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STATEMENT OF JULIE MARIE WILLIAMS 

1 I am the Chief Financial Officer of CitiPower Pty (CitiPower) and Powercor Australia 
Limited (Powercor Australia). 

2 I have over 20 years experience in finance, treasury and risk management roles in the 
electricity industry.  I have been employed by CitiPower and Powercor Australia and 
their predecessor organisations since 1989.  I was appointed as CitiPower’s inaugural 
Treasurer in 1994 and was appointed Treasurer of Powercor Australia in 2002.  I was 
appointed Chief Financial Officer of both CitiPower and Powercor Australia in 2005.  
Prior to joining the electricity industry, I worked in the banking and finance industry in a 
number roles including cash management, fixed interest broking and securities trading 
roles. 

3 I commenced working in the electricity industry in 1989 in the Treasury department of 
the State Electricity Commission (the Commission) and had responsibility for 
managing the Commission’s $7 billion fixed interest securities portfolio.  As the 
manager of the fixed interest securities portfolio, I was involved in a significant number 
of debt issues into both the domestic and international markets.  In the early 1990’s 
and on behalf of the advisors to the State Government, I managed the allocation of the 
Commission’s debt securities portfolio across the disaggregated electricity businesses.  
As the Treasurer and now Chief Financial Officer of CitiPower and Powercor Australia, 
I have responsibility for management of credit ratings, the debt portfolio, new debt 
issuance and all risk management policies and hedging activities of the group.   

4 I have a Bachelor of Business (Banking and Finance) and Master of Applied Finance.  

1. Structure of this statement 

5 I have read Appendix P of the Australian Energy Regulator's (AER) 'Draft Decision 
Victorian electricity distribution network service providers Distribution determination 
2011-15' dated 4 June 2010 (Draft Determination) in relation to debt raising costs, 
which is annexed to my statement and marked Annexure JW1. 

6 In this statement, I address the following issues related to early refinancing costs: 

6.1 Why would a prudent firm act to reduce refinancing risk? 

6.2 To what extent would a prudent firm act to reduce refinancing risk? 

6.3 What methods would a prudent firm adopt to manage refinancing risk? 

6.4 Which of the prudent methods of managing refinancing risk is the most 
efficient (ie lowest cost)? 

7 Consistent with the approach taken by the AER in the Draft Determination, I have 
assumed in responding to these questions that a prudent firm in CitiPower and 
Powercor Australia's circumstances would: 

7.1 issue ten year bonds into the Australian capital market; 
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7.2 structure the bond issues so that the volume of each bond issue will equate 
to 1/10 h of the operator's total debt level, resulting in a bond maturity profile 
of 1/10 h of total debt maturing each year over a ten year period; and 

7.3 maintain a Standard & Poor’s BBB+ credit rating. 

2 Why would a prudent firm act to reduce refinancing risk? 

8 In the Draft Determination, and in previous AER decisions and submissions by other 
Distribution Network Service Providers (DNSPs) that I have reviewed, there has been 
a significant focus on the management of refinancing risk for the purpose of 
maintaining a firm’s credit rating.   

9 Maintaining a firm's credit rating is one reason for managing refinancing risk.  I wrote 
to Standard & Poor's (S&P) asking them several questions related to the impact of 
early refinancing policies on credit ratings.  In their letter in response, which is 
annexed to this statement and marked Confidential Annexure JW2 (S&P Letter), 
S&P states:   

           l 
               

            
 '  

                  
            

     

           
              

              
             

           
              
 

11 In establishing a firm's credit rating, S&P analyse the firm’s financial risk profile, at 
which time they evaluate its financial policies including its liquidity policy.  Implicit in an 
investment grade rating is the requirement for the firm to establish and maintain a 
prudent liquidity policy that incorporates management of refinancing risk.   

12 However, maintaining a firm's credit rating is only one reason for reducing refinancing 
risk and I do not consider that it is the most significant reason.   

13 I consider that the most significant reason is managing a firm's liquidity risk and 
solvency by ensuring that it does not risk the potentially catastrophic consequences of 
an inability to secure replacement financing that will allow it to repay the maturing debt 
on its maturity date, for example if unforseen events restrict access to financial 
markets at the maturity date. 
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14 Firms that manage their refinancing risk substantially in advance of the maturity date 
are doing so for risk management purposes and not, as the AER states in the AER's 
Final decision South Australia distribution determination 2010-11 to 2014-15 (South 
Australian Final Determination) to:1 

trade-off debt raising costs against the cost of debt. Actions that increase the 
credit rating of a bond issue may increase the transaction costs of raising debt, 
but consequently decrease the interest costs that must be paid by the DNSP. 

             
    

               
        

16 While maintenance (as opposed to upgrading) of the credit rating is of importance to a 
firm, the critical reason a prudent firm would seek to manage its refinancing risk is to 
ensure that it remains a going concern and its solvency is not put at risk.   

17 In this respect, directors have obligations and duties to ensure the business can meet 
its debts when due and payable and is therefore solvent.  Under the Corporations Act 
2001 (Cth), the directors of a company have a duty to prevent insolvent trading by a 
company.2  This duty requires the directors to ensure that the company can meet its 
debts as and when they become due for payment.  Insolvent trading can result in the 
director incurring civil and criminal penalties of up to a maximum of 5 years 
imprisonment and a fine of $220,000.3 

18 In practice, directors manage this risk by continuously assessing the solvency of the 
company.  In the 12 month period leading up to a significant tranche of debt falling due 
for repayment, a prudent director would turn his or her mind to how and when that 
debt will be refinanced.   

19 As the maturity date approaches within that 12 month period, a prudent director would 
in my experience take steps to ensure, to the greatest extent possible, that funds will 
be available to make the repayment in full of the maturing facility.  To this end, a 
prudent director would endeavour to ensure that there is the greatest degree of 
certainty possible as to the availability of funding by the required time, and that, to the 
greatest extent possible, any conditions to funding are limited to matters that can be 
managed by the directors. 

20 In my experience, Australian capital market debt transactions include standard clauses 
that result in an event of default under the financing arrangement if the debt issuer 
cannot meet any financial obligation, including the repayment of the principal on 
maturity.  In addition, there are standard cross-default clauses in all financial 
transactions that would trigger an event of default if payments are not made under any 
financing arrangement.  It is rare for any grace period to be accorded to a cross-
default event of default.   

