a Network
I Consultation paper of an Application for a
New Large Network Asset for the North
West Sector of Western Sydney in NSW.

Integral Energy proposes:

¢ Construction of a new 8.5km 132,000 volt
overhead transmission line in an existing
easement for feeder 9JA from Vineyard
Bulk Supply Point to the new Rouse Hill
Switching Station - capital outlay $14.2M;
and
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* two circuits and the line will provide a firm
capacity of 500MVA.

But how to do it: A range of technologies was
considered for the final construction type:

 steel lattice towers;
» double circuit steel poles; and
 twin single poles.

The final construction type will be determined by
technical and environmental considerations. Robert
Moore Manager Asset Management Services Integral
Energy http://www.nemmco.com.au/
transmission_distribution/179-0226.htm A copy of the
complete document can be obtained from Integral
Energy on telephone (02) 9853 6560 or downloaded
from the Integral Energy website. Submissions on the
Application Notice are requested by the closing date
Friday 11 March 2005. PO Box 6366 BLACKTOWN
NSW 2148 Email: Ty.Christopher@integral.com.au
Phone: (02) 9853 6560 Fax: (02) 9853 6099

Ballistic summer growth in
Qld: Monday spikes above
$7000/MWh in NSW and Qld,
on record Qld demand

n Monday and Tuesday, the NEM went
O off the scale in both demand and price.

High national demand and generator
outages on Tuesday saw the spot price reach
around $150/MWh in all regions. Around
1,400MW of capacity was unavailable due to
short-notice outages on that day. Around
1,400MW of capacity was unavailable due to
short-notice outages on that day, said NECA.
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5ooMW Qld aircon surge lead to $45million spike at sharp end of the NEM, as 1400MW offline
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As reported last week, NEMMCO's forecasts = 2005 System Demand (plus Dispatchable Loads
. — ZOid Oaily Average (commencing 17220000
worsened, and it has tended to under-forecast 200D Dally AvErage (COMMENCing Br2eZoods
demand. —— Zo0z Daily Average (CoMMERcCing SAZS20020
zoodl Dailu Average (commencing 4522001 0
Z000 Oaily Average (commencing S0/ 1 AZ000ls
Queensland’s summer peak demand this 2005 period 500MW above this period of summer 2004
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Low reserves appear in Queensland: There
was a low reserve Queensland region on
Thursday 10 February from 09:30 hr to 17:30
hr. The maximum deficiency was estimated to
be 500MW.

On Monday, average prices rose:

e 2-170 per cent in NSW, Victoria and
Queensland; and

» dropped 5 per cent in SouthAustralia to a
$28.05-$354.01/MWh range on system-
wide maximum demand up 168MW (0.6
per cent) to 28,807MW.

Sydney had a top temp of 38 degrees:

NSW maximum demand climbed 1023MW (8.9
per cent) to 12,480MW. Queensland's record
demand occurred on a day when Brisbane's
top temperature was 33 degrees. Maximum
demand dropped sharply in both Victoria and
South Australia, where maximum temperatures
in the capitals were low — 16 degrees in
Melbourne and 22 degrees in Adelaide.

LORL1 in Southeast Queensland: NEMMCO
advised in a market notice at 1409EST on
Tuesday, 8 February of an actual lack of
reserve level one (LOR1) in Southeast
Queensland from 1400-1800EST. NEMMCO
said it considered there were insufficient
capacity reserves in the region.

Negative settlement residues on Vic-

Snowy: NEMMCO advised in a market notice
at 1354EST on Tuesday, 8 February that
market conditions had resulted in negative
settlement residues accumulating for the Vic-

Snowy interconnector which it considered
exceeded an acceptable threshold.

Generation picture: In NSW, Munmorah 3
and Munmorah 4 were idle all day. Bayswater
3 came back online in the 0330EST
Wednesday interval. The Shoalhaven hydro
unit SHGen operated briefly during the day
and SHPump returned in the 2200EST
interval. In Victoria, Loy Yang A2, Yallourn 1
and Morwell were offline all day. Newport
operated in the intervals between 0900-
0030EST Wednesday. The two West Kiewa
units, Bairnsdale 2, Dartmouth, Eildon 1, the
two McKay units and Somerton operated at
various times during the day. In South
Australia, Ladbroke 1, Torrens Island A1,
Torrens Island A3 and Torrens Island A4 were
off the grid all day. Torrens Island B1 went
offline in the 2200EST interval. Torrens Island
A2 operated in the intervals between 0930-
1830EST. In Queensland, Gladstone 1 was off
all day. Barcaldine operated in the intervals
between 0930-1830EST.

Tuesday, 8 February: How
prices rose and fell

SW recorded a top spike of $7910.83/
MWh and Queensland a top spike of

$7312.25/MWh in the 30-minute
trading interval ended 1630EST on Tuesday, 8
February, while Snowy had a top spike of
$737.60/MWh in the 1530EST interval.
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Eight trading intervals of spikes: = Both NSW
and Queensland had spikes in eight 30-minute
intervals between 1400-1730EST inclusive, on
a day when Sydney's top temperature in the
western suburbs hit 38 degrees and Brisbane
had 33 degrees. Snowy had two 30-minute
intervals of spikes.

FHE .95

How prices rose and fell:  The following table
shows the rise and fall of prices in the 30-
minute trading intervals immediately before,
during and immediately after the spikes:

NSwW
($/MWh

Trading
interval

Queensland
(S/MWh)

Snowy
(/MW h)

1330EST

$56.56

59.5

1400EST

$162.32

$169.64

$24.28

1430EST

$223.08

$227.90

$125.63

1500EST

$315.73

$300.59

$26.50

1530EST

$1,101.70

$1,039.65

$737.60

1600EST

$4,375.68

$4,041.39

1630EST

$7,910.83

$7,312.25

$46.02

1700EST

$1,145.86

$1,068.40

1730EST

$151.64

$141.46

1800EST

$96.35

$25.15

Reference: National Price for NSW, Queensland and
Snowy for 1 day on 8 February in Price/Demand section
of Erisk Net - Realtime NEM Data. http://mww.erisk.net
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Tasmania from 29 May 2005
Basslink December 2005

Wednesday, 9 February 2005 Vol 38/ #12 ISSN 1329-7155

Region Summary Report for the week 23 - 29 Jan 2005

NSW SA
he MT PASA report now includes Energy Sent out 1190722.16 (MWh)| $29,203,112.84 Energy Sent out 213372.03 (MWh) $9,118,284.35
. . . . Energy Purchased -1318482.34 (MWh)| ($33,516,779.99) Energy Purchased -265317.82 (MWh)| ($11,281,938.66)
information for the Tasmania region and Energy Imported from QLDL 110039.66 (MWh)| __ $2,731,339.55 Energy Imported from VICL 54996.06 (MWh)| _ $2,134,521.73
. . H Energy Imported from SNOWY1 68032.24 (MWh $1,686,769.78 . .

the Basslink interconnector. Tasmania e o oiDL e 0007 | [oaaSxpored Ve, S
iS ShOWn in the MT PASA I‘eSUItS from 29 May Energy Exported to SNOWY1 -13812.10 (MWh) ($333,346.33) Surplus on export to VIC1 $0.00
. . Surplus on import from QLD1 $252,976.56 Regional Excess Generation 0.00
2005 and Basslink is modelled from early Surplus on import from SNOWY1 $52,160.80 Regional Reserve Trading 0.00
e Surplus on export to QLD1 $0.00 Market Intervention Compensation 0.00
December 2005. Low reserve conditions Surplus on export to SNOWYL $4,604.14 Regional Admin Price Compensation 0.00
(LRC) in the fO”OWing months are being Regional Excess Generation $0.00 Settlement Surplus Account ($29,132.58)
K K Regional Reserve Trading 0.00 Total Ancillary Service Payment $108,020.79

flagged in the MT PASA, report published on 8 | [Market intervention Compensation 0.00

Regional Admin Price Compensation $0.00 Snowy

February 2005. Settlement Surplus Account ($228,904.16) Energy Sent out 113114.91 (MWh)| _ $3,451,879.08
Total Ancillary Service Payment $532,922.36 Energy Purchased -2864.84 (MWh) ($57,688.37)
Energy Imported from NSW1 12958.99 (MWh) $337,945.68
. Energy Imported from VIC1 33309.67 (MWh) $616,830.78
Year Region Month QLD Energy Exported to NSW1 767380.84 (MWh)| _(51,634.604.19)
Energy Sent out 1057711.56 (MWh)] _$22,509,534.13 Energy Exported to VICL -89555.11 (MWh)[_($2,726,446.81)
2005 SA1l Feb Mar Energy IPurc:ltazefd _— -911578.33 EmVWVE; ($20,736,5ég.g;) Surplus on import from NSWL $4.604.14
nergy importec from - - Surplus on import from VIC1 $28,036.08
2007 SAl Jan Feb gnerlgy Exportednt? NS\K‘VS:I.Wl -114578.51 (MWh) ($2,478,3g(2).gg) Sur;us on exgon o NSWi $52.160.80
urplus on import from : Surplus on export to VICL $351,622.18
2007 VIC1 Jan Feb Surplus on export to NSW1 $252,976.56 Regﬁonal Excgss Generation $0.00
FF;eg?oneyLlI FExcess (_Brengration ggg Regional Reserve Trading $0.00
i ini ; i egional Reserve Trading : Market Intervention Compensation $0.00
DSPis mOdGIIEd as an |n]eCt|0n of Supply In Market Intervention Compensation 0.00 Regional Admin Price Cor’;pensation $0.00
each region as follows: Regional Admin Price Compensation $0.00 Settlement Surplus Account ($12,083.83)
Settlement Surplus Account ($705,343 83) Total Ancillary Service Payment $557,984.72

