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EXPLANATORY
MEMORANDUM
AND NOTICE OF MEETING

SP AusNet’s Independent
Directors unanimously
recommend that you vote
in favour of each of the
Resolutions and approve
the Transaction.
This document is important and requires your immediate
attention. You should read this document in its entirety
before you decide how to vote in respect of the Resolutions.
If you have any questions in relation to the Resolutions,
the Transaction or the Meeting, please contact your legal,
investment or other professional adviser or telephone the
Securityholder Information Line on: 1300 360 670 (from
within Australia), +61 3 9415 4605 (from outside of
Australia) or 6733 8873 (from within Singapore).
This document is neither an offer to sell, nor a solicitation of
an offer to buy, securities, as those terms are deﬁned under
the US Securities Act.

Date of Meeting
11 December 2007
Time of Meeting
10.00am (Melbourne time)
Location
The Auditorium
Melbourne Exhibition Centre
2 Clarendon Street
Southbank, Victoria, Australia

SP AusNet
SP Australia Networks (Distribution) Ltd
(ABN 37 108 788 245)
SP Australia Networks (Transmission) Ltd
(ABN 48 116 124 362)
SP Australia Networks (Finance) Trust
(ARSN 116 783 914), the responsible entity
of which is SP Australia Networks (RE) Ltd
(ABN 46 109 977 371) AFSL No. 294117

IMPORTANT INFORMATION
1.1. READ THIS EXPLANATORY MEMORANDUM AND NOTICE OF MEETING
This Explanatory Memorandum and Notice of Meeting is important. You should read it in its entirety before deciding how to vote on the Resolutions. If
you are in doubt as to what you should do, you should consult your legal, investment or other professional adviser immediately.

1.2. YOUR INVESTMENT DECISIONS
This Explanatory Memorandum and Notice of Meeting is intended for SP AusNet Securityholders collectively and does not take into account your
individual objectives, ﬁnancial situation and needs. If you are in any doubt about what you should do, you should seek independent advice before
making any investment decision in relation to the Securities.

1.3. RESPONSIBILITY FOR INFORMATION
This Explanatory Memorandum and Notice of Meeting has been prepared by SP AusNet. SP AusNet does not assume responsibility for the accuracy
and completeness of the Independent Expert’s Report, the Investigating Accountant’s Report on Historical and Pro Forma Historical Financial Information
or the Investigating Accountant’s Report on the Director’s Forecasts and Financial Services Guide, except to the extent that any inaccuracy or
incompleteness in those documents that arises directly from the inaccuracy or incompleteness of information given to the Independent Expert or the
Investigating Accountants by SP AusNet.

1.4. ROLE OF ASIC AND ASX
A copy of this Explanatory Memorandum and Notice of Meeting has been examined by ASIC for the purposes of section 218 of the Corporations Act.
Neither ASIC nor any of its ofﬁcers take any responsibility for the contents of this Explanatory Memorandum and Notice of Meeting.
A copy of this Explanatory Memorandum and Notice of Meeting has been lodged with ASX. Neither ASX nor any of its ofﬁcers take any responsibility for
the contents of this Explanatory Memorandum and Notice of Meeting.

1.5. US SECURITYHOLDERS
This document is neither an offer to sell nor a solicitation of an offer to buy securities, as such terms are deﬁned under the US Securities Act.
None of the SEC, any US state securities commission or any other US regulatory authority has passed comment upon or endorsed the merits of the
Transaction or the accuracy, adequacy or completeness of this document. Any representation to the contrary is a criminal offence.

1.6. ISSUE OF SECURITIES - AUSTRALIAN AND SINGAPORE SECURITYHOLDERS
This document is not an offer to sell Securities. A combined Prospectus and PDS will be made available in Australia and an Offer Information Statement
will be made available in Singapore when the Securities that are the subject of the Entitlement Offer are offered. Eligible Securityholders who wish to
acquire Securities under the Entitlement Offer will need to follow the application procedures set out in the Prospectus and PDS or follow the application
procedures set out in the Offer Information Statement (as applicable). See section 2.6 of this document for further information on the proposed
Entitlement Offer.

1.7. FORWARD LOOKING STATEMENTS
Certain statements in this Explanatory Memorandum and Notice of Meeting are about the future, including forward looking statements relating to the
ﬁnancial position and strategy of SP AusNet. These forward looking statements are generally based on stated or implied assumptions. The assumptions
may prove to be incorrect and involve known and unknown risks, uncertainties and other important factors (including general economic conditions, the
regulatory environment and competitive pressures) that could cause the actual results, performance or achievements of SP AusNet to be materially
different from the future conduct, results, performance or achievements, expressed or implied by such statements. Deviations as to future conduct,
results, performance and achievements are both normal and to be expected.
None of SP AusNet, SPIAA, SPI or their respective ofﬁcers and advisers, or any other person, gives any representation, assurance or guarantee that the
occurrence of the events expressed or implied in any forward looking statements in this Explanatory Memorandum and Notice of Meeting will actually
occur. You are cautioned about relying on these forward looking statements.
The forward looking statements in this Explanatory Memorandum and Notice of Meeting reﬂect the views held only as at the date of this Explanatory
Memorandum and Notice of Meeting. Subject to the Corporations Act, the ASX Listing Rules and the SGX-ST Listing Manual, SP AusNet disclaims any
duty to update the statements other than with respect to information that it becomes aware of prior to the Meeting which is material to the making of a
decision by a Securityholder regarding whether or not to vote in favour of the Resolutions.

1.8. DEFINED TERMS AND INTERPRETATION
Terms used in this Explanatory Memorandum and Notice of Meeting are deﬁned in the Glossary in section 11 of this document.

1.9. ROUNDING
Any discrepancies between totals in tables and sums of components in tables in this Explanatory Memorandum and Notice of Meeting and between
those ﬁgures and ﬁgures referred to in other parts of this document are due to rounding.

1.10 DATE
This Explanatory Memorandum and Notice of Meeting is dated 5 November 2007.

DIRECTORS’ LETTER
5 November 2007
Dear SP AusNet Securityholder,
On 20 September 2007, SP AusNet’s Board announced the proposed acquisition of certain assets and businesses (Transaction) from our 51% Securityholder,
Singapore Power International Pte Ltd (SPI). These assets and businesses (Acquired Businesses) were purchased by SPI as part of its joint acquisition of
Alinta with Babcock & Brown in August 2007. SPI has made this offer of the Acquired Businesses to SP AusNet pursuant to SPI’s intention, expressed at the
time of SP AusNet’s IPO in December 2005, to invest through SP AusNet in electricity and gas transmission and distribution growth opportunities in Australia
and New Zealand.
As the Acquired Businesses are therefore being acquired from a related party, an extraordinary general meeting is to be held on 11 December 2007 to seek
your approval of this Transaction. Only those SP AusNet Securityholders who are not associates of SPI are eligible to vote on the resolution to approve the
proposed Transaction.
Approval is also being sought at the meeting for the issue of further Securities to fund the proposed acquisition, amendments to the management services
arrangements and certain other resolutions relevant to the Transaction. In regard to the issue of further Securities, the issue price of the Securities is important.
After having considered all relevant factors, the Board has decided that it will not issue New Securities at an issue price of less than $1.10. The Board will
make a decision on the ﬁnal issue price based on the Board’s assessment of the interests of SP AusNet and its Securityholders at the time. If the Board is not
satisﬁed with the issue price, it will not complete the issue of Securities.
Under the terms of the Transaction, SP AusNet proposes to purchase the interests and rights in the Acquired Businesses for the Acquisition Cost of approximately
$8,322 million. This is the same price as was paid for those businesses by SPI (adjusted for SPI’s recoverable costs, SP AusNet’s transaction costs (excluding
capital raising costs) and stamp duty). A detailed explanation of the Transaction is set out in section 2 of this Explanatory Memorandum.
The Transaction has been assessed by an Independent Expert, Grant Samuel, as being fair and reasonable to the Non-associated Securityholders of
SP AusNet, and therefore in the best interests of those Securityholders. A copy of the Independent Expert’s Report is contained in Appendix A of this
Explanatory Memorandum.
The expected long term beneﬁts of the Transaction provide the Board with the conﬁdence to increase distributions. If approved by SP AusNet Securityholders,
the Transaction is expected to be distributions accretive and have a positive impact for Securityholders.
The Transaction also provides SP AusNet with a complementary suite of high quality assets and provides access to new capabilities and enhanced opportunities
for growth through asset expansion, increased energy demand and the provision of asset management services.
Your Independent Directors have unanimously recommended that you vote in favour of each of the Resolutions and approve the Transaction. All of the directors
of SP AusNet believe the Transaction is in the best interests of SP AusNet and Securityholders.
This document contains important information that will assist you in making a decision about how to vote on the Resolutions at the Meeting to be held on
11 December 2007, and we urge you to take the time to read it carefully and in its entirety.
It is important that you cast your vote, either by attending the Meeting in person or by completing the proxy form or Voting Instruction Form (if your Securities
are listed on SGX-ST and deposited with CDP) which accompany this Explanatory Memorandum and Notice of Meeting.
If you require any further information, please call the Securityholder Information Line on 1300 360 670 (from within Australia), +61 3 9415 4605 (from outside
of Australia) or 6733 8873 (from within Singapore) or consult your legal, ﬁnancial or other professional adviser.

Ng Kee Choe
Chairman,
SP AusNet
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Ian Renard
Chairman, Independent Directors’ Committee
SP AusNet
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IMPORTANT DATES AND TIMES
FOR MEETING AND TRANSACTION
DATE AND TIME

EVENT

5 November 2007

Date of Notice of Meeting and Explanatory Memorandum

5.00pm (Singapore time),
5 December 2007

If your Securities are listed on SGX-ST and deposited with CDP: Last date and time for the completed
Voting Instruction Form to be received by CDP

10.00am, 9 December 2007

Last date and time for lodgement of proxy forms
Time and date for determining eligibility to vote at the Meeting

10.00am, 11 December 2007

Time and date for the Meeting

21 December 2007

Expected Completion of the Transaction

IMPORTANT DATES AND TIMES
FOR FUNDRAISING (IF THE
TRANSACTION IS APPROVED
BY SECURITYHOLDERS)
DATE

EVENT

11 December 2007

Commence Entitlement Offer for eligible institutional investors

13 December 2007

Record date for Entitlement Offer
Close Entitlement Offer for eligible institutional investors
Institutional Placement conducted for eligible institutional investors

14 December 2007

Security price for Entitlement Offer announced
Entitlement Offer for eligible retail Securityholders opens

20 December 2007

Subscription moneys for Institutional Placement and eligible retail Securityholders who participate in
ﬁrst allotment due

21 December 2007

Allot New Securities under Institutional Placement and ﬁrst allotment under the Entitlement Offer

8 February 2008

Entitlement Offer closes

14 February 2008

Final allotment under Entitlement Offer

All times and dates referenced are Melbourne, Victoria, Australia times, unless otherwise indicated. The above timetables are indicative only.
SP AusNet has the right, in its sole discretion, to vary any or all of these times as permitted under the Corporations Act and ASX Listing Rules.
Any changes to the above timetables will be published on SP AusNet’s website (www.sp-ausnet.com.au), announced to ASX and available on
the ASX website (www.asx.com.au) and announced through SGXNET and available on the SGX-ST website (www.sgx.com).
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OVERVIEW OF THE TRANSACTION
Businesses
to be acquired

– The businesses to be acquired by SP AusNet include
regulated electricity and gas distribution infrastructure,
contracted gas transmission pipelines, and an asset
management business (Acquired Businesses).
– Upon completion of the Transaction, SP AusNet will
acquire these businesses from Singapore Power
International (SPI).