                                                  
1 South Australian Final Determination, p376. 
2 Corporations Act 2001 (Cth), section 588G.  
3 Corporations Act 2001 (Cth), section 588G. 
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21 As a result of these default and cross-default provisions, the non-repayment of a 
single debt facility immediately upon maturity is likely to result in all of the company’s 
facilities becoming simultaneously repayable on demand.  Cross-defaults in the 
financing arrangements of the parent entity of the defaulting firm will also often be 
triggered. 

22 From a solvency perspective, such an event will almost certainly be a catastrophic 
problem for the company and its directors.  It is extremely unlikely that the company 
will be able simultaneously to raise all of the required funds in the debt or equity 
markets for all of its financing needs.  Insolvency would result and the firm's survival 
would be seriously threatened. 

23 To ensure that such a catastrophic result does not occur, a prudent firm would do all 
that it reasonably can to ensure that it can repay a maturing tranche of debt on its due 
date for repayment.  The consequences are so high that a prudent firm would not risk 
being unable to repay its debt on maturity, even if that risk was considered to be 
relatively low.   

3. To what extent would a prudent firm act to reduce refinancing risk? 

3.1 Actions that a prudent firm would take to manage liquidity risk 

24 To manage this liquidity risk associated with refinancing, directors typically require 
firms to establish risk management functions and policies and require regular reporting 
of risks.  In my experience, a prudent firm’s risk management policies would include a 
Liquidity Risk Management Policy, possibly incorporated into a Treasury Risk 
Management Policy.  

25 A firm would manage liquidity risk to ensure that it has the ability to reliably access 
funds as and when required.  In managing liquidity risk, a prudent firm would consider 
day-to-day liquidity management, short-term crisis event management and long-term 
liquidity management. 

26 Day-to-day liquidity management ensures funds are available when needed to fund 
payments each day.  Typical means of managing such risk are through the use of 
cash reserves, liquid investments, short term working capital facilities or commercial 
paper issuance programmes (with back up stand-by facilities). 

27 Short-term crisis event management ensures the firm has sufficient capability to meet 
financial obligations during the existence of a sudden unforeseen event, caused by 
either internal or external factors that severely inhibit the firm’s expected and/or 
required inward cash flows.  Typical means of managing this risk are through the use 
of working capital facilities, cash reserves, commercial paper programmes and liquid 
investment portfolios.   

28 Long-term liquidity risk management ensures the firm manages its capital structure 
and longer-term financial profile, including the management of its refinancing risk.  
Management of long-term liquidity risk typically includes the following strategies: 

28.1 ensuring maturing debt is refinanced at least three months ahead of the 
maturity date; 
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28.2 maintenance of a capital structure that facilitates access to credit markets 
(typically measured by an investment grade credit rating); 

28.3 diversification of the debt maturity dates; 

28.4 diversification of the source of funding; and 

28.5 restricting the level of debt related current liabilities to a manageable level. 

29 Regardless of the use of strategies 2 to 5 above, it is essential for a prudent firm to 
ensure the debt is refinanced prior to the maturity date.  This is due to the fact that 
even firms that are in a solid business position with moderate levels of debt may 
experience an actual or potential liquidity crisis, or an inability to access debt or equity 
markets.  Possible causes of a liquidity crisis may include: 

29.1 the closing of the financial markets due to a particular event, such as the 
terrorist attacks of 11 September 2001; 

29.2 the closing of the financial markets due to a global financial crisis, such as in 
August 2007; 

29.3 a large, adverse litigation judgment against the firm; 

29.4 real or alleged management impropriety; or 

29.5 parent company financial or solvency concerns. 

30 For the purpose of maintaining its credit rating, but more importantly for solvency 
management, prudent directors would therefore require the existence of a refinancing 
plan that required maturing debt to be refinanced at least three months in advance of 
the maturity date through the use of a method that adequately minimised risk.  
Directors would seek to minimise risk and refinance at least three months in advance 
due to the possibility that events outside of their control may restrict access to financial 
markets.   

31 In addition, the refinancing method itself must ensure refinancing risk is minimised by 
ensuring that there are no terms or conditions in the refinancing transaction that may 
result in the financing being terminated prior to, or at, the funding date as a result of a 
change in the firm’s financial condition or the external financial or political 
environments.  

32 The Treasury Risk Management Policy of the CHEDA Group requires that CitiPower 
and Powercor Australia's debt funding requirements are committed, underwritten or 
fully funded at least six months prior to the requirement for refinancing.   

33 The need to manage liquidity risk is not new, but has been given increased importance 
and attention since the global financial crisis where many firms encountered severe 
difficulties in refinancing debt.   

34 I consider that refinancing debt three months prior to maturity still leaves the firm 
exposed to liquidity risk and is the absolute minimum that prudent directors would 
require.  In my experience, many firms would require debt to be refinanced more than 
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three months in advance, as is the requirement under CitiPower and Powercor 
Australia's policies.   

3.2 Evidence of the actions that comparable firms have taken to reduce refinancing 
risks 

35 I have examined early refinancing activity by major Australian corporate entities 
refinancing their maturing capital markets debt issuance in 2009 and 2010.  Table 1 on 
the following pages sets out committed early refinancings undertaken by major 
Australian corporate entities during that period. 

36 Table 1 is an updated and expanded version of the table that was included on page 26 
of the report by PricewaterhouseCoopers, 'ETSA Utilities:  Distribution network service 
provider refinancing costs:  Final Report, February 2010' (PwC Report).  The PwC 
Report is annexed to my statement and marked Annexure JW3.  The first four rows of 
Table 1 are taken from the PwC Report.  The remainder of Table 1 is based on 
research that I undertook or supervised using publicly available material from sources 
including the relevant companies' websites, ASX releases, bond market commentaries 
issued by banks, Reuters releases and Bloomberg releases.   

 



 

7 
119476723 

Borrower S&P / Moody's 
Credit Rating 

Date 
Refinancing 
Announced 

Previous 
facility maturity 

date 

Months Prior to 
Facility 

Redemption 

Facility 
Amount 

($A million) 

Comments 

Broadcast Australia Pty 
Ltd 

Not rated Feb-09 Jun-09 4 months 447 Funds used to replace the A$250m Fixed Rate Note that matured in 
June 2009. 

