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WACC — the key elements
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The risk reduchionNereE i

les have
ractive level

s the businesses to
ontrol

IS wrong, there is the
to help out

actual capex removes the risk of

placed regardless of any life remaining on
the economic life, or if there is a high failure
 then

opose/respond model effectively used allows the
5iness to maximise opex and capex, regardless of ability
0 pay — see the NSW draft decisions

Service standards are reduced to allow for capex programs

Payment for service is effectively guaranteed \
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The competitive werdraneNAEe
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The RER anc ViR

CC view that

On matching regulatory

et evidence that the MRP varies
N time.

as been about 6% over the long haul,
ce shows that the premium has fallen in
Imes, although in the last 2-3 years as the
et overheated, it was higher than the average

~ There is no doubt that currently it is negative
The MEU considers that 6% is still too conservative as

a reasonable period recent average
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Geaning

Gearing?

Regulated Business

Public ownership

Lld Government Fowierlink G2%
Ergon E9%
Energex 2%
MW government | TransGrid SE%
_ountry Energy 253%
EnergyAustralia 7 2%
Integral Energy GE%
Tas government Transend 225%
Aurors T0%

Private ownership
Electricity

=F Ausnet (FowerMet, Vic east DE, gas) oY
=park  Infrastructure (ETSA, Powercor, | 24%

Citipower)

ElectraMet {41% owned by Powerlink) Q5913
DUET (66% United Energy, gas) 7 9%
CitySpring (Basslink) 52%
APT (Murraylink, Directlink, gas ) 7 5%
Envestra 91 %
Jemena (Singapore Fower) =%
EE&E Infrastructure S
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EQuIity eta

and much of

2 correct long term
in 2007

1 that 0.8 was the best value
out on the basis of regulatory

0.8 Is conservative, but has been
cent events as regulated businesses are
narket as highly geared.

otional business is geared at 60% debt — lower
e actual gearing — and a lower equity beta value
IS more reflective of the lower gearing

~ Deep and long term analysis shows 0.7 is more typical
of utilities’ risks




orks argue a higher
der gamma should be low

ade in the Australian market,
ind benefits

5 know what occurs and still invest
y can’'t access the imputation credits

s agamma of 1.0 should apply across the

a = 1.0 should apply to the government owned
Jusinesses, as to do otherwise is just an increase in tax
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Crediiamne

J (~80%) like
nergyAustralia) have
ets the credit rating, but the
be repaid, that determines it
sses have a very high certainty of

a product that has low elasticity of

e seeing a low credit rating of A-?
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Compounding conseRailsii

edit rating

an 0.85)
Mominal
Farameters | % debt | DREP e MEF | % eguity | RFRE WYWALT
AER B0% 2% 1 b % 40% b % 5bB%

AER +10% 54 % 2. 2% 1.1 b.b% 4h% b % 10.5%
AER - 10% bb % 1.6% 0.9 5.5% 34 % b % 0.0%

WEL J0% 0.7 5.5% 0% b % 0.2%

that a 10% increase in each of the
eads to a 25% increase in the premium

ue to build conservatism at each element?
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A View firom the VesieoNiere
Sense on
an 15 Dec 08)

1 WACC will:

able generators

arket needs

ble for investment in ageing

ules generators negotiate for connection
NACC would imply lower connection costs

NSPs have recently cited an increased need
)me $18 Bn) for funds from the financial markets, but
ave not raised any concern about accessing funds

8.6% WACC with a guarantee of revenue and a very low
Investment risk, is way better than 8% WACC and fierce

competition




IS Infrastructure ImVestneEnNIElie

StUltfnes?

t RAB has
3S

TNSP Allowed capex/IRAB at each reset “claimed
First reset Second reset Third reset

TransGrid (NSYY) 46 40 62"

SPA (Vic) 26 40

FPowerLink {Qld) 46 60

ElectraMet [SA) 43 48

Transend (Tas) 56 69"

e WACC used to date has
3Sive Investment — maybe too much!

5 have been made (eg NSW DBs) that imply
guity has to be raised (from a government that
ut back on investment?), so the cash must be
Increased debt
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JComparerieNeiis

les (volume and cash)

eed revenue, low elasticity
>mand

apex increased

Opex increased

w dividend | High WACC slightly reduced

e would you invest?
3anks have the funds — they are just wary

of where they invest
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Conclusions

already low but

Urther
uced then but, If

d some of the glaring
persists in using values which
ve

toric evidence that there has been a
stment in regulated businesses — If
g the trend iIs increasing investment

2 |S No evidence that investment in regulated
ities will reduce if the WACC reduces, despite
the observations from the fear-makers

Any regulated WACC above 8.6% will have a
chilling effect on downstream investments when

added to other energy imposts faced