Total Ancillary Service Payment $984,634.28

VIC

NSwW1 14MW Energy Sent out 920819.05 (MWh)[ _$24,043,883.70
QLD1 157MW Data on Demand: TWO meth OdS Energy Purchased -887277.74 (MWh) | ($25,419,281.70)
Energy Imported from SA1 0.00 (MWh) $0.00
- . E | rted fi SNOWY1 85565.50 (MWh 3,078,069.00
SA1l 74MW CSYV files are available, for whole year data sets at Eneros Exportad to SAL o509 EMWh; ;1 5715 06
VIC1 129MW www.erisk.net/DOD (data on demand service) for all Energy Exported to SNOWY1 -34851.27 (MWh) ($588,794.70)
data plus revenue by unit, and transmission flows gﬂ:g:ﬂz on :mggg;:g:: T ) 622-23
The results for Victoria include 84MW of and general NEM data. Pay by download using a Surplus on export to SAL $563:066:67
. ) credit card. Easy to access 1- 90 day charts and Surplus on export to SNOWY1 $28,036.08
reserve services for the period 31/01/2005 - graphs also appear at http:www.erisk.net. Regional Excess Generation 0.00
gional Reserve Trading 0.00
04/03/2005 . Market Intervention Compensation $0.00
Regional Admin Price Compensation $0.00
For summary graphs of the MT PASA results refer to Settlement Surplus Account ($457,578.76)
Total Ancillary Service Payment $318,775.84

http://www.nemmco.com.au/data/mtoutlook.htm
Greg Hannan System Operations Planning and
Performance NEMMCO (03) 9648 8795.
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NSW Govt to open Office of

Economic Reform to oversee

Station Name Equipment Name Equipment Type Vv Btart Time gtatus Clnstraint Set ID

Regentville 330kV Regentvill 3128 330kv CB cb 330] 2005/02/10 06:30:00 | PDLTP . . .
Merulan 330KV Marulan 5052 330K CB ® 330 2005102710 07:00:00] PTP uture p rivatisations under
Wallerawang Ps 330kV Wilrwng PS 5022 330kV_CB ch 330| 2005/02/10 07:00:00 [ PTP
New Norfolk NewNorfolk B 110kV BUS bus 110| 2005/02/10 07:13:00 | PTP
Mannum Mannum 1 132/33kV_XFMR xfmr2 132/33 2005/02/10 07:30:00 [ PDLTP P P P la n . h ea d ed b CO Sta
Millmerran_330kV Millmerran 6002 330KV _CB cb 330] 2005/02/10 09:00:00 | PDLTP .

Brunswick 220kV. Brunswick Thomastown 1 220kV LINE line 220| 2005/02/11 06:00:00 | STLTP
Marulan 330kV Marulan 5052 330KV CB cb 330] 2005/02/11 07:00:00 | STLTP
Kemps Creek 500kV Kemps Ck 1 16KV SVC sve 16| 2005/02/11_07:30:00 | PDLTP N-KC_VC 2 he NSW Government haS annOunced
Cardwell 132kV’ Cardwell Cardwell-T 7134/3 132kV_LINE | line 132| 2005/02/11 08:00:00 | SUBMIT | Q-IHTU7134 .
ingham 132KV ingham Cardwell-T 7134/1 132kV_LINE line 132] 2005/02/11_08:00:00 | SUBMIT _| QIHTU7134 pIanS to become the first state to open
Tully 132kV Tully Cardwell-T 7134/2 132kV_LINE line 132| 2005/02/11 08:00:00 | SUBMIT | Q-IHTU7134 . .
Mount Piper 330kV Mt Pipr 5062 330kV CB cb 330] 2005/02/11 09:00:00 | STLTP an Off|ce Of ECOn0m|C Reform -to be |ed
Nebo 275kV h11 nebo.svc 5812 cb cb 275] 2005/02/11 10:30:00 | SUBMIT L. )
Moorabool 500KV Moorabool syts 2 In 1 bus cb 500| 2005/02/11 11:30:00 | MTLTP by Roads Ministet, Michael Costa - to oversee
Cardwell 132kV Cardwell Cardwell-T 7135/3 132kV_LINE | line 132| 2005/02/11 14:00:00 | SUBMIT | Q-KACW7135 X i . X i
ingham 132kV ingham Cardwell-T 7135/1 132kV_LINE line 132| 2005/02/11 14:00:00 | SUBMIT | Q-KACW7135 future pr|Vat|Sat|onS, the modernisation of
Kareeya Ps 132kV Kareeya PS Cardwell-T 7135/2 132kV_LINE | line 132| 2005/02/11 14:00:00 | SUBMIT | Q-KACW7135
Heywood 500kV Heywood Moorabool 2 500KV LINE line 500] 2005/02/11 16:30:00 | STLTP F-L_TL_0600 government departments, and the role of the
Heywood 500KV Heywood Moorabool 2 500KV LINE line 500] 2005/02/11 16:30:00 | STLTP F-V-HYML ; . . .
:eywood 500KV Heywood Moorabool 2 500KV LINE line 500] 2005/02/11 16:30:00 | STLTP V-HYML R pr|Vate sector in service delive ry’ reported The

outh Morang 500kV S Morang 1 500kV BUS bus 500] 2005/02/12 05:00:00 | STLTP X i ) .
Richmond 220kV Richmond 1 220kV BUS bus’ 220] 2005/02/12 06:00:00 | STLTP Australian Financial Review (7/2/2005 p 7)
Eildon Ps 220kV Eildon PS Mt Beauty 1 220KV LINE line 220] 2005/02/12 06:30:00 [ STLTP V-EPMB R L '
Altona_220kV' Altona220 220/66kV_XFMR xfmr2 220/66 2005/02/12_07:00:00 | STLTP ) X
Kerang 220KV Kerang 220KV SVC sve 220 2005/02/12_08:00:00 | STLTP Office of Economic Reform: The proposed
Richmond 220kV Richmond 1 220kv BUS bus 220| 2005/02/13 06:00:00 | STLTP . i
Springvale_220kV Springvale 3 220kV BUS bus 220]_2005/02/13_06:00:00 | STLTP agency. which will take staff and resources
Springvale 220kV. Springvale 4 220kV BUS bus 220| 2005/02/13 06:00:00 | STLTP ’ . . .
Sydney North 330kv Sydney N A1 330kv BUS bus 330|_2005/02/13 12:00:00 | SUBMIT from both Treasury and the Cabinet Office, will
Sydney North 330kV Sydney N Kemps Ck 14 330KV LINE line 330] 2005/02/13 12:00:00 | SUBMIT . X
Eildon Ps 220kV Eildon PS 1 2 220KV bus tie cb 220| 2005/02/13 12:00:00 | STLTP be led by Costa, who was given the title of
Gadara 132kV Gadara132 132kV BUS bus 132| 2005/02/13 18:00:00 | SUBMIT T ! . .

Newcastle 330kV Newcastle Capral 968 132kV LINE line 132| 2005/02/14 06:00:00 | SUBMIT Minister for Economic Reform in last month's
Postman's Ridge 110kV__| Pstmns Rdg M 110kV BUS bus 110] 2005/02/14 06:00:00 | SUBMIT o i
Postman's Ridge 110kV__| Pstmns Rdg T 110kV BUS bus 110] 2005/02/14 06:00:00 | SUBMIT

Sheffield ield B 110kV BUS bus 110] 2005/02/14 06:30:00 | SUBMIT ministerial reshuffle.

Sheffield B752 110KV CB cb 110] 2005/02/14 06:30:00 | SUBMIT .

Sheffield Sheffield Burnie 2 110kV LINE line 110[ 2005/02/14 06:30:00 | SUBMIT Costa's agenda: Costa. a Se|f-proc|a|med
Millmerran 330kV r4_millm. Fdr 99052 cb ch 330| 2005/02/14 07:00:00 | STLTP B ! i .
Hadspen Hadspen A 220kV BUS bus 220] 2005/02/14 07:00:00 | STLTP reformer. said the new body which was ||ke|y
Palmerston Palmerston Hadspen 2 220kV LINE line 220| 2005/02/14 07:00:00 | STLTP ! ) ) !

Sheffield Sheffield DevilsGate 110kV LINE line 110] 2005/02/14 07:00:00 [ STLTP to be based within Treasury would focus on
Torrens B Ps 275kV TIPS B BW4 275KV CB cb 275] 2005/02/14 08:00:00 | STLTP !
Red Cliffs 220kV Red Cliffs 1 66kV CAP cap 66| 2005/02/14 09:30:00 | SUBMIT I ici I

Lismore 330k’ Lismore 1 330/138kV XFMR xfmr2 330/138 2005/02/14 _12:00:00 | SUBMIT developlng pOIICIeS that Improved government
Yass 330kV Yass 330KV 5012 330kV CB cb 330] 2005/02/15 05:00:00 | SUBMIT i i i
Postman's Ridge 110kV__| Pstmns Rdg M 110kV BUS bus 110] 2005/02/15 06:00:00 | SUBMIT services. Costa will work Closely with neWIy
Postman's Ridge 110kV__| Pstmns Rdg T 110kV BUS bus 110] 2005/02/15 06:00:00 | SUBMIT i

Sheffield Sheffield Fisher 220kV LINE line 220] 2005/02/15 06:00:00 | STLTP appOInted Treasurer’ Andrew RefShauge' but
Lismore 330kV/ Lismore 1 330/138kV_XFMR xfmr2 330/138 2005/02/15_06:30:00 | SUBMIT i