See sections 2 and 5 for
further details

– As a result of the Transaction, SP AusNet will be the
largest energy infrastructure business in Australia.
– The Acquisition Cost to SP AusNet for the Acquired
Businesses is approximately $8,322 million.

Consideration

– The Acquisition Cost to be paid by SP AusNet for these
businesses is the same price that SPI paid to Alinta
shareholders (adjusted for SPI’s Recoverable Costs,
SP AusNet’s transaction costs (excluding capital raising
costs) and stamp duty).

See section 2.5 for further details

– If approved by Securityholders, the purchase of the
Acquired Businesses will be funded via a combination
of debt and equity.
– It is expected that eligible Securityholders will have
the opportunity to participate in a non-renounceable
Entitlement Offer and eligible institutional investors will
have the opportunity to participate in an Institutional
Placement.

Funding

– SPI intends to fully subscribe for its pro rata
entitlement under the Entitlement Offer and to
subscribe for 51% of Securities offered under the
Institutional Placement.

See sections 2.6, 10.6, 10.7
and 10.8 for further details

– SP AusNet intends to enter into an underwriting
agreement with Morgan Stanley Australia Securities
Limited, Goldman Sachs JBWere Pty Ltd and UBS
AG, Australia Branch to underwrite the Institutional
Placement and the institutional component of the
Entitlement Offer.
– SP AusNet has debt ﬁnancing commitments in
place for a $2,500 million Syndicated Facility and a
12 month $3,700 million Bridge Facility.
– As noted in the Directors’ Letter, the Board has
decided that it will not issue New Securities at an issue
price of less than $1.10 per Security.

Management structure

iv

– The existing management services arrangements
between SP AusNet and SPIMS (a subsidiary of SPI)
will be expanded to include the Acquired Businesses.
This will result in signiﬁcant additional responsibilities.
As a result there will be an increase in the fees
payable by SP AusNet to SPIMS.

See section 6.8 for further details

Impact on distributions

– The expected long-term beneﬁts of the Transaction
provide the Board of SP AusNet with the conﬁdence
to increase distributions per Security.

See page viii and section 6.4
for further details

Strategic and
operational impact

– The Transaction will provide SP AusNet with larger and
more diverse revenue streams and a broader business
with which to further pursue growth opportunities.

See section 6 for further details

Independent Expert

– The Independent Expert, Grant Samuel, has concluded
that the Transaction is fair and reasonable to the
Non-associated Securityholders of SP AusNet and
therefore in the best interests of those Securityholders.

See Appendix A for further details

Risks

– Securityholders should note that there are risks
and potential disadvantages associated with the
Transaction. These risks and potential disadvantages
should be carefully considered by all Securityholders.

See section 9 for further details

– The Board’s decision to purchase the Acquired
Businesses from SPI was made following advice
from an Independent Directors’ Committee.

Independent Directors’
Recommendation

– The Independent Directors’ Committee, supported
by analysis from its external advisers, unanimously
recommended to the Board that a full purchase of
the Acquired Businesses be pursued by SP AusNet
on the basis of strategic ﬁt and a fair and reasonable
acquisition price.

See section 2.9 for further details

– Your Independent Directors unanimously recommend
that you vote in favour of each of the Resolutions and
approve the Transaction.
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WHY YOU SHOULD VOTE IN
FAVOUR OF THE TRANSACTION
1. POSITIVE IMPACT FOR SECURITYHOLDERS
The expected long-term beneﬁts of the Transaction provide
the Board of SP AusNet with the conﬁdence to increase
distributions per Security.
2. COMPLEMENTARY SUITE OF HIGH QUALITY ASSETS
The Transaction provides a unique opportunity to acquire a
suite of high quality assets which complement SP AusNet’s
existing business by providing additional regulated, contracted
and unregulated cash ﬂows and scope for further growth.
3. ACCESS TO NEW CAPABILITIES AND SKILLED RESOURCES
The addition of gas transmission assets to SP AusNet’s
existing portfolio provides a signiﬁcant opportunity to build and
leverage a new capability. Combining people and resources
across the eastern states of Australia will help to ensure
SP AusNet is in a strong position to develop and grow through
enhanced asset management capabilities.
4. GEOGRAPHIC EXPANSION BEYOND VICTORIA
The Transaction will result in SP AusNet expanding its
operations outside of Victoria into New South Wales,
Queensland, the Australian Capital Territory and Tasmania.
5. INCREASED REVENUE DIVERSIFICATION
The Transaction will result in SP AusNet broadening its
sources of revenue – moving from a portfolio consisting
of predominantly regulated revenues to a mix of regulated
revenues, long-term contracted revenues and other
unregulated revenues.
FOR THESE BENEFITS TO BE REALISED, THE TRANSACTION
MUST BE APPROVED BY SECURITYHOLDERS.

vi

6. ENHANCED GROWTH OPPORTUNITIES
The Transaction is expected to provide SP AusNet with
enhanced growth opportunities through investment in the
expansion of the new asset portfolio, increased volumes
through gas transmission pipelines and growth in demand
for the provision of infrastructure services.
7. SYNERGY BENEFITS
The addition of the Acquired Businesses is expected to
result in Transaction synergy beneﬁts for SP AusNet, as
administrative costs are spread over a greater asset pool
and the operations become more efﬁcient.
8. THE INDEPENDENT EXPERT HAS ASSESSED THE
PROPOSED TRANSACTION TO BE FAIR AND REASONABLE
The Independent Expert, Grant Samuel, has assessed the
proposed Transaction to be fair and reasonable to the
Non-associated Securityholders, and therefore in the best
interests of those Securityholders.
9. THE ACQUISITION COST IS IN THE RANGE OF
COMPARABLE TRANSACTIONS
The Acquisition Cost of approximately $8,322 million is
comparable to recent infrastructure acquisitions in Australia.
10. YOUR INDEPENDENT DIRECTORS UNANIMOUSLY
RECOMMEND YOU VOTE IN FAVOUR OF THE
PROPOSED TRANSACTION
The Transaction has been carefully considered by a
committee of Independent Directors, supported by analysis
from its external advisers. The Independent Directors have
unanimously recommended to the Board that a full acquisition
of the assets be pursued by SP AusNet on the basis of
strategic ﬁt and a fair and reasonable acquisition price.
YOUR VOTE IS IMPORTANT.
The Transaction also carries potential disadvantages and risks.
You should read section 9 of this document carefully.
SP AUSNET EXPLANATORY MEMORANDUM
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POSITIVE IMPACT
FOR SECURITYHOLDERS

The expected long-term beneﬁts of the Transaction provide the Board of SP AusNet with
the conﬁdence to increase distributions per Security
IMPACT ON DISTRIBUTIONS

The Board of SP AusNet expects to approve a distribution per Security (DPS) of 12.1c for 2009 FY,
which results in:
– DPS accretion of 2.5%* on Existing SP AusNet 2009 FY DPS of 11.8c
– An implied distribution yield of 10.1%** which is higher than the average trading yield of 8.3%
for the 12 months ended 31 October 2007
– 59% of which is expected to be tax deferred for Australian investors
13.0
12.5
Cents per Security

12.1
12.0
11.6
11.5

11.3
11.8

11.0
10.5
10.0

2009 FY
ACCRETION
OF 2.5%

11.3

FY2007A
Existing SP AusNet

11.6

FY2008E

FY2009E
New SP AusNet*

IMPACT ON FREE CASH FLOWS

–
–

Free cash ﬂow per Security after synergies is expected to be accretive by 0.6% and 7.4%
in 2009 FY (including and excluding one-off synergy implementation costs,*** respectively)
This accretion is supported by the higher growth rate and lower capital intensity of the
Acquired Businesses, as displayed below:
EBITDA YEAR ON YEAR GROWTH

2008E

2009E

Existing SP AusNet Group

3.4%

3.6%

New SP AusNet Group

11.3%

8.8%

CAPEX/EBITDA RATIO

2008E

2009E

Existing SP AusNet Group

60.8%

62.4%

New SP AusNet Group

52.7%

53.8%

IMPACT ON EARNINGS

–

The Transaction is expected to be earnings per Security after synergies dilutive by 33% and
24% in 2009 FY (including and excluding one-off synergy implementation costs,*** respectively)

* For further detail see Figure 2.4.3.
** Based on a New Security offer price of $1.20.
*** Free cash ﬂow one-off synergy implementation costs are $36.2m (operational and capital). Earnings per Security one-off synergy implementation costs are
$20.4m (operational).
The forward looking statements made above are based on the forecast ﬁnancial information included in section 8 of this document. The forecast ﬁnancial
information is subject to risks and uncertainties. There can be no guarantee or assurance that the forecasts will be achieved and actual results may vary
signiﬁcantly from the forecasts. Similarly, the Directors can give no assurance regarding the amount and timing of the payment of distributions, the extent of
payout ratios or the composition of distributions or the material income tax considerations of distributions. The assumptions are discussed in section 8.5, and
an indication of the sensitivities of the forecasts to changes in those assumptions is discussed in section 8.9. Please refer to sections 7 and 8 for a detailed
discussion of the historical and forecast information respectively.

viii

2

COMPLEMENTARY SUITE
OF HIGH QUALITY ASSETS
The businesses to be acquired will complement SP AusNet’s existing portfolio of
high quality energy transmission and distribution assets, and comprise:
REGULATED DISTRIBUTION ASSETS

–
–

Regulated energy distribution networks in New South Wales (gas) and Victoria (electricity)
Investments in a regulated electricity distribution network in Victoria (34%) and regulated
electricity and gas networks in the Australian Capital Territory (50% of each)

CONTRACTED GAS TRANSMISSION PIPELINES

–

Strategically sited gas transmission pipelines in Victoria, New South Wales and Queensland
underpinned by long-term contracts

ASSET MANAGEMENT

–

An asset management business based in the eastern States of Australia, which services
the assets being acquired and also provides third party infrastructure services

These businesses are complementary to SP AusNet’s existing portfolio and are
expected to provide revenue upside underpinned by:
– Predictable cash ﬂows from regulated assets and long-term contracts
– Energy volume growth via gas transmission pipelines
– Potential growth from the provision of asset management services
EXISTING SP AUSNET GROUP

NEW SP AUSNET GROUP

REGULATED ASSETS

REGULATED ASSETS

–

SP AusNet electricity distribution (Vic)

–

SP AusNet electricity distribution (Vic)

–

SP AusNet gas distribution (Vic)

–

SP AusNet gas distribution (Vic)

–

SP AusNet electricity transmission (Vic)

–

SP AusNet electricity transmission (Vic)

–

Alinta Electricity Distribution (Vic)

–

United Energy Distribution (Vic) (34%)*

–

NSW Gas Distribution (NSW)

–

ActewAGL Distribution Partnership (ACT) (50%)
–

gas and electricity distribution and water
and waste water services

CONTRACTED GAS TRANSMISSION ASSETS

–

Queensland Gas Pipeline (QLD)

–

Eastern Gas Pipeline (Vic, NSW)

–

VicHub (Vic)

ASSET MANAGEMENT

–

Eastern States Asset Management**

* United Energy Distribution still to be acquired – subject to claimed pre-emptive right (see section 5.12).
** SPIAA has a 49% interest in AAM pending the receipt of relevant customer consents (see section 5.12). However, it is entitled to a revenue stream from
AAM associated with the east coast asset management business conducted by AAM.
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ACCESS TO NEW CAPABILITIES
AND SKILLED RESOURCES

Access to new capabilities
The addition of gas transmission businesses to SP AusNet’s existing portfolio will provide a
full suite of capabilities across both electricity and gas transmission and distribution assets

Electricity
Market

Competitive

Regulated Natural Monopoly Regulated Natural Monopolies

Generation/Production

Transmission

Distribution

Competitive

Retail

Gas
Market

Competitive

Regulated/Contracted

Regulated Natural Monopolies

Competitive

Access to additional skilled resources
Combined resources across the eastern states of Australia are expected to provide a key
strategic platform for SP AusNet to continue developing a competitively focused services
business. The Transaction will also provide access to additional skilled resources in a
constrained labour market:
Workforce (approximate)*
*

NEW SP AUSNET GROUP

1,200

2,700**

Does not include employees of SPIMS, which will number approximately 240 immediately post-Transaction.