Energy Partnership (Gas) 
Pty Ltd 

BBB Apr-09 Jul-09 3 months 100 Refinancing of existing Medium Term Note.  This refinancing 
represents 9.2% of Energy Partnership (Gas) Pty Ltd's total debt. 

Envestra Victoria Pty Ltd BBB May-09 Nov-09 6 months 289 Funds used to refinance an outstanding A$175m of Medium Term 
Notes that matured in November 2009 and A$125m loan provided 
by CBA that expired in Aug 2009.  This refinancing represents 
87.7% of Envestra Victoria Pty Ltd's total debt. 

SPI (Australia) Assets Pty 
Ltd 

A- Jun-09 Sep-09 3 months 240 Funds used to refinance the company’s capital market bonds.  This 
refinancing represents 5.6% of SPI (Australia) Assets Pty Ltd's total 
debt. 

ETSA Utilities A-/ A3 Jul-09 April 2010 9 months 625 The company issued US$500m of 5, 7 and 10 year notes in the US 
Private Placement market with the funds swapped back to Australian 
Dollars. The debt issue was used to refinance an April 2010 debt 
maturity.   

CitiPower Pty A- Sep-09 Feb-10 5 months 175 Funds used to refinance notes that mature in February 2010.  This 
refinancing represents 16.3% of CitiPower Pty's total debt. 

SPI Electricity & Gas 
Australia Holdings  

A-/A1 05-Feb-10 Mar-11 13 months 520 The company issued a 5.5 year CHF475m bond, swapped to 
Australian Dollars, to partly refinance a domestic bond maturing in 
March 2011 and a bank loan facility. 
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Borrower S&P / Moody's 
Credit Rating 

Date 
Refinancing 
Announced 

Previous 
facility maturity 

date 

Months Prior to 
Facility 

Redemption 

Facility 
Amount 

($A million) 

Comments 

SPI Electricity & Gas 
Australia Holdings  

A-/A1 05-Mar-10 Mar-11 12 months 100 

 

The company issued a 10 year HKD700m bond, swapped to 
Australian Dollars, to partly refinance a domestic bond maturing in 
March 2011 and a bank loan facility. 

SPI Electricity & Gas 
Australia Holdings  

A-/A1 17-Mar-10 Mar-11 12 months 300 The company issued a 7.5-year $300m fixed rate domestic bond to 
partly refinance a domestic bond maturing in March 2011 and a bank 
loan facility. 

WA Gas Networks Not rated Apr-10 Sept-10 9 months 250 The company obtained an 18-month $250m committed bank loan 
facility for the purpose of repaying $200m of MTNs maturing in 
September 2010. 

United Energy Distribution  A-/A1 30-Apr-10 April 2011 12 months 478 The company issued US$435m (US$70m of 4 year unsecured notes 
and US$365m of 7 year unsecured notes) in a US Private 
Placement with the funds swapped back to Australian Dollars. 
Financial close of the USPP was in for October 2010 with funds 
invested ahead of repaying $363m of bonds maturing in April 2011. 

Energy Partnership (Gas)  BBB- 10-Jun-10 July 2011 11 months 230 The company issued US$185m of 5 year senior unsecured notes in 
the US Private Placement market with the funds swapped back to 
Australian Dollars. The funds were invested before being used to 
repay a domestic $200m MTN maturing in July 2011. 

Table 1:  Refinancing activity engaged in by comparator firms in 2009 and 2010 
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37 This table shows that firms that are very similar to CitiPower and Powercor Australia 
routinely take action to secure committed refinancing of their debt significantly prior to 
maturity.  All of these examples involved the use of the Completion Method (which I 
define in section 4.2 below), which involves the lowest level of risk and ensures 
certainty of refinancing well in advance of the maturity date of the existing debt.   

38 In all of these examples, the firm obtained committed refinancing at least three 
months prior to the maturity date of their existing debt, and most firms acted much 
sooner to reduce their refinancing risk.  On average, these firms refinanced their debt 
8.25 months prior to expiry.   

4. What methods would a prudent firm adopt to manage refinancing 
risk? 

39 In the Draft Determination, the AER considered the following methods of reducing 
refinancing risk, which are each defined below: 

39.1 Underwriting Method;  

39.2 Completion Method; and 

39.3 Commitment Method. 

40 The AER also acknowledged in the Draft Determination that other methods may be 
appropriate. 

41 In this section 4, I address each of the methods addressed by the AER and also 
consider whether any other methods would be adopted by a firm to manage 
refinancing risk. 

4.1 Underwriting Method 

4.1.1 What type of underwriting would a prudent firm require to manage refinancing risk? 

42 I define the underwriting method as the engagement of a third party under a 
documented and executed agreement to underwrite the refinancing transaction at 
least three months prior to the refinancing date (Underwriting Method).  If the debt is 
not purchased by investors on the date of issue, then the underwriter will be required 
to purchase all of the debt.  This definition is consistent with the definitions adopted in 
the Draft Determination and in the PwC Report. 

43 As with all prudent methods of managing refinancing risk, the underwriting 
commitment would need to be legally binding and the terms and conditions of the 
Underwriting Agreement would need to require that funds are received by the 
borrower regardless of the financial, political or market conditions, the financial or 
operational status of the borrower and the credit rating of the borrower at the maturity 
date. 

44 For the reasons explained above, I consider that a prudent firm would require its debt 
to be refinanced at least three months prior to maturity.  Accordingly, a prudent firm 
would require that the period of underwriting under the Underwriting Method must be 
for a period of at least three months.  I note that in the Draft Determination, the AER 
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accepted that the Underwriting Method requires the underwriting to be for a period of 
at least three months.4  

4.1.2 What is covered by the form of underwriting considered by the AER in the Draft 
Determination? 

45 I consider that the form of underwriting that I describe above is different to the form of 
underwriting that the AER bases its cost estimates on in the Draft Determination.   