Liverpool 330kV/ Liverpool 3028 330kV CB cb 330] 2005/02/15 06:30:00 | SUBMIT some observers believed there could be
Moorabool 500KV’ Moorabool gts 2 In 2 bus cb 220] 2005/02/15_06:30:00 | SUBMIT H : i i
Hadspen Hadspen A 220KV BUS bus 220| 2005/02/15_07:00:00 | SUBMIT tension. Some of the first thlngs Costa will look
Palmerston Palmerston Hadspen 1 220kV LINE line 220| 2005/02/15 07:00:00 | SUBMIT 1 1 11
Sheffield Sheffield station 2005/02/15_07:00:00 | STLTP at included how best to Implement Competltlon
Para 275kV Para 275kV Brinkworth 275kV LINE line 275| 2005/02/15 07:30:00 | STLTP. S-BRPA H 1
Broken Hill 220kV. Broken HIl 1 22kV SVC sve 22| 2005/02/15 12:30:00 | SUBMIT pOIICy across the State and the fUture Of pUbllc-
Dapto 330kV Dapto 5112 330kV CB cb 330| 2005/02/16 06:30:00 | SUBMIT : : ( )

Lismore 330kV. Lismore 1 330/138kV_XFMR xfmr2 330/138 2005/02/16 06:30:00 | SUBMIT prlva‘te partnerShlpS PPPS "

Liverpool 330kV Liverpool 3028 330kV CB cb 330| 2005/02/16 06:30:00 | SUBMIT
Broken Hill 220kV Broken HIl 2 22kV SVC sve 22| 2005/02/16 07:00:00 | SUBMIT i it . 1
Lower Tumut Lwr Tumut B2 330kV BUS bus 330| 2005/02/16 07:00:00 | SUBMIT Natlonal Competltlon payments He Sald he
Palmerston Palmerston B 220kV BUS bus 220| 2005/02/16 07:00:00 | STLTP 1 H 1 1

Palmerston Palmerston Hadspen 1 220kV LINE line 220| 2005/02/16 07:00:00 | STLTP WOUId Immedlately Seek a meetlng Wlth
Para 275kV. Para 275kV_Brinkworth 275kV_LINE line 275] 2005/02/16 07:30:00 | STLTP S-BRPA
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Federal Treasurer, Peter Costello, to argue for
the continuation of national competition

Station_Name Equipment Name Equipment _Type K End Time Status Constraint_Set _ID payments to the states. "There needs to be a
Regentville 330KV Regentvill 3128 330kV CB cb 330] 2005/02/10 14:30:00 | PDLTP . . K
Mannum Mannum 1 132/33kV XEMR xfmr2 132133 2005/02/10_14:30:00 | PDLTP discussion about preC|Se|y what the role of
Marulan 330kV’ Marulan 5052 330KV CB cb 330] 2005/02/10 15:00:00 | PTP . .. . . .
Wallerawang Ps 330kV__| Wilrwng PS 5022 330KV CB b 330]_2005/02/10_15:00:00 | PTP national Competltlon p0||Cy IS Now, how it's
New Norfolk NewNorfolk B 110kV BUS bus 110| 2005/02/10 16:30:00 [ PTP . . .
Millmerran_330kV Millmerran 6002 330kV_CB cb 330] 2005/02/11 10:00:00 [ PDLTP. gOIng to be progl’essed and hOW incentives are
Brunswick 220kV Brunswick Thomastown 1 220kV LINE line 220] 2005/02/11 10:00:00 | STLTP . g .
Mount Piper 330kV. Mt Pipr 5062 330kV_CB cb 330] 2005/02/11 12:00:00 | STLTP gOIng to be bUIlt Into 1t fOf states to be part Of
Cardwell 132kV’ Cardwell Cardwell-T 7134/3 132KV LINE__| line 132| 2005/02/11 12:00:00 | SUBMIT | Q-IHTU7134 o
ingham 132kV ingham Cardwell-T 7134/1 132kV_LINE line 132| 2005/02/11 12:00:00 | SUBMIT | Q-IHTU7134 It.
Tully 132kV Tully Cardwell-T 7134/2 132kV_LINE line 132| 2005/02/11 12:00:00 | SUBMIT | Q-IHTU7134
Nebo 275kV h1l _nebo.svc 5812 cb cb 275| 2005/02/11_14:00:00 | SUBMIT . . . . .
Kemps Creek 500kV Kemps Ck 1 16KV SVC sve 16| 2005/02/11 14:30:00 | PDLTP N-KC_VC 2 Private sector: On the inclusion of the pr|Vate
Moorabool 500kV Moorabool syts 2 In 1 bus ch 500]| 2005/02/11 14:30:00 | MTLTP. = 1. oup
Marulan 330kv Marulan 5052 330kv CB cb 330] _2005/02/11_15:00:00 | STLTP sector, he said: "I'm a strong supporter of
Moorabool 500kV Moorabool hyts 2 In 2 bus cb 500| 2005/02/11 15:30:00 | PTP V*HYCPBT . . .
Cardwell 132kV Cardwell Cardwell-T 7135/3 132kV LINE__| line 132] 2005/02/11_16:00:00 | SUBMIT _| Q-KACW7135 PPPs. | think the anate sector has a critical
ingham 132kV ingham Cardwell-T 7135/1 132KV LINE line 132| 2005/02/11 16:00:00 | SUBMIT | Q-KACW7135 ' T
Kareeya Ps 132kV Kareeya PS Cardwell-T 7135/2 132kV LINE | line 132 2005/02/11 16:00:00 | SUBMIT | Q-KACW7135 role, but | don't see government providing
Heywood 500kV’ Heywood Moorabool 2 500kV LINE line 500 2005/02/11 16:45:00 | STLTP F-I_TL 0600 : '
Heywood 500kV Heywood Moorabool 2 500kV LINE line 500| 2005/02/11 16:45:00 | STLTP F-V-HYML revenue Stream for the prlvate SeCtor It S gOt
Heywood 500kV Heywood Moorabool 2 500kV LINE line 500| 2005/02/11 16:45:00 | STLTP V-HYML_R H n
North West Bend 132kV N_W_Bend 3 132/66kV XFMR xfmr2 132/66 2005/02/11 17:00:00 | PTP to be On a Value baSIS
South Morang 500kV S Morang f1 xfmr 500kV cb 500| 2005/02/11 19:00:00 | PTP
Altona_220kV' Altona220 220/66kV_XFMR xfmr2 220/66 2005/02/12_09:00:00 | STLTP
Keilor 500kV Keilor smts In 2 bus cb 500| 2005/02/12 15:00:00 | PTP
Kerang 220kV Kerang 220kV SVC sve 220]| 2005/02/12 15:00:00 | STLTP b
Richmond 220kV Richmond 1 220kV BUS bus 220[ 2005/02/12 16:30:00 | STLTP Retu rn On assets for TaS S
Eildon Ps 220KV Eildon PS Mt Beauty 1 220kV LINE line 220| 2005/02/13 12:00:00 | STLTP | V-EPMB_R
Sydney North 330KV Sydney N A1 330kV BUS bus 330] 2005/02/13 13:00:00 | SUBMIT o
Sydney North 330kV Sydney N Kemps Ck 14 330kV LINE line. 330] 2005/02/13 13:00:00 | SUBMIT Tra n S e n d d ro p S S ll gh t ly to
Springvale 220kV Springvale 3 220kV BUS bus 220]| 2005/02/13 15:00:00 | STLTP
Springvale 220kV Springvale 4 220kV BUS bus 220| 2005/02/13 15:00:00 | STLTP b °
Richmond 220kV Richmond 1 220KV BUS bus 220] 2005/02/13 16:30:00 | STLTP f h h t
Gadara 132kV Gadaral32 132kV BUS bus 132 2005/02/14 06:00:00 [ SUBMIT 5 '7pc eca use 0 I g er asse
Sheffield Sheffield Q152 110kV CB cb 110| 2005/02/14 07:00:00 | PTP
Newcastle 330KV Newcastle Capral 96B 132KV LINE line 132| 2005/02/14_10:00:00 | SUBMIT b d l f t E B IT
South Morang 500kV' 'S Morang 1 500KV BUS bus 500] 2005/02/14 13:00:00 | STLTP ase a n OWe r 0 reCaS
Lismore 330kV Lismore 1 330/138kV_XFMR xfmr2 330/138 2005/02/14 14:00:00 | SUBMIT
Torrens B Ps 275kV TIPS B BW4 275kV CB cb 275] 2005/02/14 15:00:00 | STLTP .
Hadspen Hadspen A 220KV BUS bus 220] 2005/02/14 15:00:00 [ STLTP. eturn on assets (ROA) was the prlme
Palmerston Palmerston Hadspen 2 220kV LINE line 220| 2005/02/14 15:00:00 | STLTP . e .
Sheffield Sheffield B 110kv BUS bus 110] 2005/02/14 15:30:00 | SUBMIT measure of the prOfItablllty of an entlty
Sheffield Sheffield B752 110kV CB cb 110] 2005/02/14 15:30:00 | SUBMIT .. .
Sheffield Sheffield Burnie 2 110kV LINE line 110] 2005/02/14 15:30:00 | SUBMIT aCIIVIty, accordlng to a recent report
Postman's Ridge 110kV__| Pstmns Rdg M 110kvV BUS bus 110| 2005/02/14 16:00:00 | SUBMIT . .
Postman's Ridge 110KV__| Pstmns Rdg T 110kV BUS bus 110] 2005/02/14 16:00:00 | SUBMIT released by the Office of the Tasmanian
Lismore 330kV/ Lismore 1 330/138kV XFMR xfmr2 330/138 2005/02/15 _14:30:00 | SUBMIT
Liverpool 330kV Liverpool 302B 330kV CB b 330] 2005/02/15_14:30:00 | SUBMIT Energy RegUIator.
Broken Hill 220kV' Broken HIl 1 22kV SVC sve 22| 2005/02/15_15:00:00 | SUBMIT
Hadspen Hadspen A 220kV BUS bus 220] 2005/02/15 15:00:00 | SUBMIT . .