** This ﬁgure includes employees of AAM (see section 5.12).

x
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GEOGRAPHIC EXPANSION
BEYOND VICTORIA
The Transaction will result in SP AusNet expanding its operations
from Victoria...
...to eastern Australia
– Victoria
– New South Wales
– Queensland
– Australian Capital Territory
– Tasmania
EXISTING SP AUSNET GROUP

NEW SP AUSNET GROUP
Rockhampton

Victoria

Gladstone
Melbourne

Queensland
Longford

Roma
Brisbane

New South Wales

Sydney
Victoria

EBITDA MIX

(5 months to 31 August 2007)

Longford

REVENUE MIX
OTHER (ACT, TAS) 2%

NSW 36%

VIC 100%

EBITDA MIX

(5 months to 31 August 2007)
QLD 2%

VIC 100%

Canberra

Melbourne

SP AusNet Electricity Distribution Network
SP AusNet Gas Distribution Network
SP AusNet Transmission Lines
Acquired Natural Gas Distribution Network
Acquired Electricity and Gas Distribution Network
Acquired Asset Management Business
Acquired Gas Transmission Pipeline

REVENUE MIX

ACT

QLD 1%

OTHER (ACT, TAS) 4%

NSW 35%

VIC 60%

VIC 60%

Geographic diversity is expected to deliver a number of operational beneﬁts to SP AusNet:
– Lowers impact of region speciﬁc economic conditions and events
– Provides access to higher-growth areas such as Queensland
– Allows redeployment of existing resources into third party asset management opportunities
across eastern Australia
SP AUSNET EXPLANATORY MEMORANDUM
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INCREASED REVENUE
DIVERSIFICATION

The Transaction is expected to result in SP AusNet broadening its sources of revenue
and moving from:
– a portfolio of mainly regulated revenues to a mix of regulated revenue, long-term contracted
revenue and other unregulated revenue
REVENUE MIX – EXISTING SP AUSNET GROUP
(5 months to 31 August 2007)
Unregulated revenue 10%

Regulated
revenue 90%

REVENUE MIX – NEW SP AUSNET GROUP*
(5 months to 31 August 2007)
Unregulated revenue 27%

Contracted
revenue 4%

Regulated
revenue 69%

Revenue diversity is expected to deliver a number of beneﬁts to SP AusNet
– Lowers the sensitivity of cash ﬂows to the performance of, or regulatory determination in
respect of, any one individual asset
– Increases long-term revenue certainty through increased contracted revenue which extends
beyond the period of regulatory decisions
– Provides an opportunity to grow group revenue beyond the regulated levels by participation
in non-regulated activities
– Improves diversity across regulatory determination periods
STAGGERED REGULATORY RESETS
2007 2008 2009 2010 2011 2012 2013 2014 2015
SP AusNet existing assets
– Electricity Transmission
– Electricity Distribution
– Gas Distribution
Businesses to be acquired
– Alinta Victorian Electricity Network
– United Energy Distribution
– ActewAGL Electricity Distribution Partnership
– NSW Gas Distribution Network
– ActewAGL Gas Distribution Partnership
Beginning of Reset Period
*

Assumes that both the 34.1% interest in United Energy Distribution and all of AAM are acquired and earnings for both received pending acquisition
(see section 5.12).
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ENHANCED GROWTH
OPPORTUNITIES
The addition of the Acquired Businesses is expected to provide SP AusNet with
enhanced growth potential via:
ONGOING INVESTMENT IN ASSET BASE

–
–
–

Rollout of advanced metering infrastructure and systems
Expansion of gas transmission pipeline assets
Investment in new asset types such as water infrastructure

ENERGY VOLUME GROWTH

Gas demand is expected to increase, resulting in higher use of gas transmission pipelines
in Queensland, and New South Wales, due to:
– Economic and population growth
– Increased penetration of gas
– Increase in gas appliances per household
– Potential for new electricity generation requirements to be met with gas ﬁred generation
SERVICE GROWTH

–
–

Services to third party infrastructure owners are expected to increase
Industry-wide expenditure on new infrastructure around Australia continues at heightened
levels amid record demand for skills and low unemployment

INDUSTRY-WIDE CONSTRUCTION AND
MAINTENANCE WORK BY CATEGORY*
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Gas Pipeline maintenance expenditure from 2005 onwards
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7 SYNERGY BENEFITS
The Transaction is expected to result in cost savings and synergy beneﬁts to SP AusNet
due to a number of factors, including the increased scale of assets managed by the asset
management business and reduction in full-time equivalent employees

SP AUSNET/ACQUIRED
BUSINESSES COMBINATION
COST SYNERGIES OF
$90M BY 2010.

FORECAST COST SAVINGS FROM COMBINATION OF SP AUSNET AND ACQUIRED BUSINESSES*
100

$90M

Forecast Annual Cost Savings ($m)

90
80
70
60
$45M

50
40
30
20
10

$6M

0
2008

2009

2010

SP AusNet Securityholders are expected to see long-term beneﬁts from Transaction synergies
(cost savings and synergies relating to the integration of existing and new assets)
SP AusNet’s ability to achieve and retain the synergies described above in the long term is uncertain. Refer to section 6.2.4
and section 9 for details on risks associated with extraction of cost savings.
The forward looking statements made above are based on the forecast ﬁnancial information included in section 8 of this document. The forecast ﬁnancial
information is subject to risks and uncertainties. There can be no guarantee or assurance that the forecasts will be achieved and actual results may vary
signiﬁcantly from the forecasts. The assumptions are discussed in section 8.5, and an indication of the sensitivities of the forecasts to changes in those
assumptions is discussed in section 8.9. Please refer to sections 7 and 8 for a detailed discussion of the historical and forecast information respectively.
*

Does not include any synergies yet to be realised from AGL /Alinta combination. One-off implementation costs will be incurred to achieve the forecast cost
savings. These costs are expected to be $11.4 million, $20.4 million and $13.8 million in 2008, 2009 and 2010 respectively.
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THE INDEPENDENT EXPERT
HAS ASSESSED THE PROPOSED
TRANSACTION TO BE FAIR
AND REASONABLE
Summary of opinion
In Grant Samuel’s opinion, the Transaction is fair and reasonable to the Non-associated
Securityholders and, therefore, in the best interests of those Securityholders.
Summary of conclusions
Grant Samuel has estimated the value of the Acquired Businesses to be in the range of
$7,485 – $8,365 million*. This is a standalone valuation of the Acquired Businesses and does
not reﬂect any value for synergies and cost savings speciﬁc to SP AusNet. As the purchase
price to be paid to SPI for the Acquired Businesses of $8,142 million** is within Grant Samuel’s
valuation range, the purchase price represents fair value to SP AusNet.
The acquisition of the Acquired Businesses transforms SP AusNet into one of the largest energy
infrastructure owners in Australia. The acquisition meets a number of SP AusNet’s strategic
objectives, providing revenue diversiﬁcation and enhancing its growth outlook without signiﬁcantly
increasing risk. Key attractions for SP AusNet Securityholders include the following:
– quality of the Acquired Businesses;
– Acquired Businesses complement SP AusNet’s existing portfolio of assets;
– beneﬁts of increased diversity of asset exposure;
– potential to capture substantial synergies; and
– enhanced growth proﬁle and growth platform.
There are a number of other beneﬁts for Securityholders, as well as costs, disadvantages
and risks for Securityholders, and these are set out in full in the Independent Expert’s Report
contained in Appendix A of this Explanatory Memorandum. Securityholders should read the
Independent Expert’s Report carefully.
*

Before deducting the $975 million of debt to be assumed.

** SP AusNet’s total Acquisition Cost is currently estimated at $8,322 million being the enterprise value of $8,142 million plus the reimbursement of SPI’s
transaction costs ($133 million) and transaction costs (including stamp duty) incurred directly by SP AusNet ($47 million). Costs associated with the capital
raising (estimated at $50 million) are to be offset against the amount of equity or debt raised (as the case may be).
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THE ACQUISITION COST
IS IN THE RANGE OF
COMPARABLE TRANSACTIONS

The Acquisition Cost of approximately $8,322 million is comparable to recent infrastructure
acquisitions in Australia (as per electricity and gas transactions set out in the Independent
Expert’s Report contained in Appendix A).
RECENT ELECTRICITY AND GAS INFRASTRUCTURE TRANSACTIONS (FORECAST EV/EBITDA MULTIPLES)*
Electricity Infrastructure
7.5 x

15.8 x

Gas Infrastructure
11.1 x

18.1 x

Infrastructure services
12.2 x

IER’s valuation

$7,485m
12.2 x
5.0x

10.0x

13.1 x

$8,365m
13.5 x
15.0x

20.0x

Recent transaction forecast EV/EBITDA multiples

The value range of the Independent Expert is a standalone valuation of the Acquired Businesses and
does not reﬂect any value for synergies and cost savings speciﬁc to SP AusNet. The Independent
Expert has indicated that the synergies, if achieved, represent value in excess of $1 billion.**
Furthermore, in pursuing this Transaction, SP AusNet will retain a prudent investment grade
capital structure.
*

Source: Independent Expert’s Report contained in Appendix A of this Explanatory Memorandum (section 8, “Valuation of the Alinta Assets”).
Transaction valuation range and EV/EBITDA multiples based as per Independent Expert’s Report (includes proportional consolidation of EBITDA and Debt
from United Energy Distribution (34.1%) and ActewAGL Distribution (50%))

** Source: Independent Expert’s Report contained in Appendix A of this Explanatory Memorandum (section 7.3.1).
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YOUR INDEPENDENT DIRECTORS
UNANIMOUSLY RECOMMEND
YOU VOTE IN FAVOUR OF THE
PROPOSED TRANSACTION

The Transaction has been carefully considered by a committee of the Independent Directors
of SP AusNet.
The Committee unanimously recommended the Transaction to the Board of SP AusNet on the
basis of strategic ﬁt and a fair and reasonable acquisition price.
In coming to a decision, your Independent Directors sought, and took into account, analysis
provided by independent advisory ﬁrm, Paciﬁc Road Corporate Finance and other legal and
accounting advisers.
Your Independent Directors unanimously recommend that Securityholders vote in
favour of all of the Resolutions and approve the Transaction on the basis of the beneﬁts
it will deliver to SP AusNet Securityholders.
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THERE ARE ALSO RISKS AND
POTENTIAL DISADVANTAGES
TO BE CONSIDERED
Securityholders should also note that the Transaction involves a number of risks and potential
disadvantages, including:
– increased indebtedness of SP AusNet and resulting credit rating downgrade;
– potential dilution of existing Securityholders’ ownership through the issue of New Securities to
partially fund the Transaction;
– SP AusNet may not derive the beneﬁts it anticipates from the Transaction if expected synergies
are not realised;
– the Transaction is earnings per Security dilutive;
– increased operational complexity;
– asset management business is inherently more risky than SP AusNet’s existing business;
– the existence of disputes relating to the asset management business, and the risk that further
disputes emerge;
– integration of asset management operations may be hindered if consent to transfer AAM
shares is not obtained;
– changes in regulation related to the asset management business may adversely affect its
earnings;
– the risk that the 34.1% interest in United Energy Distribution may ultimately not be acquired;
– the risk that the funding arrangements or equity underwriting arrangements (once entered
into) may be terminated; and
– other risks including those relating to:
– gas and electricity market conditions;
– environmental issues;
– the break up of Alinta;
– taxation; and
– the terms of the SSPA.
This list is not exhaustive. You should refer to, and read carefully, section 9 of this
Explanatory Memorandum for more information regarding these risks and potential
disadvantages.

xviii

WHAT YOU NEED TO DO
AS A SECURITYHOLDER
READ THIS EXPLANATORY MEMORANDUM IN ITS ENTIRETY
This document is important and requires your immediate attention. As a SP AusNet Securityholder, you should read the information in this Explanatory
Memorandum in its entirety before deciding how to vote on the Resolutions at the Meeting.