46 As explained above, the Underwriting Method as a means of managing refinancing 
risk requires a committed period of underwriting of at least three months so that the 
firm has certainty that it will be able to refinance its maturing debt.  In the Draft 
Determination, the AER accepts that three months underwriting is required for the 
Underwriting Method.  However, in finding that the costs of the Underwriting Method 
are already included in the direct debt raising costs, I consider that the AER confuses 
the form of underwriting that is required for the Underwriting Method with a very 
different and much more short-term form of 'book build' underwriting.   

4.1.2.1 Approach taken by the AER in the Draft Determination 

47 The Draft Determination does not set out the process that the AER used to determine 
the gross underwriting costs that are included in the direct debt raising costs.  
However, I understand from comments made by the AER in the Draft Determination, 
the AER's Draft decision South Australia Draft distribution determination 2010-11 to 
2014-15 (South Australian Draft Determination) and correspondence between the 
AER and ETSA Utilities that is annexed to my statement and marked Annexure JW4 
that the AER adopted the following approach to determine the gross underwriting 
costs: 

47.1 in the South Australian Draft Determination, the AER undertook an analysis 
of the gross underwriting costs of a large number of international bond 
issues by Australian corporates using the Bloomberg 'LEAG' database; 

47.2 the AER's bond analysis included about 50 bonds, but the AER determined 
for the purposes of the South Australian Draft Determination that it would 
only use bonds with an 8-12 year tenor; 

47.3 the AER further reduced the sample that it used for the South Australian 
Draft Determination and South Australian Final Determination by only 
including bonds that were issued in the 5 years prior to undertaking the 
analysis;  

47.4 in the Draft Determination, the AER updated this analysis by removing any 
bonds that were issued more than 5 years prior to the date of the Draft 
Determination; and 

47.5 as a result, the gross underwriting costs were based on a sample of only 5 
bonds: 1 issued by Woolworths, 1 issued by Rio Tinto and 3 issued by BHP 
Billiton. 

48 This methodology resulted in an estimate of gross underwriting costs of 7.2 basis 
points per annum (bppa).  Based on this analysis and the AER's revisions to the 

                                                  
4 AER, Draft Determination Appendices, Appendix P, p339. 
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estimates set out in the PwC Report, the AER determined that a benchmark firm 
would incur gross underwriting costs of 4-8 bppa.  I understand that the AER used 
that figure for the purposes of determining the costs of the Underwriting Method, and 
then determined that this cost was already included in the allowance for direct debt 
raising costs and no additional allowance was required for the costs of the 
Underwriting Method. 

49 I have analysed the bond issues used by the AER in the Draft Determination to 
determine gross underwriting costs.  The details of those bond issues are set out in 
Table 2 below. 

Issuer in AER List 
for Direct  Raising 
Cost  -"Total Gross 
Underwrit ing Cost"

Book 
Runner(s)

Underwrit ing
Agreement &
Pricing Date

Settlement 
Date

Debt Maturity 
Date Amount

Underwriters' 
Discount 

/ Gross fees 
(bp upfront)

Terms &
Conditions In 
Underwrit ing Use of Proceeds

Woolwort hs Lt d Cit i, JPM 16-Nov-05 23-Nov-05 15-Nov-15 US$425m 37.5 No prospect us 
available

Annual Report  balance sheet  (not e 
14)  implies proceeds were used t o 
repay bank debt  and for general 
corporat e purposes.

BHP Billit on Fin USA 
Lt d

CSFB, JPM 5-Dec-05 12-Dec-05 15-Dec-15 US$750m 45.0 See Not e 
Below

Repay a t erm loan facilit y est ablishe  
in March 2005 t o f inance t he 
acquisit ion of  WMC & t o repay 
commercial paper

BHP Billit on Fin USA 
Lt d

BoA, JPM 26-Mar-07 29-Mar-07 29-Mar-17 US$750m 45.0 See Not e 
Below

Proceeds t o be used for general 
corporat e purposes

BHP Billit on Fin USA 
Lt d

Barclays,
Cit igroup,
Goldmans

18-Mar-09 25-Mar-09 1-Apr-19 US$1,750m 45.0 No det ail of  
condit ions 
provided in 
prospect us

Proceeds t o be used for general 
corporat e purposes

Rio Tin Fin USA Lt d Deut sche, 
JPM, 
Morgan 
St anley, CS, 
RBS, 
SocGen

14-Apr-09 17-Apr-09 1-May-19 US$1,500m 45.0 No det ail of  
condit ions 
provided in 
prospect us

The proceeds will be used t o repay 
some amount s out st anding under a 
syndicat ed credit  facilit y t hat  was 
est ablished t o acquire Alcan in 2007 
and t hat  has principal repayment s 
falling due in Oct ober 2009, Oct obe  
2010, Oct ober 2012 and December 
2012. [ Tot al debt  out st anding as at  31 
December 2008 was US$39.758 m]

 

Table 2:  Analysis of bonds used by the AER to determine gross underwriting costs 

4.1.2.2 What form of underwriting was provided in each of the bond issues used by the AER? 

50 As noted in Table 2, JP Morgan acted as book runner for four of the five bond issues. 
               
            

          

           

51 JP Morgan's letter to me is annexed to my statement and marked Confidential 
Annexure JW5.  My letter to JP Morgan is attached to my statement and marked 
Annexure JW6.  

52 On average, the committed underwriting period for the transactions considered by the 
AER was 5.4 days, with the range from 3 days to 7 days.   

53 Such short-term committed underwritings are referred to in the financial markets as a 
'book build underwrite'.  All debt securities are purchased by the underwriters at the 
launch price and then on-sold to investors.  Typically, underwriting banks have 
investors committed to purchase the bonds at the time of book build and price setting, 
which means that the banks take on extremely little risk. 
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54 Given the short-term nature of the underwriting commitment and the low risk 
accepted by banks, the fees for such a transaction are very small and are typically 
absorbed into the cost of establishing the transaction.  

55 The 45 basis points (bps) described by the AER as the gross underwriting fee in the 
debt raising costs allowance actually reflects the establishment cost of the capital 
markets transaction.  The managers to a capital markets debt issue require a fee for 
arranging, placing and establishing the transaction.  This cost is typically referred to 
as the ‘establishment fee’.  The establishment fee excludes all legal fees, roadshow 
costs, credit rating costs, registry fees and paying fees.  

56 Because the underwriting risk associated with a book build underwriting is minimal, 
underwriting/lead manager banks charge the issuer the standard establishment fee 
only. 