11 Palmerston Palmerston Hadspen 1 220kV LINE line 220] 2005/02/15_15:00:00 | SUBMIT RoOA measures value of investment: The
Yass 330KV Yass 330KV 5012 330kV CB cb 330] 2005/02/15_16:00:00 | SUBMIT T P
Postman's Ridge 110kV__| Pstmns Rdg M 110kV BUS bus 110| 2005/02/15 16:00:00 | SUBMIT I’G‘pOI’t said: "The return on transmission assets
Postman's Ridge 110kV Pstmns Rdg T 110kV BUS bus 110 2005/02/15 16:00:00 [ SUBMIT H H
Para 275kV. Para 275kV Brinkworth 275kV_LINE line 275] 2005/02/15 17:30:00 | STLTP S-BRPA measures the earnings before interest and tax
Broken Hill 220KV Broken HIl 2 22kV SVC sve 22| 2005/02/16_14:00:00 | SUBMIT .
Dapto 330kV Dapto 5112 330KV CB cb 330] 2005/02/16 14:30:00 | SUBMIT and after abnormals (EBIT) attributable to the
Lismore 330kV. Lismore 1 330/138kV XFMR xfmr2 330/138 2005/02/16 _14:30:00 | SUBMIT . " P
Liverpool 330kV Liverpool 302B 330kV_CB ch 330]| 2005/02/16 14:30:00 | SUBMIT prescrlbed transmISS|on aCt|V|ty, aS a-
Lower Tumut Lwr Tumut B2 330kV BUS bus 330] 2005/02/16 15:00:00 | SUBMIT . . :
proportion of the value of the investment in the
Palmerston Palmerston Hadspen 1 220kV LINE line 220| 2005/02/16 15:00:00 | STLTP
Moorabool 500kV Moorabool gts 2 In 2 bus cb 220| 2005/02/16 15:30:00 | SUBMIT regl-”atory asset base
Para 275kV Para 275kV Brinkworth 275kV_LINE line 275 2005/02/16 17:30:00 | STLTP S-BRPA
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Slight decline in Transend network:  "The
ROA for Transend's prescribed transmission
services over the period 1999-00 to 2003-04 is
provided in the table below. The RoA for 2003-
04 of 5.7 per cent shows a slight decline on
the previous two years, reflecting the higher
asset base and a lower than forecast EBIT.
The 2003-04 results reflect six months'
earnings under the Regulator's 1999
Determination and six months' earnings under
the Australian Competition and Consumer
Commission (ACCC) decision.

Revaluation of assets: "The increase in the
asset base from 2002-03 to 2003-04 reflects
the government's decision to revalue
Transend's assets in advance of the ACCC
investigation. The National Electricity Code
requires the ACCC to use the jurisdiction's
asset valuation in the calculation of maximum
allowable revenues.”

Rate of Return — Transend Networks:

1999-00 2000-01 2001-02| 2002-03 2003-04

EBIT $m 34 23.3 31.7 40 31.8

Opening

373.4 407.2 432.1 462.3 497.1
Assets $m

Closing Assets

407.2 432.1 462.3 497.1 615.8
$m

Average

390.3 419.7 447.2 479.7 556.5
Assets $m

Rate of Return
Average 8.7 5.5 7.1 6.8 5.7
Assets %

Rate of Return
End of Year 8.3 5.4 6.9 6.5 5.2
Assets %

Reference: "Tasmanian Energy Supply Industry
Performance Report 2003-04" by the Office of the
Tasmanian Energy Regulator (OTER), 5th Floor, 111
Macquarie Street, Hobart Tasmania. Postal Address: GPO
Box 770, Hobart Tasmania. Phone: (03) 6233 6323. Fax:
(03) 6233 5666. Email: office@energyregulator.tas.gov.au
http:/Avww.energyregulator.tas.gov.au

NSW Govt to define "no-go"
areas for wind turbines

NSW Government green paper has
proposed a regional landscape
assessment to define "no-go" areas for

wind turbine developments, according to The
Land (3/2/2005, p. 16).

Considerable unrest caused: Proposals for
large-scale electricity generating wind farms, in
the Upper Lachlan Shire particularly, have
caused considerable unrest among residents
who believe the 100 metre-plus towers would
be a blight on the landscape and create noise
problems for nearby landholders.

Energy Directions Green Paper: The
landscape assessment reference is just a
small paragraph in the 65-page Energy
Directions Green Paper the government
released in December.

How to assess "no-go" areas? It says "no-
go" areas would be based on landscape
constraints, and assessments would be
developed for other areas to avoid impact on
important vistas or regional landscapes. The
paper offered no further information on how
these will be assessed.
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Death of the cycle? reversion
just as aggressive as boom, so
beware ‘irrational exuberance’

he booming global commodities market
and the robust domestic economy had
done more than just extend the bull run

on the Australian equities market, reported The
Australian Financial Review (3/2/2005, p. 23).

Australia outperforms the world:  The
outperformance of the Australian sharemarket
compared to the S&P 500 world index, and
other national indices such as the Dow Jones
and Nikkei, led to a "decoupling” effect. Far
from tracking roughly in line with international
market growth, the ASX 200 is growing at a 27
per cent premium to the S&P 500.

Commodities the key: Australia has one of
the most commodities-exposed equities
markets in the world

End of the cycle coming: "The 'death of the
cycle' is an idea that's starting to be bandied
about, which makes me even more confident
we're coming to the end of the cycle," he said.
"People are too embarrassed to say 'new
paradigm' but they're saying central banks now
have everything under control. Anyone who
says 'the cycle is dead' is having a big lend of
themselves. This is just a big cycle and its
length and strength is a sure signal that the
reversion to the mean will be just as
aggressive."
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Regional structure, provision
of detailed network data and
market transparency
measures excluded in ANTS

hree issues being considered through
I separate processes were not
considered in its report, the National
Electricity Market Management Company
(NEMMCO) said in the final report on the

scope and content of the Annual National
Transmission Statement (ANTS).

What the issues are: NEMMCO said these
related issues were regional structure,
provision of detailed network data and market
transparency measures.

Changes, if appropriate: It said when the
processes for these issues were completed,
changes to the ANTS would be made, if
appropriate.

Objectives of the exercise: NEMMCO said
the main objectives of the consultation it
conducted on the ANTS with participants and
interested parties were to:

» define the scope and contents of the ANTS;

» establish appropriate indicators of the need
for augmenting major national transmission
flow paths; and

» define the criteria for identifying major
national transmission flow paths.

Reference: Final report by National Electricity Market
Management Company (NEMMCO) on "Annual
National Transmission Statement (ANTS). 31 January
2005. Address: Level 12, 15 William Street,
Melbourne. Vic. 3000. Phone: (03) 9648 8777. Fax:
(03) 9648 8778. http://www.nemmco.com.au

Fess up now or face full force
of the law, ACCC chair warns
colluders, as abandoned cartel
prosecutions revealed

ompetition regulator, Graeme Samuel,
‘ expected a new whistleblower leniency

policy and the threat of five-year jail
terms to flush out dozens of hard core cartels
from an estimated total of 150, but conceded
not all investigations to date had gone well,
reported The Sydney Morning Herald (3/2/
2005, p. 25).

Fess up now or face the consequences:
The Australian Competition and Consumer
Commission (ACCC) chair warned colluders
they had "better be fessing up" soon or face
the full lash of the law.

Cartel prosecutions abandoned:  But Samuel
retreated from expectations raised last year
that a series of serious cartel prosecutions
were imminent. He said many of the frequently
mentioned cartel investigations had been
abandoned, but other more promising
investigations were under way.

New regime announced: The new criminal
regime announced by the Federal Treasurer,
Peter Costello, was expected to be passed by
parliament after the 10 May budget and to
operate from 1 July.

Energy dominates advanced
resources developments: 41pc
of projects & 44pc of $24.3bn
capital cost to oil, gas, coal

The 73 advanced projects as at October
2004 indicated continued expansion
across most of the minerals and energy
industry spectrum, according to Australian
Commodities (December 2004) the quarterly
report of the Australian Bureau of Agricultural
and Resource Economics (ABARE).

Energy projects consuming more capital:
However, in terms of capital expenditure, there
was a slight weighting toward petroleum and
coal projects. Proposed energy developments
accounted for:

41 per cent (30) of the 73 advanced
projects; but

* 44 per cent (or $10.7 billion) of the
estimated capital cost of $24.3 billion for all
advanced projects.

Three large projects dominate:  The fifteen
coal projects listed have combined capital cost
of $2.8 billion and three large petroleum
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developments comprised over half of the total
value of energy projects:

» the largest of these is ConocoPhillips' $3
billion, 3.5 million tonnes a year capacity
Darwin LNG plant, scheduled to be
completed in 2006, which will use ‘recycled’
Bayu/Undan gas as feed;

» Woodside's Enfield oilfield, scheduled to be
developed by 2006 at a capital cost of
$1.48 billion; and

» Woodside's $1.1 billion Otway Gas project
in offshore Victoria, aiming for completion
in mid-2006.

Administrative Appeal Tribunal
rules against FOI claim: rules
secrecy aids ‘smooth’ govt

he public's right to know about
government decisions was dealt a body
blow by the Administrative Appeal

Tribunal on 21 December, according to The
Daily Telegraph (22/12/2004, p. 37).