VOTE ON THE RESOLUTIONS
You are urged to vote on the Resolutions either in person at the Meeting or by appointing a proxy.
The Meeting to consider the Resolutions will be convened:
at
on
at

10.00am (Melbourne time)
11 December 2007
The Auditorium
Melbourne Exhibition Centre
2 Clarendon Street
Southbank, Victoria, Australia

Important details regarding the Meeting are contained in the Notice of Meeting set out in Appendix D of this document. A summary of your entitlement to vote
at the Meeting and information on how to vote is set out below.
If your Securities are listed on SGX-ST and deposited with CDP, you are not able to vote as a Securityholder (because your Securities are registered
in the name of CDP). In order to vote, you must lodge your voting instructions with CDP. Please see below for information regarding how to lodge
your voting instructions.

ENTITLEMENT TO VOTE
All persons registered as holders of Securities at 10.00am (Melbourne time) on 9 December 2007 are entitled to vote on all Resolutions, other than SPI and
any associates of SPI, who may not vote on the Related Party Resolution or the Voting Power Resolution (which are resolutions 1 and 3 in the Notice of Meeting
set out in Appendix D).
If the ﬁnal offer ratio under the Entitlement Offer is greater than one New Security for each Security held, then any proposed underwriter or sub-underwriter
under the Entitlement Offer may not vote on the Related Party Resolution.
You can vote at the Meeting:
(a)

in person;

(b)

by proxy;

(c)

by corporate representative (if you are a corporate Securityholder); or

(d)

by attorney.

On a poll, all Securities carry one vote per Security.

HOW TO VOTE IN PERSON
If you wish to vote in person, you should attend the Meeting.

HOW TO VOTE BY PROXY
If you wish to vote by proxy, you must complete and sign the proxy form which accompanies this Explanatory Memorandum. Completed proxy forms must be
received (by one of the methods detailed below) by 10.00am (Melbourne time) on 9 December 2007.
You can lodge your completed proxy form, letter of representation or power of attorney:
(a)

in person at:
Computershare Investor Services Pty Limited
Yarra Falls
452 Johnston Street
Abbotsford VIC 3067
Australia

(b)

by mail to:
Computershare Investor Services Pty Limited
GPO Box 3428
Melbourne VIC 8060
Australia
(A reply paid envelope is enclosed)

(c)

by facsimile to:
Computershare Investor Services Pty Limited
+61 3 9473 2555
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(d)

online at:
www.sp-ausnet.com.au
To use this facility you will need the enclosed proxy form as it contains your SRN or HIN which is your Personal Identiﬁcation Number (PIN) to verify the
transmission. You will be taken to have signed your proxy form if you lodge it in accordance with the instructions on the website. Note: this facility is not
available for attorneys.

If a proxy form is completed by an individual or a corporation under a power of attorney, the original or a certiﬁed copy of that power of attorney under which the
form is signed must also be received by Computershare by 10.00am on 9 December 2007.

IF YOUR SECURITIES ARE LISTED ON SGX-ST AND DEPOSITED WITH CDP
If your Securities are listed on SGX-ST and deposited with CDP, you do not have any right to vote as a Securityholder because your Securities are registered in
the name of CDP. In order to vote, you must lodge your voting instructions with CDP. For information on how to lodge your voting instructions with CDP, please refer
to the Voting Instruction Form that accompanies this document.
If you wish to attend the Meeting, please follow the procedures set out in the Voting Instruction Form.
If your Securities are listed on SGX-ST and are deposited with CDP, your Voting Instruction Form must be completed and signed and received by the ofﬁce
of The Central Depository (Pte) Limited, 4 Shenton Way, #02-01, SGX Centre 2, Singapore 068807 by 5.00pm (Singapore time) on 5 December 2007
(Receipt Time and Date).
If CDP does not receive your speciﬁc instructions by the Receipt Time and Date, it will not vote or take any action with respect to your Securities at the Meeting.
Please refer to the Voting Instruction Form for more information.

VOTING EXCLUSIONS
None of SPI or its associates can vote on the Related Party Resolution or the Voting Power Resolution. Both the Corporations Act and the ASX Listing Rules contain
provisions which restrict voting by SPI and its associates on those resolutions. Because SP AusNet is a 51% owned subsidiary of SPI, the Corporations Act deems
all directors of SP AusNet (including the three Independent Directors) to be ‘associates’ of SPI. As SP AusNet directors are classiﬁed as associates of SPI, this
prevents the directors from voting their personal securities on the Related Party Resolution or the Voting Power Resolution.
Accordingly, the SP AusNet directors will not vote their personal Securities on the Related Party Resolution or the Voting Power Resolution and the Chairman is
not permitted to vote any undirected proxies on the Related Party Resolution or the Voting Power Resolution. However, the Chairman (and any other director) is
permitted to vote as proxy for a Securityholder who is entitled to vote if the Securityholder speciﬁes how the Chairman or other director (acting as proxy) is to vote
on the Related Party Resolution or the Voting Power Resolution. The Chairman intends to vote undirected proxies in favour of the Security Issue Resolution, the
Financial Assistance Resolution and the Amendment Resolution.
If the ﬁnal offer ratio under the Entitlement Offer is greater than one New Security for each Security held, then any proposed underwriter or sub-underwriter under
the Entitlement Offer may not vote on the Related Party Resolution.
All persons holding Securities at 10.00am (Melbourne time) on 9 December 2007 are entitled to vote on all other Resolutions, including SPI and any associates of SPI.

NEW ANTI-MONEY LAUNDERING LEGISLATION
Australia’s new anti-money laundering and counter-terrorism ﬁnancing legislation, the Anti-Money Laundering and Counter-Terrorism Financing Act 2006 (Cth),
will commence before Securities are expected to be issued under the Entitlement Offer. This legislation requires SP AusNet to conﬁrm the identity of each
Securityholder eligible to participate in the proposed Entitlement Offer. If SP AusNet is not able to conﬁrm an eligible Securityholder’s identity, it may not be able
to issue Securities to that eligible Securityholder.
This requirement does not directly affect you if your Securities are listed on SGX-ST and deposited with CDP. SP AusNet will liaise with CDP to ensure that the
requirements of the legislation are met.
The Identiﬁcation Form which accompanies this Explanatory Memorandum will assist SP AusNet in conﬁrming an eligible Securityholder’s identity. Any eligible
Securityholder who wants, or thinks they may want, to participate in the proposed Entitlement Offer should complete and return the Identiﬁcation Form together
with any other document which the Identiﬁcation Form instructs the eligible Securityholder to provide as soon as practicable.
Identiﬁcation Forms are not being provided to Securityholders who are US Persons, as they will not be eligible to participate in the Entitlement Offer. If you are
a US Person who is a QIB, you may be contacted separately at the time of the Entitlement Offer.
Eligible Securityholders will need to complete and return the Identiﬁcation Form together with any other necessary documents (which will be
described in the relevant offering documentation to be provided to eligible Securityholders in connection with the Entitlement Offer) in order to
receive any Securities under the proposed Entitlement Offer.
SP AusNet reserves the right not to extend the proposed Entitlement Offer to any person that is not an eligible Securityholder.
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1. ANSWERS TO KEY QUESTIONS

Question

Answer

Further information

The proposed Transaction involves SP AusNet Transmission
acquiring from SPI all of the issued shares in SPIAA.
SPIAA owns, or is entitled to the revenue generated by,
the Acquired Businesses. The Acquired Businesses were
formerly owned by Alinta and comprise:
– Regulated distribution assets:
– New South Wales gas network;
– Alinta Victorian electricity network;
– a 50% stake in ActewAGL Distribution Partnership;
– a 34.1% stake in United Energy Distribution1;

What is the proposed
Transaction?

– Contracted gas transmission assets:
– Eastern Gas Pipeline;
– Queensland Gas Pipeline;
– VicHub Interconnect Facility;

Section 5

– Asset management businesses:
– Eastern States Asset Management Businesses of
AAM2 and Agility;
– Other businesses:
– a 7.6% stake in TransACT.
1. Subject to claimed pre-emptive rights (see section 5.12).
2. SPIAA has a 49% interest in AAM pending the receipt of
relevant customer consents (see section 5.12). However,
SPIAA is entitled to the revenue stream from AAM
associated with the east coast asset management
business conducted by AAM.

Who is SP AusNet?

SP AusNet comprises three entities, SP AusNet Distribution,
SP AusNet Transmission and SP AusNet Finance Trust
(the Responsible Entity of which is SP Australia Networks
(RE) Limited). SP AusNet has a primary listing on ASX and
a secondary listing on the SGX-ST and trades as a triple
stapled security.

Section 4.1

Each Security comprises:
– one share in SP AusNet Distribution;
– one share in SP AusNet Transmission; and
– one unit in SP AusNet Finance Trust.
Singapore Power International Pte Ltd (SPI), a wholly
owned subsidiary of Singapore Power Limited, owns a
51% interest in SP AusNet.

Who is SPI?

Singapore Power Limited is wholly owned by Temasek
Holdings (Private) Limited, an investment company
headquartered in Singapore.
Temasek Holdings (Private) Limited’s sole shareholder is
the Minister for Finance (Incorporated), a body corporate
constituted under the Minister for Finance (Incorporation)
Act, Chapter 183 of Singapore.

What do the
Independent
Directors
recommend I do?
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Your Independent Directors unanimously recommend
that you vote all of your Securities in favour of each of
the Resolutions and approve the Transaction.

Section 2.9

1

1. ANSWERS TO KEY QUESTIONS CONTINUED

Question

What is the opinion
of the Independent
Expert?
What is the
Acquisition Cost
of the proposed
Transaction to
SP AusNet?
How will the
Transaction
impact on existing
management
arrangements?
Who is SPIMS?

2

Answer

Further information

The Independent Expert has concluded that the
Transaction is fair and reasonable to the Non-associated
Securityholders of SP AusNet, and therefore in the best
interests of those Securityholders.

Appendix A

The Acquisition Cost of the Acquired Businesses will be
approximately $8,322 million (adjusted as explained
in sections 2.5 and 10.3).
The Acquisition Cost is the same as the price paid by
SPI for the Acquired Businesses, with adjustments for
SPI’s Recoverable Costs, SP AusNet’s transaction costs
(excluding capital raising costs) and stamp duty.

Sections 2.5 and 10.3

As a result of the expansion in SP AusNet’s operations
resulting from the Transaction, it will be necessary to
amend SP AusNet’s existing management services
arrangements. As a result, the fees payable by SP AusNet
to SPIMS (a subsidiary of SPI) under the Management
Services Agreement will increase.