57 In my experience, all corporate debt issuers into the Australian capital markets pay 
managers of the transaction a fee for establishing the debt issue.  The establishment 
fee may range between 30 bps and 50 bps, and is typically closer to 50 bps.  This is 
an upfront fee that is calculated by multiplying the bps cost by the nominal value of 
the bond issue.   

58 I forwarded the following request for information to 5 banks that are active in 
managing bond transactions in the Australian capital markets: 

'As you are aware, the CitiPower and Powercor Australia businesses are in the 
process of preparing a response to the Victorian Electricity DNSPs Distribution 
Determination 2011-2015 and we would appreciate your assistance in respect to 
information on Debt Arranger/Establishment Fees. 

Could you please provide an indicative upfront establishment fee for a 10 year 
Australian capital markets debt issue for a benchmark BBB+ rated entity?  
Please exclude any underwriting costs, legal fees, agency fees or other fees 
from the fee range.' 

59 The bank's responses are annexed to my statement and marked Confidential 
Annexure JW7, Confidential Annexure JW8, Confidential Annexure JW9, 
Confidential Annexure JW10, and Confidential Annexure JW11.   

                  
                 

            

   
 

    

        

            

Table 3:  Bank estimates of establishment fees 

61 This table demonstrates that the establishment fees that would be charged by a bank 
for any Australian capital markets bond issue by a BBB+ rated entity would be very 
similar to the amount that the AER determined as the gross underwriting costs.  I 
therefore consider that the AER's underwriting cost allowance does not compensate a 
firm for any additional underwriting expense to manage refinancing risks and only 
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includes a basic form of book build underwriting that only provides 3-7 days of 
underwriting cover, rather than the required period of at least three months. 

62 Accordingly, although the AER's approach in the Draft Determination (and the 
methodology in the Allen Consulting Group report 'Debt and Equity Raising Costs, 
Report to the Australian Competition and Consumer Commission, Final Report, 
December 2004' (ACG Report), on which it is based) uses the term ‘gross 
underwriting fees', I consider that it does not compensate a firm for management of 
refinancing risk on capital markets debt.  The AER's approach (and the gross 
underwriting fee of 7.2 bppa under the ACG methodology) compensates the firm for 
the cost of executing the transaction, including execution by way of a committed book 
build.  However, it does not provide compensation for management of refinancing 
risk.  A prudent firm would incur both the costs of executing the transaction (part of 
the direct debt raising costs) and an additional cost for a prudent method of managing 
refinancing risks (early refinancing costs) and it should be compensated for both of 
these costs. 

4.1.2.3 Termination conditions in this form of underwriting 

63 The Underwriting Agreement for the BHP Billiton bond issue in row 2 of Table 2 
included the following terms and conditions to the underwriting: 

 

64 These terms are standard for such underwritten book build transactions and I 
consider that it can be safely assumed that similar terms and conditions were 
included in the Underwriting Agreements of the other transactions listed in Table 2.  

                 
             
            

65 I consider that these terms do not provide the issuer with sufficient certainty that 
funds will be available to repay its existing debt when it matures.  For example, 
condition 3, in particular condition 3d, provides the underwriter with very broad 
grounds for not completing the bond purchase.  In my experience, a firm would not 
manage its refinancing risk on capital markets debt by means of a method of 
underwriting that included these conditions. 

66 I consider that it is also important to note that the use of the proceeds from the debt 
transactions referenced in Table 2 is not equivalent to that of a DNSP seeking to raise 
funds to refinance a maturing 10 year capital market debt maturity.  The use of the 
proceeds of the bond issues set out in Table 2 shows that each borrower in the bond 

1 

2 

3 

3a a suspension in trading on the new York stock exchange or American stock exchange
3b a general moratorium on commercial banking activities declared by the US federal or New York 

state authorities 
3c an outbreak or escalation of hostilities or a declaration by the United States of a national emergency

or war; or 
3d a material adverse change in general economic, political or financial conditions. 

Terms and Conditions included in the Underwriting Agreement

The underwriting agreement provides that the obligations of the several underwriters to purchase the notes 
included in the offering are subject to the following conditions:

customary delivery of legal opinions, certificates, comfort letters and executed documentation to the 
underwriters prior to the closing of the offering

prior to the closing of the offering, there not having been any material adverse change affecting our 
condition, earnings, business or operations from those set forth in this prospectus supplement, including a 
downgrading in our credit rating; and 

between the date of the underwriting agreement and the closing of the offering, certain market-related 
events not having occurred, such as the following:
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issues used by the AER had sufficient flexibility around the date of receipt of the 
proceeds because it was not using the proceeds to pay existing debt that was 
maturing on a specified date.  Instead, the funds were being used to repay bank debt 
or commercial paper that may be rolled over, or for general corporate purposes (ie 
they will gradually be used for capital or operational expenditure within the business).    

67 As a result, the issuer did not require the same level of certainty in the form of 
underwriting that would be required by a firm in CitiPower and Powercor Australia's 
circumstances that is seeking to refinance 10% of its capital markets debt.  
Accordingly, the terms set out above may be suitable for a firm that was refinancing 
bank debt or seeking funds for general corporate purposes, but I consider that they 
would not be suitable for a DNSP that is seeking to refinance a large amount of 
maturing corporate bonds. 

4.1.3 Would a prudent firm adopt this form of underwriting to manage refinancing risk? 

68 As explained above, the form of underwriting that was considered by the AER in the 
Draft Determination was a book build form of underwriting that only provided 
underwriting cover for a very short period of 3-7 days, and contained termination 
conditions limiting the certainty of underwriting.  The costs of this form of book build 
underwriting only recover the establishment costs of the bond issue and do not 
include any additional allowance for managing refinancing risk.  

69 I consider that a book build underwriting of this form is not a method of managing 
refinancing risk arising from a capital market debt maturity.  It would not be adopted 
by a prudent firm to manage refinancing risk.  A prudent firm would only use 
underwriting to manage refinancing risks if the form of underwriting was that provided 
by the Underwriting Method that I define above, which involves underwriting for a 
period of at least three months that is not subject to termination provisions that reduce 
its certainty. 