Interfering with smooth running of govt: A
challenge to the power of ministers to block
the release of sensitive information under the
Freedom of Information Act was thrown out by
tribunal president, Justice Garry Downes. He
ruled in favour of Treasurer, Peter Costello,
and Foreign Affairs Minister, Alexander
Downer, saying "interference" in the smooth
running of government was contrary to the
public interest.

What was requested under FOI:  The case
was brought by The Australian newspaper's
Freedom of Information editor Michael
McKinnon on the basis of public interest.

Weighing up different interests:  Costello
and Downer had issued so-called "conclusive
certificates" to prevent the documents being
released. "The public interest in having access
to material on important topics is not in doubt,"
Justice Downes said. "But there may be
another public interest, in permitting
confidential communications with Ministers of
the Crown and their advisers, said Downe.
"The primary role of government is to govern.
Interference with the smooth carrying out of
that role will be against the public interest."

APT to double gas sales to
Swanbank E generator via
Roma-Brisbane Pipeline: CS
Energy to take 15PJ p.a.

ustralian Pipeline Trust has signed an
Aagreement with CS Energy to increase

the transportation volumes to CS
Energy's existing Swanbank E Power Station

on the Roma-Brisbane Pipeline, according to a
statement by APT (9/2/2005).

Up to 15PJ p.a.: Under this agreement, the
gas usage at the power station was anticipated
to increase from its current level of 7PJ p.a. to
in excess of 15PJ p.a. The agreement would
commence immediately and has a life of

twelve and a half years. The Swanbank E
Power Station is the largest gas fired power
station in Queensland supplying electricity into
the National Electricity Market (NEM).

Major benefits for both parties: ~ According to
chief operating officer, Mick McCormack:

* APT would benefit from increased revenue
from a long-term contract with a secure
counter-party; and

» CS Energy would benefit from access to
greater capacity on flexible terms, which
would enhance their ability to compete in
the dynamic national electricity market.

Deal over gas facility ownership: ~ APT has
also entered into a Heads of Agreement with
the owners of the Kogan North Gas Field (CS
Energy Ltd 50 per cent) and Arrow Energy NIL
(50 per cent), for APT to own and operate the
gas processing facilities. Final agreements were
currently being negotiated and were anticipated
to be completed in the next few weeks.

For further information contact: Michael McCormack,
Australian Pipeline Trust. Telephone: (02) 9693 0006.

email: mmcormack@pipelinetrust.com.au http://
www.pipelinetrust.com.au
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Trading summary for week « Futures & Options contracts traded to date = Activity

ending 7/2/05

» Futures contracts traded this week = 255

e Base = 150
* Peak = 105
15 *Caps=0

» Options contracts traded this week = 0
* \Volume of EFP trades this week = 0
* \/olume of BTF trades this week = 155
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25,922

* Open Interest as at COB Monday 7/2/05 =
8,542 lots

» Total MWh traded this week = 426,165
Average volume

* Average daily volume FY04-05 = 37

» February 2005 average daily volume =51
» January 2005 average daily volume = 25

» December 2004 average daily volume = 21

* \Volume on the bid and offer counted at
4.45pm Monday 7/02/05 = 923.

* Brokers with active orders this week include:
CSFB, Deutsche Bank, ICAP, JP Morgan and
Man Financial.

» Bids and offers have been consistently
quoted across all four states in Quarterly and
Cal/Fin Year Strip Products.

* Tight bids and offers have also been
available in the Caps market.

Source: d-Cypha.
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Coroner accuses WA Govt of
Tenderden deaths, because
State to Ok $778m of WP
profits over four years

The West Australian Government was last
week accused by senior coronial lawyer
Dominic Mulligan of depriving Western
Power of funds needed to undertake
necessary repair work. Mulligan asked
Western Power technical regulations manager,
Laurie Seddon, why Western Power did not
mobilise funds earlier to deal with safety

concerns raised by both its staff and the Office
of Energy Safety as early as January 2001.
Seddon said the utility did not have infinite
funds. Expenditure was assessed on a cost/
risk basis reported The Western Australian (3/
2/2005). In those four years, power
infrastructure sparked three fires in the Great
Southern, including the December 2003
Tenterden blaze, which killed Judith Ward and
Lorraine Melia.

Precedent: 400 workers at
Alcoa win right for male staff
to give vibrators, crotchless
panties to female staff

strike by 400 workers at Alcoa's
APinjarra and Wagerup refineries in

Western Australia has been resolved in
the Australian Industrial Relations

Commission, according to The Canberra
Times (5/2/2005, p. 10).

Employee sacked for "gross misconduct":
Workers walked off the job on Wednesday,
after disciplinary action was taken against a
male fitter who gave a vibrator and a pair of
crotchless panties to a female employee. An
Alcoa worker of 15 years, the man was sacked

cont. page 3
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3 WA: S11 billion pipe from the Kimberley
could deliver water to the metropolitan
area for $6.10/kL, 14kW/kL of energy

3 Tenix confident it could deliver gm wide,
3m deep membrane-lined canal with 10
pumping stations within $2 billion cost

3 Vox pop: 3700km-long aquarium with
lots of trout, cane toad tadpoles and
exotic insect larvae in WA pipeline

4 WP fights for profits as regulator values
assets

5 Hot question: is it OK for the WA regula-
tor to use historical stockmarket data to
value state-owned Western Power?

5 Allen Consulting tells WA Economic Regu-
lation Authority to set value of Western
Power by tax liabilities projection

6 Economic regulators assure funds con-
tinue to flow and customers pay lowest
price: Allen Consulting on WACC

Find out more at the subscriber section of
www .erisk.net
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WA in brief

WP valuation stoush starts:
Western Power prepared to fight
for maximise allowable profits for
WA SW Interconnected System
(SWIS) as the WA regulator
valued WP SWIS assets. Allen
Consulting told the WA Economic
Regulation Authority to set the
value of Western Power by
explicit projection of taxation
liabilities.

The role of the regulator:
Economic regulators assured
funds continue to flow and
customers pay lowest price for
service, said Allen Consulting on
WP’s value.

The hot question: Was it OK for
the WA regulator to use historical
stockmarket data to value state-
owned Western Power?

Envestra supports WP: The Gas
distributor, Envestra supported
Western Power and said the Allen
Consulting Group analysis of the
South West Interconnected
System was poor.

WP tells regulator what's what:
Consultant Allen, Consulting
Group had got it all wrong on the
Western Power value, said

WEEKLY QUTLOOK - South West Interconnected System
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Western Power, told the WA
regulator.

Western Power cites GasNet:
GasNet's success in the
Competition Tribunal - against the
ACCC - meant ERA had no
grounds to reject the WP tariff
plan, said Western Power, which
questioned the regulator's
valuation method for the Western
Power South West Interconnected
System grid.

WP gets out its pop-gun:

Western Power accused the ERA
consultant ,ACG of using
regulatory precedent selectively in
discussion paper on WACC. ERA
discussion paper on WACC
appears to “go beyond Code
requirements”, said Western
Power.

Sat 0502 Sun 06102 wMon 0702 Tue 0302 Wed 0902 Thu 1002 Fri 1102

Solomon decision: The idea was
to cut Western Power into two
new independent line authorities;
one with maintenance, expansion,
and one with access and cost
recovery.

WA, Federal Libs not talking:

The WA Liberal Leader told
Federal Treasurer Costello to butt
out after the Federal Treasurer
failed to back him on WA water
plans and trading hours.

Alcoa strike over sex toys: 400
workers at Alcoa refineries in WA
returned to work after an
employee was reinstated: The
AMWU said the company had
"overreacted to sexy gifts”.

Creation of the Nile splits WA:
"The WA opposition leader

Warning: Copies of this publication may not be reproduced cr distributed in any form except with the explicit permission of EWN Publishing. © 2005

showed his true colours in $2bn
canal scheme, an attempt to
demonstrate ability for "making
decisions and getting big
projects”, said the Premier as he
guestioned the economic
credentials of the Liberal
Opposition plan for a 2399 km
canal (with four power stations to
push the water from the Kimberly).
The Premier said the WA Canal
was to cost 6.5 times more than
Tenix estimates: Treasury analysis
claimed the Opposition-backed
$111 a ML plan was "untenable".
The other solution was a new
power station to fuel desalination
in Perth. However the funny part
was power stations had created
the drought in the first place by
seeding the clouds with particles
and making rainfall in different
places. The other cause was gas
and coal emissions warming the
planet and changing the weather
patterns.

WP asset-stripping: The Senior
lawyer at Tenterden inquest said
the State took $778 millions of
Western Power's $860 million in
profits over four years to June.

Find out more at the subscriber
section of www .erisk.net
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last week "for gross misconduct", with the
company saying he had clearly breached its
harassment policy.

Termination notice withdrawn:  But the
Australian Manufacturing Workers Union said
the company had over-reacted and its
members would not return until the man was
reinstated. After the commission's hearing,
Alcoa withdrew the termination notice.

Opposition: chop WP in two

The WA Opposition leader, Colin Barnett, has
changed his mind on splitting Western Power
into two bodies. His new plan was the utility
would retain control of generation and sales,
and, a power line authority, independent of the
utility, would be responsible for a range of
activities such as scheduled maintenance,
expansion, access arrangements, contracts
and cost recovery. Government last year failed
in a bid to split Western Power into four after
the Opposition refused to back the legislation.

WA: $11 billion pipe from the

Kimberley could deliver water

to the metropolitan area for

$6.10/kL, 14kW/KL of energy

According to John Hyde, a Federal
Liberal MP from 1974 to 1983,

metropolitan West Australians pay 62c

per kilolitre for their water. While the
calculation is messy, this is about what it costs
- 0.5kW of energy is required to deliver each
kilolitre, reported The Australian (8/2/2005, p.
13).