Sections 2.7 and 6.8

SPIMS (a subsidiary of SPI) provides management
services to SP AusNet. It is intended that SPIMS’ staff of
approximately 90 people will be enlarged by the addition
of approximately 150 people currently employed as senior
management personnel by the Acquired Businesses. It is
proposed that SPIMS will provide services with respect
to all of SP AusNet’s assets, including the Acquired
Businesses.

Sections 2.7 and 6.8

Question

Answer

Further information

The Transaction will be funded through a combination
of equity and debt (in the event that the Resolutions
are approved by the requisite majorities of SP AusNet
Securityholders).
Equity
SP AusNet intends to undertake an equity offering to
partially fund the Transaction.
It is currently proposed that this equity offering will include:
– a pro rata Entitlement Offer to eligible existing
Securityholders (including an ability, in the event of an
overall undersubscription of the Entitlement Offer, for
Securityholders to elect to receive more Securities than
their entitlement); and
– an Institutional Placement of Securities to eligible
institutional and professional investors.

How will the
Transaction be
funded?

Sections 2.6, 10.7 and 10.8

The Entitlement Offer will be non-renounceable, which
means if you are not eligible for, or do not participate in,
the Entitlement Offer, you will not be able to extract any
value through the Entitlement Offer.
The exact and relative sizes of the Entitlement Offer and
the Institutional Placement have not yet been determined,
and will only be determined closer to the time of the
Entitlement Offer.
Debt
The debt component of the Acquisition Cost will initially
be funded by a mixture of a Syndicated Facility and a
Bridge Facility.
SP AusNet has obtained commitment letters in respect of
a $2,500 million Syndicated Facility and a $3,700 million
Bridge Facility.

Sections 2.6, 10.7 and 10.8

The current intention of SP AusNet is to reﬁnance the
Bridge Facility during 2008 after completion of the
Transaction by accessing local and international capital
markets to deliver a mixture of products with varying
maturities. This may include, but is not limited to, senior
bank facilities, bonds, a Hybrid Offer and other debt capital
market instruments.
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1. ANSWERS TO KEY QUESTIONS CONTINUED

Question

Answer

Further information

The number of Securities you currently hold will not be
affected by the Transaction.
However, the Transaction is proposed to be funded in
part through the Entitlement Offer, under which eligible
Securityholders may subscribe for New Securities to
which they are entitled (and, in the event of an overall
undersubscription of the Entitlement Offer, may elect to
receive more Securities than their entitlement).
The Transaction is proposed to also be partly funded by the
Institutional Placement.
The combined effect of these on your Securityholding,
expressed as a percentage of SP AusNet’s total issued
capital, will depend on:

Will my
Securityholding
be affected?

– the relative sizes of the Entitlement Offer and
the Institutional Placement, which have yet to be
determined; and
– whether you are eligible to participate in the Entitlement
Offer and the extent to which you do participate if you
are eligible (including whether you subscribe for a
number of Securities greater than your entitlement).
You should note that SP AusNet has received a waiver from
ASX to allow the Entitlement Offer to be made at a ratio
greater than one New Security for each Security held.1
If you do not participate, or are not eligible to participate,
in the Entitlement Offer, your Securityholding in SP AusNet
will be diluted. If you fully participate in the Entitlement
Offer your Securityholding may be diluted, depending
upon the extent of your participation in the Entitlement
Offer, the extent of your participation in the Institutional
Placement (if any), the extent to which you subscribe for
more Securities than your entitlement and the relative size
of the Institutional Placement to the Entitlement Offer.
It is intended that New Securities issued under the
Entitlement Offer and Institutional Placement will
participate equally with existing Securities in the ﬁnal
distribution for the ﬁnancial year ending 31 March 2008.

Will my distributions
be affected?

If the Transaction is approved by Securityholders, the
distribution per Security for the 2009 ﬁnancial year is
forecast (subject to Board approval) to be 12.14 cents
per Security.
If the Transaction is not approved by Securityholders, the
distribution per Security for the 2009 ﬁnancial year is
forecast (subject to Board approval) to be 11.85 cents
per Security.
Securityholders should have regard to the assumptions
and sensitivity analysis underlying this forward looking
information which are set out in section 8.

NOTES:
1 No decision in respect of the ratio to apply under the Entitlement Offer will be made until a time closer to the Entitlement Offer.
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Section 6.4.2

Question

Answer

Further information

Australia’s new anti-money laundering and
counter-terrorism ﬁnancing legislation, the Anti-Money
Laundering and Counter-Terrorism Financing Act 2006
(Cwlth), will commence before Securities are expected
to be issued under the Entitlement Offer. This legislation
requires SP AusNet to conﬁrm the identity of each eligible
Securityholder prior to them participating in the proposed
Entitlement Offer. If SP AusNet is not able to conﬁrm an
eligible Securityholder’s identity, it may not be able to issue
that eligible Securityholder with Securities.

What is the
Identiﬁcation Form
for?

The Identiﬁcation Form which accompanies this
Explanatory Memorandum will assist SP AusNet in
conﬁrming an eligible Securityholder’s identity. Any eligible
Securityholder who wants, or thinks they may want, to
participate in the proposed Entitlement Offer should
complete and return the Identiﬁcation Form together with
any other document which the Identiﬁcation Form instructs
the eligible Securityholder to provide.

Identiﬁcation Form

You will need to complete and return the Identiﬁcation
Form together with any other necessary documents
in order to receive any Securities under the proposed
Entitlement Offer.
This requirement does not directly affect you if your
Securities are listed on SGX-ST and deposited with CDP.
Identiﬁcation Forms are not being provided to
Securityholders who are US Persons, as they will not be
eligible to participate in the Entitlement Offer. If you are a
US Person who is a QIB, you may be contacted separately
at the time of the Entitlement Offer.

What are SPI’s
intentions in
relation to the
Entitlement Offer?
Are there any risks
associated with
the Transaction?
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SPI intends to fully subscribe for its pro rata entitlement
under the Entitlement Offer and to subscribe for 51% of
Securities offered under the Institutional Placement.

Section 10.9.8

SPI makes no commitment to underwrite any equity raising
by SP AusNet in relation to the Transaction.

There are risks speciﬁc to the proposed Transaction, as
well as general business risks, which may affect the future
performance of the Acquired Businesses and SP AusNet.

Section 9

There are also potential disadvantages associated with the
Transaction.
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1. ANSWERS TO KEY QUESTIONS CONTINUED

Question

Answer

Further information

The terms of the Transaction are set out in the SSPA.
The Transaction is subject to the following conditions
precedent:

Are there any
conditions to
the Transaction
completing?

When is the
Transaction
expected to
Complete?

1. approval of each of the Resolutions by the requisite
majorities of Securityholders;
2. SP AusNet obtaining, by the date that Securityholder
approval is obtained, committed funding arrangements
to underwrite the raising of debt and equity to fund the
acquisition of the Acquired Businesses; and
3. approval of the Treasurer under the Foreign Acquisitions
and Takeovers Act.

Section 10.3

Also, if the conditions precedent are satisﬁed but SPI
does not fully subscribe for its pro rata entitlement under
the Entitlement Offer and subscribe for 51% of the total
number of Securities offered under the Institutional
Placement, then SP AusNet will not be required to
Complete the acquisition (see section 10.3.8).

Subject to the satisfaction of any outstanding conditions, the
Transaction is expected to Complete on 21 December 2007.

Section 10.3

Securityholders are being asked to:

What are
Securityholders
being asked to
approve?
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– approve the acquisition of the Acquired Businesses
from SPI;
– approve amendment to the existing management
arrangements between SP AusNet and SPIMS;
– authorise the issuance of New Securities to SPI, under
the Institutional Placement and the Entitlement Offer;
– authorise the issue of Securities for Singapore law and
all other purposes;
– approve any increase in the voting power of SPI
resulting from its participation in the Entitlement Offer
and the Institutional Placement;
– amend the constitution of SP AusNet Finance Trust; and
– permit the giving of ﬁnancial assistance to SP AusNet
in order to acquire the shares in SPIAA.

Section 10.9 and Notice of Meeting

Question

Answer

Further information

Securityholder approval is required for various reasons.
All of the Resolutions described below must be passed
by Securityholders in order for the Transaction to be
implemented.
Related Party Resolution
The Corporations Act and ASX Listing Rules regulate
transactions between related parties. SPI is a related party
of SP AusNet.
Accordingly, Securityholder approval is being sought in
respect of:
– the acquisition of the Acquired Businesses by SP AusNet
from SPI on the terms of the SSPA;
– the amendment of the existing Management Services
Agreement (which will change the amount of fees payable
by SP AusNet to SPIMS (a subsidiary of SPI)); and
– the issue of New Securities by SP AusNet to SPI under
the Entitlement Offer and the Institutional Placement.

What are the
speciﬁc Resolutions
I am being asked
to approve?

Security Issue Resolution
As a result of SP AusNet’s secondary listing on the SGX-ST,
SP AusNet is required to comply with certain Singapore
securities laws. In particular, SP AusNet is not permitted to
issue any new Securities (including options over Securities)
unless it has received prior approval from its Securityholders
to issue such Securities. At SP AusNet’s 2007 Annual General
Meeting, a resolution was passed to allow the issue of up to
15% of additional Securities outstanding as at 17 July 2007,
but that is not sufﬁcient for the purposes of funding
the Transaction. Accordingly, Securityholder approval must
be obtained for the issue of Securities under the Entitlement
Section 10.9 and Notice of Meeting
Offer and the Institutional Placement and any Hybrid Offer
at the Meeting.
Voting Power Resolution
Depending primarily upon the extent of take-up by
Securityholders under the Entitlement Offer, it is possible
that the Securityholding of SPI in SP AusNet may increase
above 51%. Accordingly, Securityholders are being asked
to approve any such increase (up to a limit of 60%) that
may so result from SPI’s full participation in the Entitlement
Offer and its subscription for 51% of the Securities offered
under the Institutional Placement.
Financial Assistance Resolution
As part of the debt funding for the Transaction, and after
Completion of the Transaction, SPIAA and certain subsidiaries
of SPIAA will provide ﬁnancial assistance for the purposes
of funding the Transaction. Under the Corporations Act, a
subsidiary of a listed public company cannot ﬁnancially assist
the acquisition of shares in itself or its parent without approval
of its securityholders and the securityholders of the listed
holding company. Accordingly, Securityholder approval is
being sought now in respect of the provision of the proposed
ﬁnancial assistance.
Amendment Resolution
In order to conduct the proposed Entitlement Offer and any
Institutional Placement, certain changes are required to be
made to the constitution of SP AusNet Finance Trust. The effect
of these changes is to make the provisions of the constitution
relating to the pricing of units under an entitlement offer or
placement consistent with the applicable ASIC Class Order
and to facilitate the proposed Institutional Placement.
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1. ANSWERS TO KEY QUESTIONS CONTINUED

Question

Answer

Further information

When and where
will the Meeting
be held?

The Meeting to consider the Resolutions will be held
at 10.00am (Melbourne time) on 11 December 2007
at The Auditorium, Melbourne Exhibition Centre,
2 Clarendon Street, Southbank, Victoria, Australia.

Notice of Meeting

If you are entitled to vote on the Resolutions, you may
do so either:
(a) in person;
(b) by proxy;
(c) by corporate representative (if you are a corporate
Securityholder); or
(d) by attorney.

How can I vote?

If you wish to vote in person, you should attend the
Meeting.

Pages xix to xx, Notice of Meeting
and Proxy Form

If you wish to vote by proxy, you must complete and
return the proxy form accompanying this Explanatory
Memorandum and Notice of Meeting, in accordance with
the instructions on the form, by the date speciﬁed below.
If your Securities are listed on SGX-ST and deposited
with CDP, please refer to the Voting Instruction Form
that accompanies this document for details regarding
how to lodge your voting instructions with CDP.