4.1.4 Would the Underwriting Method be adopted by a firm to manage refinancing risk? 

70 I consider that a firm would require committed underwriting for a period of at least 
three months in order for the Underwriting Method to provide a prudent means of 
managing refinancing risk.   

71 I am not aware of any three month underwritings of 10 year capital market bond 
transactions for investment grade rated firms.  

72 As noted above, JP Morgan acted as book runner on 4 of the 5 bond issues that the 
AER used to determine the underwriting costs in the Draft Determination.   
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73 This response is consistent with the lack of market evidence of underwritten 
transactions with an underwriting period of more than a few days.   

74 Accordingly, I consider that this form of underwriting is not available in the market and 
it could not be adopted by a firm to manage refinancing risk. 

4.2 Completion Method 

75 I define the completion method as providing the firm with funding at least three 
months in advance of the need to repay its debt by means of a documented and 
executed debt issue that has been financially settled with the issuer having received 
the debt issuance proceeds (Completion Method).  

76 As discussed in the PwC Report, the funds that are received by the firm may be 
invested during the three month period in risk-free Treasury note securities, invested 
in bank bill investments, or used to repurchase bonds from existing investors.  
Assuming the funds are invested in Treasury note securities or used to repurchase 
the maturing bonds, this method minimises refinancing risk and provides directors 
with certainty regarding their ability to repay the maturing debt. 

77 Table 1 above demonstrates that firms that are very similar to CitiPower and 
Powercor Australia regularly use the Completion Method to manage refinancing risk.  
I consider that the Completion Method is an effective means of managing refinancing 
risk. 

4.3 Commitment Method 

78 I define the commitment method as involving the firm negotiating a bond issue with 
investors that includes a commitment to purchase the bonds at either an agreed rate 
or the market rate on the issue date, pursuant to an agreement that is documented 
and executed at least three months prior to the issue date (Commitment Method).  
As with all methods to manage refinancing risk to a prudent extent, the forward 
commitment needs to be legally binding and the terms of the agreement such that 
funds are received by the borrower regardless of the financial, political or market 
conditions, the financial or operational status of the borrower and the credit rating of 
the borrower.  

79 In my experience, the Commitment Method is rarely used in Australian capital 
markets.   

80 Such transactions are more frequent in the United States Private Placement market 
where investors typically require opportunity cost compensation of between 5 and 7 
bps per month in yield terms.          

                  
     

             
               s 

               
      

81 Although this method is uncommon in Australian capital markets transactions, I 
consider that it is potentially an effective means of managing refinancing risk. 
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4.4 Other potential methods 

4.4.1 Management of Maturity Dates 

82 As discussed above, I consider that a firm would manage long-term liquidity risk by a 
combination of strategies including diversifying its debt maturity dates to reduce 
refinancing risk.  For the purposes of determining the WACC parameters and other 
debt costs in the Draft Determination, I understand that the AER assumed that the 
firm issues 1/10th of its debt each year.  However, I consider that this strategy in 
isolation is not sufficient to manage refinancing risk to the extent that would be 
undertaken by a prudent firm. 

4.4.2 Cash Reserves 

83 While most firms carry cash reserves, they seek to limit the amount of such reserves 
because the cost of carrying the cash reserve is effectively the firm's WACC rate less 
a cash investment return rate.  Firms typically seek to minimise the amount of such 
cash reserves they hold to levels required for management of day-to-day liquidity 
and/or short-term crisis events.   

84 I consider that holding large cash reserves could be a possible way for a firm to 
manage refinancing risk.  However, this method is not adopted by firms in practice 
due to its high costs, as I explain in section 5.3 below.  

4.4.3 Committed Bank Loan Facility 

85 Short term working capital facilities are typically utilised by firms to manage both day-
to-day liquidity and short-term crisis event funding requirements.  Working capital 
facilities normally have restrictions on the use of funds and restrictions on the period 
during which they may be drawn, to ensure the firm uses the facility purely for working 
capital purposes.  I consider that it is unlikely that a firm would be able to use working 
capital facilities to manage refinancing risk unless this was contemplated at the outset 
and written into the facility. 

86 If a firm sought to utilise a working capital facility to manage its refinancing risk, it 
would also need to extend the size of the facility by the amount of maturing debt.  
This would ensure that the firm continues to have a sufficient facility available to 
manage all future day-to-day liquidity and short-term crisis event and/or refinancing 
funding requirements.   

              
       

             
           

               
            d 
               
           

            
 

88 I consider that one option that would be available to a prudent firm to manage its 
refinancing risk would be to establish a committed bank loan facility specifically for the 
purpose of managing the refinancing risk associated with a maturing capital market 
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bond (Committed Bank Loan Facility).  As with all prudent methods to manage 
refinancing risk, the Committed Bank Loan Facility would need to need have terms 
and conditions to ensure that funds are received by the borrower regardless of the 
financial, political or market conditions, the financial or operational status of the 
borrower and the credit rating of the borrower on the maturity date.  

89 The Committed Bank Loan Facility would need to have commencement and expiry 
dates that cover potential refinancing risk associated with a capital markets bond 
issue.  The appropriate commencement and expiry dates may differ depending on the 
firm's circumstances.  However, to manage refinancing risk to a prudent extent, I 
consider that a firm would require the committed facility to commence at least three 
months prior to the maturity date and to expire no earlier than six months after the 
maturity date.  The loan facility would need to extend at least six months after the 
maturity date to manage the risk that events outside the firm's control will restrict 
access to credit markets at the maturity date (for example, as occurred during the 
global financial crisis) with the result that the firm will need to wait for the markets to 
settle before it can refinance its debt.  If the refinancing is successful at the debt 
maturity date, the Committed Bank Loan Facility would be terminated by the firm at 
the debt maturity date. 

90 I consider that such a Committed Bank Loan Facility would be an effective means of 
managing refinancing risk. 

91 Accordingly,  I consider that the following methods could be effective means of 
managing refinancing risk to a prudent extent: 

91.1 Completion Method; 

91.2 Commitment Method; 

91.3 use of cash reserves; and 

91.4 a Committed Bank Loan Facility. 

92 For the reasons I explain above, I do not consider that the Underwriting Method would 
be adopted to manage refinancing risk on Australian capital markets debt. 