The Water Corporation estimates:

* an $11 billion pipe from the Kimberley could
deliver water to the metropolitan area for
$6.10/kL, using 14kW/KL of energy to get it
there; while

» desalinated seawater could deliver potable
water costing $1.11/kL, using 4.5kW of
energy per kilolitre.

Tenix confident it could deliver
om wide, 3m deep membrane-
lined canal with 10 pumping
stations within $2 billion cost

Tenix spokesperson, Liam Bathgate, said
the company was confident it could
deliver the canal within the $2 billion
preliminary estimate, but conceded precise
costings were yet to be done. He said the
membrane-lined canal - which would be 9m
wide, sloping in to a 3.5m wide channel, and
3m deep - would be cheaper than a
conventional concrete canal. "It is a fairly
straight forward principle, just on a large
scale," Bathgate told The Australian, (8/2/
2005, p. 6).
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10 pumping stations along the route: ~ The canal
would be piped through rivers and submerged to
create wildlife crossing areas. The plan allows for
10 pumping stations along the route. "We need to
lift (the water) all in all about 200m over the course
of 3700km, so you are not talking about a major
amount there," Mr Bathgate said.

Vox pop: 3700km-long
aquarium with lots of trout,
cane toad tadpoles and exotic
insect larvae in WA pipeline
ccording to Paul R. Weaver, Palmyra,
AXVA, in a letter to the editor of The
ustralian, (8/2/2005, p. 12), the
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millions of tonnes of water in the canal could
have multiple uses while in transit. “One idea,
which | have thought of, is to introduce trout.
These could live off the various forms of exotic
insect larvae, which will flow from the north.

A 3700km-long aquarium: “The only obstacle
| can think of is that there are likely to be cane
toad tadpoles mixed up with the water. Another
idea would be to have waterwheels. Some
could generate electricity to drive water pumps
in any parts of the canal where the water has
to flow uphill.

Really huge waterwheels: “Really huge
waterwheels like London's Big Eye could be
constructed as tourist attractions near towns
like Port Hedland and Carnarvon. They could
provide insight into the eyes of passing
cyclones. So it is obvious that the adventure
tourism industry stands to be yet another big
winner. But instead of bringing the water
3700km to Perth, how about providing more
incentive for talented young Australians to
permanently move north, where they can have
all the water they need?” he concluded.

WP fights for profits as
regulator values assets
n Allen Consulting Group (ACG)
Adiscussion paper on the asset pricing
model (CAPM) owed little to the intrinsic

merits of the model, Western Power
Corporation (WPC) said in its comments on a

ﬁr‘s THE HEAVY WeICHTED
AVERACE CoST Of CAPI'TAL TITLE

BouT AND WPC (s SWINGING
A SELECTIVE PRECEDENT BLow
ACAINST ERA'S Guy, AGC ...

|\4~ HERE (T CoMES.... '
AN
Gova ‘
discussion paper the ACG prepared for the
Economic Regulation Authority (ERA) of
Western Australia.

Substantive recommendation:  Responding
to the discussion paper prepared on the
weighted average cost of capital (WACC)
methodology to apply to its South West
Interconnected System (SWIS), WPC said the
substantive recommendation made was to use
the CAPM.

Key issue is how to apply model:  The key
issue was not which model to use, because
the choice in that respect was limited, but how
to apply it. Given the ACG view that the key
objective was to provide an "unbiased"
estimate of the actual cost of capital for the
regulated activities, it would have been
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reasonable to expect it to assess the options
according to their capacity to meet this
objective.

Assessment not undertaken:  Such an

assessment had not been undertaken. The
recommendation to use the CAPM failed to
mention its ability to meet the key objective.

Why CAPM was recommended: WPC said
ACG had recommended CAPM because:

» there was "substantial precedent” to use
CAPM for WACC determination under the
Code;

* primarily as a result of the above, it was
"widely used and understood"”; and

 there was a "substantial amount of
information available that can be drawn
upon” to assist in its application.

Counter views on CAPM: WPC said its
assessment about the use of the CAPM was:

» the CAPM was used because it is the only
readily available model;

» the substantial precedent claimed for its
use was therefore largely irrelevant;

» the CAPM was only widely understood in a
narrow, mechanical way;

 the CAPM was not well understood as one
among a number of asset pricing models;

» the CAPM was not well understood in terms
of its empirical validity, which was limited:;
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 in commercial practice these limitations
were understood and reflected in its
application;

* regulatory precedent had largely chosen to
ignore the limitations of the CAPM; and

» imposing the CAPM via a Code showed a
lack of understanding of the reliability of the
results obtained from its application.

Reference: Comments by Western Power
Corporation (WPC) on the Economic Regulation
Authority (ERA) of Western Australia discussion
paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au

Hot question: is it OK for the
WA regulator to use historical
stockmarket data to value
state-owned Western Power?
he inconsistent use of historical data
I was a particularly troubling aspect of the
discussion paper, prepared by the Allen

Consulting Group (ACG), on the weighted
average capital cost (WACC) methodology to

be used for the Western Power Corporation
access arrangement for its South-West
Interconnected System (SWIS), natural gas
distributor Envestra said in a submission.

Different claims on data:  In its submission to the
Economic Regulation Authority (ERA) of Western
Australia on the discussion paper, Envestra said
that on one hand it was said the historical
stockmarket data was appropriate for estimating
the Equity Beta value, but on the other it was
claimed that historical stockmarket data might
over-estimate the market risk premium.

Why it is unreasonable: This was unreasonable
because the data used to generate the Equity
Beta estimate was a subset of the data used to
calculate the market risk premium.

Arguments unfounded, and subjective:
Moreover, some of the arguments used to
support the need to adjust the empirical
estimate of the market risk premium
downwards were unfounded, anecdotal and
unreasonably subjective. For example: "In
fact, one reason for the rising realised market
risk premium is precisely that the forward-
looking market risk premium (and therefore the
equity discount rate) has been falling."

Not supported by evidence: Envestra said
the evidence did not support this comment. It
said for the ERA to place any weight on the
views contained in the discussion paper about
a declining market risk premium, it was
imperative that the ACG provide the empirical
evidence to support its view.
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Cyclical nature of stockmarket returns:
Long-term averages of market risk premium
provided the best estimate for the purposes of
calculating the regulatory WACC. Long-term
averages smoothed out the cyclical nature of
stockmarket returns, thus matching the returns
expected from long-lived assets used in gas
and electricity distribution.

Reference: Comments by Andrew Staniford,
commercial manager, Envestra Limited on the
Economic Regulation Authority (ERA) of Western
Australia discussion paper on the weighted average
cost of capital (WACC) methodology to apply to WPC
network in the South West Interconnected System
(SWIS). 4 February 2005. Address: Level 10, 81
Flinders Street, Adelaide. SA. 5000. Phone (08) 8277
1500. Fax: (08) 8227 1511. ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.envestra.com.au http://
www.era.wa.gov.au

Allen Consulting tells WA
Economic Regulation Authority
to set value of Western Power
by tax liabilities projection

ustralian regulators had adopted two

broad approaches in making

assumptions about expected taxation
liabilities of regulated entities, and correcting
either the rate of return or the revenue

benchmarks to reflect these liabilities, Allen
Consulting Group (ACG) said in a report on
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the weighted average cost of capital to the
Economic Regulation Authority (ERA) of
Western Australia.

Different treatment of tax: ACG said the
capital asset pricing model (CAPM) and
weighted average cost of capital (WACC)
models generally delivered an estimate of the
required after-tax ("post tax") return to
providers of funds. However, the revenue
benchmarks used to determine price controls
for regulated entities generally reflected a pre-
tax revenue stream.

How regulators handle it:  The two broad
approaches of regulators to handle this were:

» to transform the after-tax WACC into a pre-
tax WACC (reflecting an assumption about
the effective tax rate of the entity), thus
making an allowance for tax by using a
higher regulated WACC,; and

* to include an allowance for the cost of tax
directly in the cash flows (or revenue
benchmarks) of the regulated entity, based
on an explicit projection of the taxation
liabilities for the regulated activity. It had
also been typical practice to base the
projections of company tax liabilities on
benchmark assumptions; for example,
assumptions as to the applicable tax
depreciation rates, and calculating the
interest deduction based on the benchmark
financing arrangements (i.e. capital
structure and cost of debt).

Benefit of simplicity: ACG said the first
methodology had the benefit of computational

simplicity. However, it did have a number of
problems, the most important of which was
that no simple transformation method could
capture the complexities of the Australian tax
system.

Controversy over best method:  Substantial
controversy had occurred about which of the
numerous alternative transformation methods
provided the best estimate. Moreover, it was
very difficult to deduce the assumptions made
about the taxation system from the simple
transformations, which had further
exacerbated the controversy.

Impression that liabilities overstated: In
addition, there had been an impression among
regulators that the simple transformation
generally proposed by regulated entities (that
had become known as the forward
transformation) was likely to overstate the
taxation liabilities of infrastructure firms.

Second method more transparent. ACG said
the second methodology required an explicit
statement of the assumptions being made
about the taxation system, and thus was more
transparent. The estimate of the taxation
liabilities could reflect a range of assumptions
about the taxation system - at one end of the
scale, attempting to replicate the actual
taxation position of the regulated business,
and at the other end, adopting high-level
benchmarks about the taxation system.

More information required:  However, this
methodology was more demanding in the
amount of information required.
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Reference: Report by Allen Consulting Group (ACG)
to Economic Regulation Authority (ERA) of Western
Australia on "Electricity Networks Access Code
2004: Advance Determinations of a WACC
methodology". January 2005. Address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.era.wa.gov.au

Economic regulators assure
funds continue to flow and
customers pay lowest price:
Allen Consulting on WACC

rimary objectives of economic
P regulators were to ensure investment

funds continue to be attracted to the
regulated industry and ensuring that
customers paid the lowest price for an ongoing
service, Allen Consulting Group (ACG) said in
a report on the weighted average cost of
capital (WACC) to the Economic Regulation
Authority (ERA) of Western Australia.