What date do I have
to lodge proxies by?
What if my
Securities are listed
on SGX-ST and
deposited with CDP?
If my Securities are
listed on SGX-ST
and deposited with
CDP, by what date do
I have to return my
Voting Instruction
Form?
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Your proxy form must be completed and signed and
returned in accordance with the instructions on it and
the Notice of Meeting.
Proxy forms must be received by no later than 10.00am
(Melbourne time) on 9 December 2007.
If your Securities are listed on SGX-ST and deposited with
CDP, you do not have a right to vote as a Securityholder
because your Securities are registered in the name of CDP.
In order to vote, your voting instructions must be received
by CDP by 5.00pm (Singapore time) on 5 December 2007.
For details regarding how to lodge your voting instructions
with CDP, please refer to the Voting Instruction Form that
accompanies this document.

If your Securities are listed on SGX-ST and deposited with
CDP, your Voting Instruction Form must be completed and
signed and received by the ofﬁce of The Central Depository
(Pte) Limited, 4 Shenton Way, #02-01, SGX Centre 2,
Singapore 068807 by 5.00pm (Singapore time) on
5 December 2007 (Receipt Time and Date).
If CDP does not receive your speciﬁc instructions by the
Receipt Time and Date, it will not vote or take any action
with respect to your Securities at the Meeting.

Pages xix to xx, Notice of Meeting
and Proxy Form

Page xx and Notice of Meeting and
Voting Instruction Form

Page xx and Voting Instruction Form

Question

Answer

Further information

What voting
majorities are
required to approve
the Resolutions?

The Related Party Resolution, the Security Issue Resolution
and the Voting Power Resolution must be approved by at
least 50% of votes cast by Securityholders entitled to vote
on the Resolutions.

Notice of Meeting

The Amendment Resolution and the Financial Assistance
Resolution must be approved by at least 75% of votes cast
by Securityholders entitled to vote on the resolution.
Any person who is set out in the register of SP AusNet
Securityholders as at 10.00am (Melbourne time) on
9 December 2007 will be eligible to vote at the Meeting
unless they are excluded from doing so. Any person
registered as a Securityholder after that time will be
disregarded in determining Securityholders’ entitlements
to attend and vote at the Meeting.

Who can vote?

SPI and any associate of SPI will be excluded from
voting on the Related Party Resolution and the Voting
Power Resolution.

Section 10.9.7 and Notice of Meeting

If the ﬁnal offer ratio under the Entitlement Offer is
greater than one New Security for each Security held,
then any proposed underwriter or sub-underwriter
under the Entitlement Offer may not vote on the Related
Party Resolution.

What happens if
I do not vote, or
vote against the
Resolutions, but they
are still passed?
What will happen
if Securityholders
do not approve the
Transaction?

If all of the Resolutions are passed, the proposed
Transaction will be implemented as set out in this
document (subject to satisfaction or waiver of other
conditions) even if you did not vote or voted against
the Resolutions.

If any of the Resolutions are not approved by the requisite
majorities of SP AusNet Securityholders, the Transaction
will not proceed and SP AusNet will continue to operate
in its current form. Securityholders should be aware of
the costs and possible longer term implications of the
Transaction not being approved.

Section 2.10

If you have any questions please contact the Securityholder
Information Line (between the hours of 8.30am and 5.30pm):

Who can I contact if I
have any questions?

– From within Australia: 1300 360 670
– From outside Australia: +61 3 9415 4605
– From within Singapore: 6733 8873
Or visit: www.sp-ausnet.com.au
Or contact your legal, investment or other professional adviser.
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2. DETAILS OF THE TRANSACTION

2.1. BACKGROUND
In early 2007, SPI, the holder of 51% of the Securities of SP AusNet, formed a Consortium with several Babcock & Brown entities to make a proposal to Alinta for
the acquisition of all of the shares in Alinta. The Alinta Board ultimately accepted the Consortium’s offer and proposed the Alinta Scheme with its members, which
was implemented on 31 August 2007. Under the Alinta Scheme, all of Alinta’s shares were acquired by the Consortium’s bid vehicle, for a mixture of scrip and
cash consideration.
Alinta’s existing assets have subsequently been allocated amongst the Consortium members as follows:
SPI

Babcock & Brown
Infrastructure Limited (BBI)

Babcock & Brown
Power Limited (BBP)

Babcock & Brown
Wind Partners Limited (BBW)

Alinta Victorian electricity network

Multinet Gas (20.1%)

Port Hedland Power Station

$211 million from the proceeds of the sale
of the Wattle Point Assets

Tasmanian Gas Pipeline

Newman Power Station

New South Wales gas network
2

AlintaGas Network (74.1%)

Glenbrook Power Station

Eastern Gas Pipeline

Dampier-Bunbury Natural Gas
Pipeline (17%)3

Bairnsdale Power Station

Queensland Gas Pipeline

Western Australia operations and
maintenance business

Cawse Cogeneration

United Energy Distribution (34.1%)

VicHub Interconnect Facility

Wesfarmers LPG

ActewAGL Distribution
Partnership (50%)

AlintaAGL (67%)4

TransACT (7.6%)

Goldﬁeld Gas Pipeline (11.8%)

Eastern States Asset Management
Businesses of AAM 5 and Agility

Tamar Power Project
Wholesale energy trading and
marketing (Alinta AETM)6

Babcock & Brown entities are also acquiring certain of Alinta’s development projects.
Broadly, Alinta was divided between the Consortium members along geographic lines, with SPI being allocated the majority of the Alinta businesses on the east
coast of Australia, and the various Babcock & Brown entities allocated the west coast businesses (as well as certain complementary assets on the east coast).
The asset allocation was designed to best match each Consortium member’s respective operational strengths and strategic drivers. However, each Consortium
member remains free to pursue future business opportunities without geographic limitation.
As at the date of this Explanatory Memorandum, under the restructure of Alinta’s assets described above, all of the Alinta assets purchased by the Consortium
that were allocated to SPI have been acquired by SPIAA, a subsidiary of SPI, other than the United Energy Distribution interest which remains held by BBI (via the
Consortium’s bid vehicle) (but the earnings of which are paid to SPIAA pending acquisition – see section 5.12) and 51% of AAM, which conducts part of the
Eastern States Asset Management Businesses’ activities. The earnings of those activities are paid to SPIAA pending consent to transfer the remaining 49% to
SPIAA (see section 5.12).
Additional information regarding the Alinta Scheme is set out in section 10.1.

2.2. SUMMARY OF THE TRANSACTION
On 20 September 2007, SP AusNet announced that it had agreed to purchase the Acquired Businesses from SPI (Transaction), through its acquisition of all of
the shares in SPIAA. When SP AusNet was established, SPI stated that it was its current intention that SP AusNet would be its investment vehicle for electricity and
gas transmission and distribution assets in Australia and New Zealand. Having acquired the assets independently of SP AusNet, SPI subsequently offered them to
SP AusNet.
On 2 November 2007, the deﬁnitive Share Sale and Purchase Agreement (SSPA) was entered into in relation to the Transaction. Under the SSPA, SP AusNet
Transmission has agreed to acquire SPI’s interests in and rights in respect of the Acquired Businesses from SPI (through the acquisition of all of the shares in
SPIAA). As part of the Transaction, it is anticipated that approximately 150 former Alinta senior management personnel will transfer their employment to SPIMS
so that SPIMS can provide management services to SP AusNet in respect of the Acquired Businesses (in addition to the services currently provided to SP AusNet
in respect of its existing assets).

NOTES:
2 Subject to claimed pre-emptive rights (see section 5.12).
3 Interest in Dampier-Bunbury Natural Gas Pipeline will increase to 20% following agreed capital contributions.
4 The Alinta Scheme triggered a “Russian Roulette” clause under which options over AlintaAGL were accelerated. This may result in the 67% interest in AlintaAGL being
owned by AGL Energy or BBP owning 100% of AlintaAGL.
5 SPIAA has a 49% interest in AAM pending the receipt of relevant customer consents (see section 5.12). However, it is entitled to a revenue stream from AAM associated
with the east coast asset management business conducted by AAM.
6 BBP is expected to own Alinta AETM and assume its related liabilities. The Consortium parties have not reached ﬁnal agreement regarding the value attributed to this
business. An adjustment between the parties will be made when the valuation is agreed.
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The Transaction is subject to the following conditions precedent:
– approval of each of the Resolutions by the requisite majorities of Securityholders;
– SP AusNet obtaining, by the date that Securityholder approval is obtained, committed funding arrangements to underwrite the raising of debt and equity to fund
the acquisition of the Acquired Businesses; and
– approval of the Treasurer under the Foreign Acquisitions and Takeover Act.
If the conditions precedent are satisﬁed but SPI does not fully subscribe for its pro rata entitlement under the Entitlement Offer and subscribe for 51% of the total
number of Securities offered under the Institutional Placement, then SP AusNet will not be required to Complete the acquisition (see section 10.3.8).
Please refer to section 10.3 for a more detailed summary of the SSPA.
The Transaction requires approval of a majority of SP AusNet Securityholders (other than SPI and all of its associates) in accordance with Part 2E.1 of the
Corporations Act and ASX Listing Rule 10.1. Certain other approvals are also being sought in connection with the Transaction. Section 10.9 contains details of each
of these approvals.

2.3. OVERVIEW OF THE ACQUIRED BUSINESSES
The Acquired Businesses are set out in the following table:
Regulated
Distribution Assets

Contracted Gas
Transmission Assets

Asset Management
Businesses

New South Wales gas network

Eastern Gas Pipeline

Eastern States Asset Management
Businesses of AAM7 and Agility

Alinta Victorian electricity network

Queensland Gas Pipeline

50% stake in ActewAGL
Distribution Partnership

VicHub Interconnect Facility

Other Businesses
7.6% stake in TransACT

34.1% stake in United Energy
Distribution network8
See section 5 for further details regarding each of these businesses.