5. Which of these methods of managing refinancing risk is the most 
efficient? 

93 I have supervised the preparation of calculations of the costs of implementing each of 
the methods that I consider a prudent firm could adopt to manage refinancing risk.  
Those calculations are set out in this section 5.  In this section 5, I also set out my 
conclusion on which of those methods is the most efficient (ie lowest cost). 

94 The calculations in this section 5 are based on the following parameters that applied 
during the averaging period that the AER used in the Draft Determination: 

Assumptions Value 

New bond issue  

10 year Government rate 5.65% pa 

AER debt risk premium 3.25% pa 



 

119476723 19
 

Assumptions Value 

Deposit   

3-month BBSW (3-month BBSW in Averaging Period) 4.2788% pa 

3-month BBB+ rated yield (BBSW + 50 bps)  4.7788% pa 

Other   

Averaging Period 1 March to 19 March 2010 

Volume (assumption) $100m  

Table 4:  Assumptions for cost calculations 

95 These calculations need to be updated by the AER using CitiPower and Powercor 
Australia's agreed averaging period prior to the AER's impending final distribution 
determinations (Final Determination).  I do not expect that any changes in 
parameters between the Draft Determination and Final Determination averaging 
periods will change my conclusion on which method is the most efficient. 

5.1 Completion Method 

96 Under the Completion Method, the firm will receive the full issue proceeds at least 
three months prior to the maturity date of its current debt.  I consider that a prudent 
firm would invest the funds during that three month period in risk free Treasury note 
securities or bank bill investments, or use the funds to repurchase bonds from 
existing investors.  Investing in bank bill securities will have a higher risk than 
investing in Treasury notes.   

97 For the purposes of the calculations below, I have assumed that the firm would either 
invest all of the funds in bank bills (Method 1) or invest a proportion of the funds in 
bank bills and use the remaining funds to repurchase existing bonds (Method 2).  
These calculations are therefore conservative in that they will result in a lower cost 
than if the firm took the least-risk approach of investing all of the funds in Treasury 
notes. 

98 The calculations set out in Tables 5 and 6 below have been extracted from the PwC 
Report5 and I have updated them to use the interest rate assumptions set out in 
Table 4. 

Calculation element Upfront cash cost for 
$100m ($m) 

Upfront cost (bps) Yield equiv (bppa) 

Method 1:  Interest Income (invested in bank credit risk): Interest income received from investment in bank 
deposit or bank accepted bills at the Bank Bill Swap Rate (BBSW) for 3 months 

3 month interest cost on 
new bond 

2.225 223 35.7 

BBSW interest income (1.070) (107) (17.2) 

Total cost if invested in 
BBSW and no 
redemption / buy back 

1.155 116 18.5 

Table 5:  Completion Method 1 cost 

                                                  
5 PricewaterhouseCoopers, ETSA Utilities:  Distribution network service provider refinancing costs:  Final Report, 
February 2010, p14. 
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Percentage bought 
back / redeemed 

0% 25% 50% 75% 100% 

Method 2:  Partial buy-back of maturing bonds and Interest Income (invested in bank credit risk): Buy-back at 
BBSW for 3 months plus 50 bps and interest income received from investment in bank deposit or bank 
accepted bills at BBSW for 3 months 

3 month interest 
cost on new 
bond 

2.225 2.225 2.225 2.225 2.225 

less bond buy-
back 

- (0.299) (0.597) (0.896) (1.195) 

less investment 
in bank bill risk 

(1.070) (0.802) (0.535) (0.267) - 

Upfront cash cost for 
$100m ($m) 

1.155 1.124 1.093 1.062 1.030 

Yield equiv (bppa) 18.5 18.0 17.5 17.0 16.5 

Table 6:  Completion Method 2 cost 

5.2 Commitment Method 

99 In the Draft Determination, the AER disagrees with the approach taken by PwC in the 
PwC Report of including the opportunity cost of the bond buyer in its calculations of 
the cost of the Commitment Method. 

100 I have reviewed the PwC Report and consider that the approach in the PwC Report is 
consistent with my expectations of investor requirements for domestic and 
international debt issues.  

101 First, committing to buy a 10 year corporate bond in three months time gives an 
investor exposure to default risk from that issuer for 10 years and three months time.  
This is true even though no cash changes hands for three months.  For this reason, a 
party committing to buy a 10 year bond in three months will, in my experience, require 
a premium interest rate compared to simply buying a 10 year bond on the day it is 
issued. 

102 Secondly, it is contrary to my financial markets experience to suggest that investors 
are willing to give away forward curve benefits as a result of their preference to invest 
immediately.  Funding opportunity costs/benefits are factored into all financial market 
forward curves, demonstrating that there is no bias as a result of investor or market 
participant preferences.  Financial market practices are such that the funding 
opportunity cost/benefits provided by forward start pricing is generally accepted and 
hence the forward curves reflect such opportunities.  Accordingly, it is my view that 
investors do require to be compensated for the delay between the commitment and 
the execution regardless of their preferences, particularly given that they have 
alternatives reflecting forward curve pricing available to them. 

103 The Draft Determination suggested that investors may not seek opportunity cost 
compensation if their preference is to lock into pricing and volume certainty in 
advance of the debt maturity. This assumption is also contrary to my expectations of 
debt issues.  Investors have alternatives that provide them with higher returns, ie 
alternatives that provide the opportunity cost return to investors.  An investor has the 
opportunity to purchase various corporate bonds in either the secondary or primary 
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markets at current yields (inclusive of the 10 year credit margin) utilising their cash 
reserves and/or short term borrowed funds to fund the purchase.   

104 Accordingly, the investor need not wait for three months to receive the maturing debt 
funds to purchase a 10 year bond if its preference is to lock into debt immediately.  
On receipt of the maturing debt funds, the investor is then able to repay the short term 
borrowing or their cash reserves pool.  The result to the investor is such that the 
investor immediately earns the credit margin over and above their short term cash 
investment or borrowing rate.   

105 I consider that the AER's view that investors do not require compensation is also 
inconsistent with the fact that the Commitment Method is rarely used in Australia.  If 
investors did not require compensation for opportunity costs then this method would 
be significantly cheaper than the Completion Method and market evidence should 
show that most comparable firms use the Commitment Method in practice.  However, 
that is the opposite of what occurs in the market, as demonstrated by Table 1 which 
shows that a large number of comparable firms have adopted the Completion Method 
in the last 12-18 months. 