Access to electricity networks:  Discussing
the role of the cost of capital in economic
regulation, such as determining regulated
prices for access to electricity networks, ACG
said it was necessary to understand how the
capital-related costs of an asset operator were
determined under the "building-block"
approach to price regulation, and the rationale
for this treatment.
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Efficient level of new investment:  One
objective of any economic regulator was to
ensure investment funds continued to be
drawn into the regulated industry, so that the
services continued to be provided. Another
primary objective was to ensure that
customers paid the lowest price
commensurate with the ongoing provision of
the service and an efficient level of new
investment.

Creating an expectation of return:  The
logical reconciliation of these objectives was
for the regulatory regime to create the
expectation that investors would receive a
return equal to the cost of capital associated
with the regulated activities. Under the
"building-block" approach to regulation, price
controls were designed to deliver a stream of
revenue equal to the sum of:

e a return on the value of the assets for
regulatory purposes (the regulatory asset
base) equal to the regulator's view of the
cost of capital associated with the
regulated activities (the regulated rate of
return);

 areturn of the value of regulated assets
over time through regulatory depreciation
(equivalent to a return of the principal on a
loan); and

7/

* the operating and maintenance costs
associated with the regulated activities.

What investors should expect:  ACG said

that, under this approach, investors should
expect to earn a rate of return equal to the cost
Warning: Copies of this publication may not be reproduced or distributed in any form except with the explicit permission of EWN Publishing. © 2005

of capital on capital expenditure from the time
that it was spent, and to receive a return of
their funds over time through the regulatory
depreciation allowance.

Importance of rate of return:  Thus, investors
should expect to get a return on, and return of,
their capital over time, and investment should
proceed. Clearly, however, the objective that
investment funds continue to be attracted to
the industry, but customers paid no more than
was necessary, depended on the rate of return
employed by the regulator (the regulated rate
of return) being an unbiased estimate of the
actual cost of capital associated with the
regulated activities.

Reference: Report by Allen Consulting Group (ACG)
to Economic Regulation Authority (ERA) of Western
Australia on "Electricity Networks Access Code
2004: Advance Determinations of a WACC
methodology". January 2005. Address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.era.wa.gov.au

Gas distributor Envestra
supports Western Power: says
Allen Consulting Group
analysis of SWIS not ‘robust’
ome analysis and justifications used to
support conclusions in a discussion
paper prepared by the Allen Consulting
Group (ACG) for the Economic Regulation

Authority (ERA) of Western Australia on the
weighted average capital cost (WACC)
methodology were not sufficiently robust,
natural gas distributor Envestra said in a
submission to the ERA.

Regulatory risk failure:  Responding to the
discussion paper on the WACC methodology
for the Western Power Corporation (WPC)
access arrangement for its South West
Interconnected System (SWIS), Envestra said
some of the analysis and conclusions failed to
take account of the effects of regulatory risk.

WACC an important component: Envestra
said it was commenting because the WACC
was an important component of the regulated
revenue stream common across regulated
industries.

Framework generally accepted: While the
discussion paper prepared by ACG was a well-
written document that recommended the
generally accepted framework for calculating
the WACC, some of the analysis and
justifications used to support conclusions were
not sufficiently robust.

Imprecision of CAPM: Given the negative
economy wide effects of under-investment in
the gas and electricity distribution industries,
the long-lived nature of these assets, and the
inherent imprecision of the capital asset pricing
model (CAPM), Envestra believed the best
way to serve the long-term interests of
consumers was for regulators to take a
pragmatic view on each of the components of
the WACC.
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Reference: Comments by Andrew Staniford,
commercial manager, Envestra Limited on the
Economic Regulation Authority (ERA) of Western
Australia discussion paper on the weighted average
cost of capital (WACC) methodology to apply to WPC
network in the South West Interconnected System
(SWIS). 4 February 2005. Address: Level 10, 81
Flinders Street, Adelaide. SA. 5000. Phone (08) 8277
1500. Fax: (08) 8227 1511. ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone important: 213 1900. Fax:
(08) 9213 1999. http://www.envestra.com.au http://
www.era.wa.gov.au

Allen Consulting Group got it
all wrong on Western Power
value, WPC tells regulator:
cash flow value is wrong

The preferred application of the capital
asset pricing model (CAPM) by
consultant Allen Consulting Group
(ACG) was inconsistent with commercial
practice, Western Power Corporation (WPC)
said in its comments on a discussion paper the

ACG prepared for the Economic Regulation
Authority (ERA) of Western Australia.

Cost of capital not captured: Responding to
the discussion paper prepared on the weighted
average cost of capital (WACC) methodology
to apply to its South West Interconnected
System (SWIS), WPC said this application
would not capture the cost of capital involved
in undertaking regulated activities.

ACG reason for preference: WPC said the
ACG preferred application of CAPM was to
ensure that it only reflected market or non-
diversifiable risks. In particular, it stated that "A
cornerstone of modern financial economics is
that much of the risk that is associated with the
returns to a particular asset can be eliminated
at no cost, merely by holding that asset
together with a broad portfolio of other assets."

Theory does not hold in practice:  This
actually understated the case. The theory
assumed the elimination of all such risks. But
this was only a theory, and empirical
observation proved that it did not hold in
practice, as the extent of portfolio
diversification required by theory was not
observed.

Reliability of results drawn into question:

WPC said this drew into question the reliability
of the results produced by a mechanical
CAPM application. Notwithstanding these
issues, the way regulators applied the CAPM
is important because it had real implications in
accounting for specific risks in the review.

Consistency with regulator estimates: In
particular, it implied that the cash flows must
account for all such risks. In other words, the
regulated business was obliged to develop
expected value cash flows to produce
consistency with how regulators estimate the
cost of capital.

Reference: Comments by Western Power

Corporation (WPC) on the Economic Regulation
Authority (ERA) of Western Australia discussion
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paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au

Western Power tells WA
regulator that regulator's
consultant got it wrong on
WPC south west grid valuation

The Allen Consulting Group (ACG) did not

reconcile its own general views on the

weighted average cost of capital
(WACC) with the Code objectives, Western
Power Corporation (WPC) said in its
comments on a discussion paper the ACG
prepared for the Economic Regulation
Authority (ERA) of Western Australia.

Key objective an "unbiased" estimate:
Responding to the discussion paper prepared
on the WACC methodology to apply to its
South West Interconnected System (SWIS),
WPC said ACG concluded that the key
objective of the cost of capital in economic
regulation was to provide an "unbiased"
estimate of the actual cost associated with
regulated activities.
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Hard to see how conclusion made:  The first
concern about this approach was that the ACG
views appeared to be its general views on the
cost of capital, rather than any attempt to
reconcile these views with the Code's objectives.
So while the objective identified by ACG might
be consistent with the Code, it was not obvious
how it had arrived at this conclusion.

Guidance not mentioned: Second, the ACG
interpretation of the role of the cost of capital in
economic regulation did not mention the
substantial amount of guidance recent
regulatory developments provided on these
issues. This was particularly surprising given
how strongly ACG relied on regulatory
precedent elsewhere in its paper.

Variety of experts provide views: A variety of
independent experts had provided a
substantial amount of guidance on the:

* substantial uncertainties associated with
setting access prices in general, and
WACC in particular;

« disproportionately high costs of setting
access prices too low rather than too high;
and

* need, in light of the above, to err on the
side of encouraging investment.

Open to question: WPC said it was open to
guestion whether providing an "unbiased"
estimate of the cost of capital was consistent
with these regulatory developments (i.e. the
need to err of the side of encouraging
investment).

Minimal discussion on methodology: Third,
the ACG paper also provided minimal
discussion on the limitations of its preferred
methodology, creating an inaccurate
impression of the methodology's rigour. A
"discussion" paper on WACC methodology,
which also sought to provide the "answer" but
did not seek to outline the range of views on
the key issues (e.g. the limitations of the
methodology), would not appear to be fulfilling
a basic objective of such an exercise.

Reference: Comments by Western Power
Corporation (WPC) on the Economic Regulation
Authority (ERA) of Western Australia discussion
paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au

WPC tells regulator: GasNet's
success in Competition
Tribunal against ACCC means
it can't reject WPC tariff plan

estern Power Corporation (WPC)
has reminded the Economic
Regulation Authority (ERA) of
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Western Australia that conclusions by the
Australian Competition Tribunal (ACT) - in its
December 2003 decision in GasNet's appeal
against the Australian Competition and
Consumer Commission (ACCC) - limit the
power of a regulator to reject a service
provider's access arrangements.

Propose-respond model underpins Code:
Responding to a discussion paper prepared for
the ERA by the Allen Consulting Group (ACG)
on the weighted average cost of capital
(WACC) methodology to apply to the WPC
network in the South West Interconnected
System (SWIS), WPC said its understanding
was that the propose-respond model
underpinned the Code.

Reliance on precedents: The ERA would be
aware of the substantial amount of guidance
recent regulatory developments provide on the
operation of this model. WPC would be relying
on these and other regulatory precedents in
developing its proposed access arrangement
and would be providing a detailed rationale for
doing so.

Access arrangement followed model:  For
present purposes, however, it was sufficient to
summarise the conclusions drawn by the ACT
in its December 2003 decision on GasNet's
appeal on the ACCC's decision on its
proposed access arrangement prepared in
accordance with the propose-response model
contained in the National Third Party Access
Code for Natural Gas Pipeline Systems.
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Beyond power of regulator: The ACT
expressed the view that it was beyond the
power of the regulator not to approve the
service provider's access arrangements where
the arrangements proposed fell within
reasonable and acceptable ranges.