NOTES:
7 SPIAA has a 49% interest in AAM pending the receipt of relevant customer consents (see section 5.12). However, it is entitled to a revenue stream from AAM associated
with the east coast asset management business conducted by AAM.
8 To be acquired indirectly subject to claimed pre-emptive rights – see section 5.12.
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2. DETAILS OF THE TRANSACTION CONTINUED

2.4. SUMMARY FINANCIALS
The following table summarises certain historical, pro forma and forecast ﬁnancial information for the Existing SP AusNet Group and the New SP AusNet Group.
Forecast ﬁnancial information has been prepared for the seven months ending 31 March 2008, and the year ending 31 March 2009, for the purposes of
assisting Securityholders to understand the results which may be achieved under certain assumptions. The forecast ﬁnancial information is subject to risks
and uncertainties. There can be no guarantee or assurance that the forecasts will be achieved and actual results may vary signiﬁcantly from the forecasts.
The assumptions underlying the forecasts are discussed in section 8.5, together with an indication of the sensitivities of the forecasts to changes in those
assumptions in section 8.9. Please refer to sections 7 and 8 for a detailed discussion of the historical and forecast ﬁnancial information, respectively.
Figure 2.4.1 Summary consolidated income statements
Year Ended 31 March
2007
(A$ in millions)

Historical

2008
Pro Forma
Forecast1

Year Ended 31 March
2009
Forecast

2007
Pro Forma
Historical

Existing SP AusNet Group
Electricity Transmission
Electricity Distribution
Gas Distribution
Gas Transmission2
Asset Management Services
Other3

2008
Pro Forma
Forecast1

2009
Forecast

New SP AusNet Group

401.3
398.6
160.4
–
–
59.2

412.2
430.2
163.4
–
–
47.4

422.7
450.7
160.0
–
–
53.0

393.9
584.1
479.6
92.0
464.6
142.8

408.0
629.7
496.8
102.5
454.3
133.3

422.7
655.6
507.9
107.8
499.0
135.9

Total Revenue
1,019.5
Total Expenses excl. Transaction synergies and
Non-recurring items
(394.8)
–
Transaction synergies4
–
Non-recurring operating costs5

1,053.2

1,086.4

2,157.0

2,224.6

2,328.9

(407.2)
–
–

(417.1)
–
–

(1,108.5)
–
–

(1,051.6)
5.9
(11.4)

(1,083.5)
45.0
(20.4)

EBITDA
Depreciation and Amortisation

624.7
(200.0)

646.0
(202.3)

669.3
(214.6)

1,048.5
(332.5)

1,167.5
(344.1)

1,270.0
(358.5)

EBIT
Net Interest Expense6

424.7
(219.5)

443.7
(235.4)

454.7
(273.7)

716.0

823.4
(613.9)

911.5
(676.0)

Net Proﬁt Before Tax
Income Tax Expense

205.2
(44.0)

208.3
(41.0)

181.0
(33.5)

209.5
(14.2)

235.5
(16.0)

17.1

–

–

–

–

178.3

167.3

147.5

195.3

219.5

Proﬁt from discontinued operations (after tax)
Net Proﬁt after Tax

Figure 2.4.2 Summary 2009 FY Earnings and Free Cash Flow per Security Accretion/Dilution
Year Ended 31 March 2009
Including
Transaction
Synergy
Implementation
Costs

(Cents per Security)

Excluding
Transaction
Synergy
Implementation
Costs7

Existing SP AusNet Group Forecast Earnings per Security

7.05

7.05

New SP AusNet Group Forecast Earnings per Security 7

4.74

5.34

(32.8)%

(24.2)%

11.80

11.80

11.87

12.68

0.6%

7.4%

Earnings Accretion/(Dilution) (%)
Existing SP AusNet Group Forecast Free Cash Flow 8
New SP AusNet Group Forecast Free Cash Flow
Free Cash Flow Accretion/(Dilution) (%)

12

7, 8

Figure 2.4.3 Summary cash ﬂow distributions and implied cash yield per New Security
Year Ended
31 March 2009
Existing SP AusNet Group Forecast Distribution per Security
New SP AusNet Group Forecast Distribution per Security

11.85

9

12.14

Accretion/(Dilution) to Securityholders (%)

2.45%

Sensitivity Analysis
Subscription Price (A$)

1.10
10

2009 FY Implied Cash Yield for New Securities (%)

11.0%

1.15

1.20

1.25

1.30

10.6%

10.1%

9.7%

9.3%

As at 31 March
2007

As at 31 August
2007

As at 31 August
2007

Figure 2.4.4 Pro forma New SP AusNet Group balance sheet
(A$ in millions)

Pro Forma7
New SP
AusNet Group

Historical
Existing SP AusNet Group
Cash
Total Debt

9.1
11

Total Shareholders Equity
Gearing Ratio (%)12

9.3

26.0

3,620.6

3,701.4

8,987.0

2,652.6

2,646.8

5,667.8

57.7%

58.2%

61.3%

NOTES TO SUMMARY FINANCIALS:
1 Includes historicals through 31 August and forecasts through 31 March.
2 Includes Eastern Gas Pipeline and Queensland Gas Pipeline.
3 Includes customer contributions, income from share in associates and preference dividends and other revenue.
4 Reﬂects assumed Transaction cost savings from SP AusNet and Acquired Businesses merger. Further detail is provided in sections 6.2.4 and 8.6.
5 Reﬂects Transaction cost savings implementation costs.
6 Pro forma for assumed ﬁnancing as detailed in section 7.5.4. Assumes $1.20 offer price.
7 Earnings excludes $20.4 million of one-off implementation costs and free cash ﬂows per Security excludes $36.2 million of operating and capital costs.
8 Deﬁned as EBITDA plus non-cash items and changes in working capital less capital expenditures.
9 Assumes a ﬁxed distribution per Security as described further in section 6.4. Similarly, the directors can give no assurances regarding the amount and timing
of the payment of distributions, the extent of payout ratios or the composition of distributions or the material income tax considerations of distributions.
10 New Securities deﬁned as newly issued securities under the Institutional Placement or Entitlement Offer.
11 Including associated hedge liabilities.
12 Deﬁned as total debt plus derivatives less cash divided by shareholders equity plus total debt plus derivatives less cash.
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2. DETAILS OF THE TRANSACTION CONTINUED

2.5. ACQUISITION COST AND FUNDING
Under the terms of the SSPA, SP AusNet Transmission will acquire all the shares in SPIAA including debt and associated hedge liabilities for an Acquisition Cost of
approximately $8,322 million. The components of the Acquisition Cost are set out below and described in more detail in section 10.3.2.
A$ (million)

Item
Price paid by SPI (including retained Alinta debt and associated hedge liabilities)9
Plus: SPI Recoverable Costs

8,142
133

Plus: SP AusNet Transaction costs and stamp duty

47

Total Acquisition Cost capitalised by SP AusNet

8,322

Under the SSPA, SP AusNet will also be liable for any Holding Costs incurred by SPI from 31 August 2007 through to the Completion Date. While SP AusNet will
incur the Holding Costs, it will also obtain the beneﬁt of the Acquired Businesses (including its cash ﬂows) over the comparable period. In addition, there will be a
number of other working capital-type adjustments to reﬂect certain changes in net assets since 31 August 2007.
The key sources of funds are outlined below. The table below assumes the retail and institutional Entitlement Offer and Institutional Placement are completed as at
31 August 2007.
Sources of Funds:
Assumption of Alinta existing debt and associated hedge liabilities10
Equity offer

11

A$ (million)
975
3,021

Debt Facilities12

4,326

Total Sources of funds

8,322

2.6. FINANCING DETAILS
The Transaction will be funded through a combination of equity and debt (in the event that the Resolutions are approved by the requisite majorities of
Securityholders).

2.6.1. EQUITY
SP AusNet intends to undertake an equity offering to partially fund the Transaction. The issue price of the Securities is important. After having considered all
relevant factors, the Board has decided that it will not issue New Securities at an issue price of less than $1.10. The Board will make a decision on the ﬁnal issue
price based on the Board’s assessment of the interests of SP AusNet and its Securityholders at the time. If the Board is not satisﬁed with the issue price, it will not
complete the issue of Securities.
It is currently proposed that this equity offering will comprise:
– a pro rata Entitlement Offer to eligible existing Securityholders; and
– an Institutional Placement of Securities to eligible institutional and professional investors.
The Entitlement Offer will be non-renounceable, which means if you are not eligible for, or do not participate in, the Entitlement Offer, you will not be able to extract
any value through the Entitlement Offer. Eligible Securityholders will have the ability to elect to receive, in the event of an overall undersubscription of the
Entitlement Offer, Securities in addition to their entitlement under the Entitlement Offer.
The exact and relative sizes of the Entitlement Offer and the Institutional Placement have not yet been determined, and will only be determined closer to the time of
the equity offering. SP AusNet has received a waiver from ASX to allow the Entitlement Offer to be made at a ratio greater than one Security for each Security held.
Subject to receipt of necessary approvals and waivers, it is anticipated that the Entitlement Offer will be conducted on an “accelerated” basis. This means that
eligible institutional Securityholders will have a limited time to take up their pro rata entitlements, and will pay for and receive the Securities subscribed for at an
earlier date (currently intended to be 20 and 21 December 2007, respectively) than eligible retail Securityholders (although eligible retail Securityholders may
participate by this earlier date if they wish to). That is, eligible retail Securityholders may also be allotted Securities on 21 December 2007, if they want to, by
following the application procedures which will be set out in the Prospectus and PDS that will be made available at the time of the Entitlement Offer and paying the
relevant subscription amount in cleared funds by 19 December 2007 – although they have until 8 February 2008 to otherwise apply and pay for the Securities to
which they are entitled.
If you think you are an eligible retail Securityholder and wish to be allotted Securities on 21 December 2007 (at the same time as institutional Securityholders) you
will need to pay for your Securities (in cleared funds) by Wednesday, 19 December 2007. To do this, after the Entitlement Offer is made, you should contact the
Securityholder Information Line on 1300 360 670 (from within Australia), +61 3 9415 4605 (from outside of Australia) or 6733 8873 (from within Singapore) or
NOTES:
9 Includes, and is subject to, adjustments for subsequent events under the Umbrella Agreement and the SSPA.
10 Includes Alinta total debt as at 31 August 2007 of $926 million and associated hedge liabilities. See section 7.4.5 for additional details.
11 It is proposed that the equity offer will comprise a non-renounceable underwritten Institutional Entitlement Offer, a non-underwritten non-renounceable retail Entitlement
Offer and an underwritten Institutional Placement. The amount of proceeds raised from the retail Entitlement Offer will depend on the ﬁnal price of Securities offered and
the take-up of retail Securityholders. The use of the Bridge Facilities will be adjusted accordingly depending upon the amount raised though the retail Entitlement Offer.
Equity offer amount is net of estimated transaction costs of $30 million.
12 Debt Facilities include a $2,500 million Syndicated Facility. SP AusNet also obtained a commitment for a $3,700 million Bridge Facility. Debt Facilities amount is net of
estimated transaction costs of $20 million.
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check the following website www.sp-ausnet.com.au for instructions on how to accept your entitlement under the Entitlement Offer prior to 21 December 2007.
It is currently anticipated that the Entitlement Offer will be open on or around Friday, 14 December 2007.
The above description of the equity funding arrangements reﬂects SP AusNet’s current intentions only. Subject to applicable laws, SP AusNet may change any
details of these arrangements, or any of the dates outlined above, at its discretion.
Nothing in this Explanatory Memorandum is an offer of Securities. Any offer of entitlements to eligible Securityholders will only be made pursuant to the Prospectus
and PDS and/or an Offer Information Statement in Singapore. Eligible Securityholders who wish to acquire Securities under the Entitlement Offer will need to follow
the application procedures set out in the Prospectus and PDS or the Offer Information Statement (as applicable). The Entitlement Offer will not be registered under
the US Securities Act or the securities laws of any state of the United States, and this Explanatory Memorandum does not constitute an offer of Securities for sale
in the United States.
SP AusNet proposes to enter into an underwriting agreement with Morgan Stanley Australia Securities Limited, Goldman Sachs JBWere Pty Ltd and UBS AG,
Australia Branch to underwrite the Institutional Placement and the institutional component of the Entitlement Offer (see section 10.6).
For the purposes of Exception 3 to ASX Listing Rule 7.1, the Directors of SP AusNet reserve the right to issue any shortfall on the Entitlement Offer at their
discretion within three months of the close of the Entitlement Offer.

2.6.2. DEBT
The debt component of the Transaction will initially be funded by:
– the Syndicated Facility of $2,500 million, $1,890 million of which will be used to fund the Transaction; and
– the Bridge Facility of $3,700 million, $2,436 million of which will be used to fund the Transaction.
Borrowings above the amounts to fund the Transaction will be utilised to reﬁnance existing debt. SP AusNet has received commitment letters in respect of each
of these facilities. These commitments are more fully described in sections 10.7 and 10.8 of this Explanatory Memorandum. An additional amount under the Bridge
Facility is expected to be drawn at Completion to temporarily fund any amount required to cover the expected net proceeds of the retail Entitlement Offer, which is
not expected to close until early 2008. The net proceeds received from the retail component of the Entitlement Offer (which are expected to be received around
8 February 2008) will also be used to reﬁnance (in part) the Bridge Facility.
The current intention of SP AusNet is to reﬁnance the Bridge Facility during 2008 after Completion of the Transaction by accessing local and international capital
markets to deliver a mixture of products with varying maturities. This may include, but is not limited to, senior bank facilities, bonds, a Hybrid Offer and other
debt capital market instruments.