106            
                 

              
             

              
            

               
            

107 Table 7 sets out my calculation of the costs of the Commitment Method, including 
forgone interest income arising from the three months delayed settlement. 

Calculation element 
Upfront cash cost for 

$100m ($m) Upfront cost (bps) Yield equiv (bppa) 

The investor’s alternative is to invest in 10 year bonds and borrow the funds or use cash reserves.  The 
committed investment 3 months forward therefore requires the investor to be compensated for the opportunity 
cost as calculated below.  

3 month interest revenue on 
new bond foregone  

(2.225) (223) (35.7) 

BBSW funds invested by the 
investor  

1.070 107 17.2 

Opportunity Cost to the investor 
for the forward start 

(1.155) (116) (18.5) 

Table 7:  Commitment Method cost 

5.3 Cash reserves 

108 Table 8 sets out the cost of utilising cash reserves to manage the refinancing risk, 
and compares it to the Completion Method and the Commitment Method.  

109 Table 8 shows that the use of cash reserves is significantly more expensive than the 
Completion Method or the Commitment Method.  I consider that this higher cost 
explains why this method is unlikely to be adopted by a firm in practice to manage its 
refinancing risk. 
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Calculation element 
Upfront cash cost for 

$100m ($m) Upfront cost (bps) Yield equiv (bppa) 

The firm retains cash reserves that are invested in 3-month bank bills at the BBSW.  

3 month interest cost on cash 
reserves at the firm's WACC  

2.420 242 38.8 

BBSW interest income (1.070) (107) (17.2) 

Net cost if invested in BBSW  1.350 135 21.6 

Comparison    

Completion Method 1: Total 
cost if invested in BBSW and no 
redemption / buy back 

1.155 116 18.5 

Commitment Method 1.155 116 18.5 

Table 8:  Cash reserves cost 

5.4 Committed Bank Loan Facility 

110 I wrote to two large Australian Banks and asked them to provide pricing for a 
Committed Bank Loan Facility.  The banks responses to me are annexed to my 
statement and marked Confidential Annexure JW13 and Confidential Annexure 
JW14.  The indicative pricing provided by these banks is set out in Table 9. 

111 Table 9 also includes the rating agency fee for the bank loan.  This cost is included 
because this bank loan is a separate documented transaction to the bond issue 
transaction and the cost will therefore be incurred in addition to the direct debt raising 
costs.  

    

   
  

  
  

  
 

  
   

         

       

       

       

    

       

     

     

     

    
    

   

   
    

      

     

     

     

    

Table 9:  Committed Bank Loan Facility indicative pricing from banks 

112 Table 10 provides the estimated cost of the Committed Bank Loan Facility method for 
managing refinancing risk.   
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113                 
                  

               

Calculation element 
Upfront establishment 

Fee $100m ($m) Upfront cost (bps) Yield equiv (bppa) 

The firm enters into a Committed Bank Loan for a period of 9 months commencing 3 months prior to the debt 
maturity date. The firm pays the upfront establishment fee and the commitment fee to the bank. Assuming a 
successful refinancing at the debt maturity date, the Committed Bank Loan Facility is terminated on that date.    

Average Establishment Fee of 
59 bps 

0.590 59 9.5 

3-month Commitment Fee at 
73.4 bps 

0.184 18 0.3 

Total Cost of Committed Loan 
Facility  

0.774 77 12.5 

Table 10:  Committed Bank Loan Facility cost 

114 I note that the use of a Committed Bank Loan Facility would result in additional legal 
expenses and use of internal and bank resources.  Committed Bank Loan Facilities 
would need to be established each year to manage refinancing risk as each tranche 
of existing debt matures.  I believe that the additional time and resources required to 
negotiate a Committed Bank Loan Facility for each debt refinancing is an inefficient 
use of resources and will result in additional costs that are not included in Table 10.   

115 In addition, the firm's relationships with its banks would be stretched due to the fact 
that this method involves the firm establishing a nine month loan facility and then 
terminating that facility after three months if the refinancing is successful on the 
maturity date.  If the facility was not terminated early in this manner, the costs would 
be far higher than set out in Table 10. 

116 Accordingly, I consider that a prudent firm is unlikely to adopt the Committed Bank 
Loan Facility as its sole method of managing refinancing risk. 

5.5 Summary of costs of each method 

117 Table 11 provides a summary of the costs of the methods that are available to a firm 
to manage its refinancing risk to a prudent extent.  

Method 
Upfront cash cost 

for $100m ($m) Upfront cost (bps) Yield equiv (bppa) 

Completion Method 1: Total cost if 
invested in BBSW and no redemption / 
buy back 

1.155 116 18.5 

Completion Method 2:  A proportion of 
funds used to buy-back bonds and the 
remainder invested in BBSW 

1.030-1.155 103-116 16.5-18.5 

Committed Method: Forward Start 
premium required by investors 

1.155 116 18.5 

Cash Reserves: cash invested in 
BBSW 

1.350 135 21.6 
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Method 
Upfront cash cost 

for $100m ($m) Upfront cost (bps) Yield equiv (bppa) 

Committed Loan Facility: 9 month bank 
loan facility terminated after 3 months  

0.774 77 12.5 

Table 11:  Comparison of methods that are available to manage refinancing risk 

118 This table demonstrates that the Committed Bank Loan Facility based on the 
indicative pricing I received from two Australian Banks is the cheapest method for a 
firm to manage refinancing risk to a prudent extent.  However, as discussed in 
section 5.4, I believe that the additional time and resources and the resulting strain on 
the firm's relationship with its banks means that this method will result in additional 
costs and a prudent firm is unlikely to adopt the Committed Bank Loan Facility as its 
sole method of managing refinancing risk. 

119 The fact that a number of close comparators to CitiPower and Powercor Australia use 
the Completion Method, as demonstrated in Table 1, supports my view that it is an 
appropriate method of managing refinancing risk and that its costs are efficient.  I also 
note that the costs of the Commitment Method and the two variations of the 
Completion Method are very similar. 

 

DATED:   19 August 2010 

 

…………………………………… 
Julie Marie Williams  






















































































































































