What the tribunal said: The ACT said:
"Where the AA (access arrangement)
proposed by the Service Provider falls within
the range of choice reasonably open and
consistent with Reference Tariff Principles, it is
beyond the power of the Relevant Regulator
not to approve the proposed AA simply
because it prefers a different AA which it
believes would better achieve the Relevant
Regulator's understanding of the statutory
objectives of the Law."

Concepts applied to rate of return:  WPC
said that, importantly, the ACT applied these
concepts to the regulator's assessment of the
rate of return when it stated: "Contrary to the
submission of the ACCC, it is not the task of
the Relevant Regulator under s 8.30 and s
8.31 of the Code to determine a ‘return which
is commensurate with prevailing conditions in
the market for funds and the risk involved in
delivering the Reference Service'. The task of
the ACCC is to determine whether the
proposed AA in its treatment of Rate of Return
is consistent with the provisions of s 8.30 and
s 8.31, and that the rate determined falls within
the range of rates commensurate with the
prevailing market conditions and the relevant
risk."

Was model used correctly:  Having clarified
that the regulator's role was not to set the rate
of return but to assess if it fell within
acceptable ranges under the provisions of the
Code, the ACT concluded that: "When the
proposed AA was delivered by GasNet to the
ACCC, insofar as it contained a Rate of Return
which was used to determine the Reference
Tariff established by the use of the CAPM
(capital asset pricing model), the only issue for
the ACCC to determine in respect of the Rate
of Return was whether GasNet had used the
model correctly. That is, whether it had used
the CAPM to produce a Rate of Return which
was consistent with the conventional use of
the model. If GasNet had done so, then there
was no occasion to refuse to approve the
proposed AA on the basis that the Rate of
Return had not been determined on a basis
which was consistent with the objectives
contained in s 8.1."

Reference: Comments by Western Power
Corporation (WPC) on the Economic Regulation
Authority (ERA) of Western Australia discussion
paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au
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Western Power questions
regulator's Western Power
valuation method for its South
West Interconnected System

The extension of the scope of a
discussion paper on weighted average
cost of capital (WACC) prepared for the
Economic Regulation Authority (ERA) of
Western Australia by the Allen Consulting

Group (ACG) raised several concerns, Western
Power Corporation (WPC) said in its comments.

Difficult to establish significance:

Responding to the discussion paper prepared
on the WACC methodology to apply to its
South West Interconnected System (SWIS),
WPC said the first concern was that it was
difficult to establish what significance
stakeholders should attach to the ACG
preferred assumptions in applying its
methodology.

Interpretation of estimate:  One interpretation
was that the WACC estimate provided was the
"answer" the ERA was expecting WPC's
proposed access arrangement to produce.

Code would not be followed: If this were the
case, then the WPC concern would be that the
process intended by the propose-respond
model underpinning the Code had not been
correctly followed. The "propose-respond"
approach was central to the access
arrangement submission and review process.

To subscribe, email: subs@erisk.net



11

Warning: Copies of this publication may not be reproduced or distributed in any form except with the explicit permission of EWN Publishing. © 2005

electricity week west australia section

Time constraint concern:  The second concern
was that the time constraint as defined in the
Code provided limited time for responses,
particularly taking into account the broadening
of the scope. This time constraint was expected
and well understood, but the additional scope of
the paper had exacerbated the problem of
providing an adequate response.

Number of issues not addressed:  Indeed,
there were a number of issues that had not
been addressed in this response. WPC would
provide detailed views when it presented its
proposed access arrangement, taking into
account its regard to the ERA's determination
on the WACC methodology.

WPC wants ERA to clarify position:  If the
ERA were seeking to make a determination on
the WACC methodology that included the
application of that methodology as well, then it
would be appropriate for it to state this clearly.
WPC requested the ERA to clarify its position
on this issue as soon as possible.

Reference: Comments by Western Power
Corporation (WPC) on the Economic Regulation
Authority (ERA) of Western Australia discussion
paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au

Western Power accuses ERA
consultant ACG of using
regulatory precedent
selectively in on WACC paper

The Economic Regulation Authority (ERA)

consultant Allen Consulting Group

(ACG) used regulatory precedent
selectively, Western Power Corporation said in
its comments on a discussion paper the ACG
prepared for the ERA.

Key areas ignored: Responding to the discussion
paper prepared on the weighted average cost of
capital (WACC) methodology to apply to its South
West Interconnected System (SWIS), WPC said
the ACG had ignored a number of key areas.

Four examples given:
examples the ACG:

WPC gave as

« ignoring broader regulatory developments
in establishing how the cost of capital
should be applied under economic
regulation;

« disregarding other evidence from review
bodies, such as the Australian Competition
Tribunal (ACT);

* relying heavily on regulatory precedents
from other regulators; and

* ignoring regulatory precedents from the
ERA and its predecessors (e.g. in relation
to the Dampier to Bunbury Natural Gas
Pipeline and the Goldfields Gas Pipeline).
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Reference: Comments by Western Power Corporation
(WPC) on the Economic Regulation Authority (ERA) of
Western Australia discussion paper on the weighted
average cost of capital (WACC) methodology to apply
to WPC network in the South West Interconnected
System (SWIS). 4 February 2005. Address: 363
Wellington Street, Perth. WA. 6000. GPO Box L921.
Perth. WA. 6842. Phone: 13 13 54. Outside WA: (08)
9326 4911. Email: inffo@westernpower.com.au ERA
address: Level 6, Governor Stirling Tower, 197 St
Georges Terrace. Perth. WA. 6000. GPO Box 8469,
Perth Business Centre. WA. 6849. Phone: (08) 9213
1900. Fax: (08) 9213 1999. http:/
www.westernpower.com.au http://www.era.wa.gov.au

ERA discussion paper on
WACC appears to go beyond
Code requirements, says
Western Power response

The scope of a discussion paper issued
by the Economic Regulation Authority
(ERA) of Western Australia - on the
weighted average cost of capital (WACC)
methodology to apply to the Western Power
Corporation (WPC) network in the South West
Interconnected System (SWIS) - appeared to
go beyond the Code requirements, WPC said
in commenting on the discussion paper.

Prepared by consultant: WPC said the Allen
Consulting Group (ACG) prepared the
discussion paper for the ERA. Its response
would make general and specific comments on
the material contained in the paper, and on the
broader issues the material raises.
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More details in access arrangements:
However, its comments were brief and
restricted to a number of the key issues. WPC
would provide detailed views on all the matters
raised in the paper as part of its proposed
access arrangement.

What the Code provides: WPC said it was
aware that under Section 6.65 of the Electricity
Networks Access Code 2004, the ERA was
empowered to make a determination on
WACC methodology. WPC must then pay
regard to this determination in its proposed
access arrangement, unless it provided an
alternative methodology that would better
achieve the objectives set out in Section 6.4
and the Code obijective.

Half of paper about ACG preference: The
scope of the paper appeared to go beyond the
Code's requirements. ACG outlined both its
preferred methodology for estimating the
WACC and its preferred assumptions in
applying that methodology. In fact the
discussion in regard to ACG's preferred
assumptions made up more than half of the
paper.

But ACG careful to make distinctions: ~ WPC
said it noted that ACG had been careful to
distinguish between its recommendations on
its preferred methodology and assumptions in
applying that methodology; and highlighted
that the ERA specifically instructed it to provide
advice on the latter.

Reference: Comments by Western Power
Corporation (WPC) on the Economic Regulation

Authority (ERA) of Western Australia discussion
paper on the weighted average cost of capital
(WACC) methodology to apply to WPC network in
the South West Interconnected System (SWIS). 4
February 2005. Address: 363 Wellington Street,
Perth. WA. 6000. GPO Box L921. Perth. WA. 6842.
Phone: 13 13 54. Outside WA: (08) 9326 4911. Email:
info@westernpower.com.au ERA address: Level 6,
Governor Stirling Tower, 197 St Georges Terrace.
Perth. WA. 6000. GPO Box 8469, Perth Business
Centre. WA. 6849. Phone: (08) 9213 1900. Fax: (08)
9213 1999. http://www.westernpower.com.au http://
www.era.wa.gov.au

Biggest project on the AWAC
agenda: $1.4bn expansion at
Wagerup refinery, WA; cost to
Alumina Ltd estimated $400m

plan by Alcoa World Alumina and
AChemicaIs (AWAC), of which Alumina

Ltd owns a 40 per cent stake, was afoot
to lift alumina production rates dramatically,

reported The Australian Financial Review (3/2/
2005, p. 11).

Expansions abound: A 250,000 tonne-a-year
expansion at the alumina refinery in Suriname
was completed in January, six months ahead
of schedule, and a 600,000 tonne upgrade at
the Pinjarra refinery in Western Australia was
due to be completed this year. But the biggest
project on the AWAC agenda was the $1.4
billion expansion at Wagerup in Western
Australia.
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Expansion costs Alumina $400m:  Analysts
said that Alumina Ltd's expected share of the
Wagerup costs would be about $400 million,
while the group would also face heavy capital
expenditure for its share of a planned $2 billion
expansion program at several other alumina
refineries in the next couple of years.

$321.4m available to Alcoa in tax credits:
Alcoa of Australia has about $324.1 million in
tax credits available in its balance sheet. That
was the equivalent to trapped tax credits able
to support a fully franked dividend of $430
million [grossed up] for Alumina Ltd
shareholders. That would free up its balance
sheet to pay for the heavy development
program in the next two to three years.
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