2.7. MANAGEMENT SERVICES AGREEMENT
2.7.1. CURRENT MANAGEMENT SERVICES AGREEMENT
Pursuant to a Management Services Agreement between SP AusNet Transmission, SP AusNet Distribution and SPIMS (a wholly owned subsidiary of SPI) which
commenced on 1 October 2005, SP AusNet’s transmission and distribution networks businesses are managed and administered by SPIMS. Currently, SPIMS
personnel are predominantly engaged in managing SP AusNet’s assets and affairs. However, under the Management Services Agreement, SPIMS may provide
services to other third parties.
Under the Management Services Agreement, SPIMS is paid management fees comprising:
– a management services charge (Management Services Charge); and
– a performance fee (Performance Fee),
for each ﬁnancial year during the term of the Management Services Agreement.
The Management Services Charge is to compensate SPIMS for expenses relating to all remuneration and other employment entitlements and beneﬁts of the
employees of SPIMS (with appropriate adjustments where SPIMS employees provide services to third parties).
The Performance Fee is to incentivise SPIMS to improve the performance of SP AusNet’s business and to align the interests of SPIMS with those of SP AusNet,
investors and the regulators.
The Performance Fee is capped at 0.75% of the market capitalisation of SP AusNet (see discussion in section 2.7.2 below).
SPIMS is also reimbursed for all expenditure directly incurred by SPIMS in providing the services other than the employment costs of SPIMS employees (which
cost forms part of the Management Services Charge).
See section 4.6 for a more detailed description of the current arrangements under the Management Services Agreement.

2.7.2. MANAGEMENT SERVICES AGREEMENT AFTER THE TRANSACTION
After the Transaction, the services currently provided by SPIMS under the Management Services Agreement (which include supervision and management of the
SP AusNet business and operations) will extend to the Acquired Businesses and will be expanded as required.
It is anticipated that approximately 150 former Alinta senior management personnel will transfer their employment to SPIMS so that SPIMS can provide the
services it is currently required to provide under the Management Services Agreement, as well as new services contemplated for the Acquired Businesses which
will be addressed in the amendment to the Management Services Agreement discussed in section 6.8. It is intended that SP AusNet will employ the operational
staff currently engaged in respect of the Acquired Businesses, initially through entities forming part of the Acquired Businesses.
It is expected that the amended Management Services Agreement will operate substantially as it does today, save that the services will be expanded, new key
performance indicators added and the fees increased as described below.
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2. DETAILS OF THE TRANSACTION CONTINUED

MANAGEMENT SERVICES CHARGE
The Management Service Charge will be adjusted to take into account the approximately 150 senior management personnel required to manage the Acquired
Businesses. SP AusNet and SPIMS have agreed that, as a result of the expansion of SP AusNet’s operations, the Management Services Charge is estimated to be
$34.6 million for the year ending 31 March 2008 as compared to $21.4 million for the year ended 31 March 2007. This increase mainly reﬂects the expansion of
SP AusNet’s operations as a result of the Transaction. For the year ending 31 March 2009, being the ﬁrst full-year with the expanded operations, the Management
Services Charge is estimated to be $68.0 million.
From the perspective of SP AusNet, this change to the Management Services Charge will not give rise to any increase in employment costs of the Acquired
Businesses initially because the employment costs of the relevant management personnel (expected to be $47.2 million (annualised) for the 12 months ending
31 March 2008) would have been borne directly by the Acquired Businesses (and will be borne by SPIMS, not SP AusNet, going forward). Once the relevant
management employees are employed by SPIMS, the costs directly associated with operating the Acquired Businesses are expected to fall by the same amount by
which the Management Services Charge will rise, assuming no change to the number of employees. Over time, there will be a small differences in the increases to
the Management Services Charge and employment costs as the scheduled increases in the Management Services Charge are not directly proportional to increases
in employee costs.
Over time, any synergies derived from the combination of the management team within SPIMS will be passed through to SP AusNet through the introduction of a
Services Charge Reduction component to the management fee (see section 6.8.2).
PERFORMANCE FEE
Each component of the Performance Fee will be calculated in accordance with the method set out in the Management Services Agreement (see section 4.6 for
further details). No changes are proposed to the Performance Fee components except for a proposed adjustment to the Capital Works Management Fee.
The maximum Performance Fee payable by SP AusNet to SPIMS in each ﬁnancial year will remain capped at 0.75% of the market capitalisation of the Securities
of SP AusNet.

2.8. INDEPENDENT EXPERT’S REPORT
The Independent Expert has concluded that the Transaction is fair and reasonable to the Non-associated Securityholders of SP AusNet, and therefore in the best
interests of those Securityholders. A full copy of the Independent Expert’s Report is set out in Appendix A.
You are encouraged to read the Independent Expert’s Report carefully and in its entirety, including the assumptions, qualiﬁcations and disclaimers on which the
Independent Expert’s conclusions are based.

2.9. DIRECTORS’ RECOMMENDATIONS
The SP AusNet Board comprises nine directors: Ng Kee Choe, Nino Ficca, Jeremy Davis, Eric Gwee Teck Hai, Antonino (Tony) Iannello, George Lefroy, Martyn Myer,
Quek Poh Huat and Ian Renard.
The Independent Directors of SP AusNet are Ian Renard, Antonino (Tony) Iannello and Martyn Myer.
The Independent Directors believe that the Transaction is in the best interests of SP AusNet Securityholders and unanimously recommend that you vote in favour of
each of the Resolutions and approve the Transaction.
In making this recommendation, the Independent Directors have considered:
– the advantages of the Transaction outlined on pages vi to vii of this Explanatory Memorandum;
– the disadvantages and risks associated with the Transaction outlined in section 9; and
– the Independent Expert’s Report provided in Appendix A.
The Independent Directors consider that the advantages of the Transaction outweigh the disadvantages and risks of the Transaction. They have formed this
view after taking into account that SP AusNet will provide ﬁnancial beneﬁts to SPI, as described in this Explanatory Memorandum, if the Related Party Resolution
is passed.
Nino Ficca, the Managing Director of SP AusNet, has declined to make a recommendation to Securityholders in relation to the Resolutions as he is employed by
SPIMS, a subsidiary of SPI.
Ng Kee Choe, Eric Gwee Teck Hai, Jeremy Davis, and Quek Poh Huat have all declined to make a recommendation to Securityholders in relation to the Resolutions
as they are Directors of Singapore Power Limited.
George Lefroy has declined to make a recommendation to Securityholders in relation to the Resolutions as he has previously been a Director of Singapore
Power Limited.
However, each of these directors believe that the Transaction is in the best interests of SP AusNet.
None of the SP AusNet directors has a personal interest in the outcome of the Resolutions which is different from any interest which they have as Securityholders,
which interest is held in common with all Non-associated Securityholders.
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2.10. WHAT WILL HAPPEN IF THE TRANSACTION IS NOT IMPLEMENTED?
In the event that all of the Resolutions are not approved by the requisite majorities of SP AusNet Securityholders, the Transaction will not proceed and it is intended
that SP AusNet will continue to operate in its current form. In doing so, it will have already incurred a portion of the costs of the Transaction, estimated at
approximately $26 million.
Even if the Resolutions are approved by the requisite majorities of SP AusNet Securityholders, in some circumstances the Transaction may still not proceed.
For example, if underwriting arrangements are not able to be agreed, if underwriting terms are agreed after the Meeting and SPI does not waive the relevant
condition precedent, or if SPI does not subscribe for its entitlement under the Entitlement Offer or for 51% of the Securities offered under the Institutional
Placement.
In the scenario where the Transaction does not proceed, the following considerations would apply:
– SPI will be free to explore all options and to deal with the Acquired Businesses as it sees ﬁt and will be under no further obligations to SP AusNet in respect of
the disposition of the Acquired Businesses. This may include SPI, amongst other things, keeping the Acquired Businesses, selling all or parts of them to other
investors who may compete with SP AusNet, or separately listing the Acquired Businesses in another vehicle that may compete with SP AusNet. SPIMS may
continue to manage these assets, resulting in SP AusNet facing the prospect of two competing businesses (SP AusNet and the Acquired Businesses) potentially
both managed by SPIMS. This could complicate asset management and growth strategies;
– SP AusNet is unlikely to secure any opportunities for expansion of its business that are of a similar scale and scope to the Acquired Businesses; and
– there can be no guarantee that SP AusNet will have a subsequent opportunity to acquire any or all of the Acquired Businesses from SPI.

SP AUSNET EXPLANATORY MEMORANDUM
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3. REGULATORY ENVIRONMENT

3.1. REGULATED ACTIVITIES
SP AusNet presently conducts three main businesses – electricity distribution, gas distribution and electricity transmission – all in Victoria.
The Acquired Businesses also include an electricity distribution business in Victoria, as well as gas distribution in New South Wales, electricity and gas distribution
and management of waste water reticulation and treatment in the Australian Capital Territory, gas transmission in Victoria, New South Wales and Queensland and
asset management activities in eastern Australia.
SP AusNet is not involved in power generation, gas production or energy retailing and the Acquired Businesses do not include any of those activities.
Electricity and gas transmission and distribution activities are, in most cases, subject to regulation of tariffs and revenues (economic regulation) as well as
operational matters such as service standards and technical matters (operational regulation).
The asset management business is generally not subject to either form of regulation but, in providing services to regulated businesses, service providers are
usually contractually obliged to meet all relevant operational standards. In respect of certain assets, the asset management business may be required to hold a
licence and therefore be obliged by statute as well to meet relevant operating standards (see section 5.9).
Electricity and gas transmission and distribution activities are regulated by industry speciﬁc state and national legislation. The state legislation confers powers
on state instrumentalities to regulate both economic and operational matters. However, economic regulation of electricity transmission is undertaken by a federal
instrumentality, the Australian Energy Regulator (AER), and it is planned for economic regulation of electricity and gas distribution activities to transition to the AER,
with revenue requirement reviews commencing from January 2008. The AER is to be the designated regulator for gas transmission pipelines in all states and
territories (except WA) and for transmission and distribution pipelines in the Northern Territory. However, the enabling legislation to transfer the ACCC’s current
functions in these areas to the AER has yet to be enacted. The Australian Energy Market Commission (AEMC), another national body, is responsible for developing
regulatory principles to be applied by the AER. However, initial principles for economic regulation which will apply to distribution businesses across the National
Electricity Market (NEM) are being established by the Ministerial Council for Energy.

3.2. ECONOMIC REGULATION
Economic regulation of the existing SP AusNet business and the Acquired Businesses is currently overseen by a number of regulatory bodies generally, with
distribution services regulated by state regulatory bodies and transmission by national regulatory bodies. The AER is an independent national body that regulates
the transmission sector of the national electricity market, monitors the wholesale electricity market and enforces electricity market rules, and is expected to take
over regulation of gas transmission pipelines from January 2008.
The Essential Services Commission (ESC), Independent Pricing and Regulatory Tribunal of NSW (IPART) and the Independent Competition and Regulatory
Commission (ICRC) are state or territory economic regulators for services such as electricity and gas distribution in Victoria, New South Wales and the Australian
Capital Territory respectively. The ACCC regulates gas transmission in the eastern states.
However, the energy industry in Australia is currently in a state of transition to a more nationally based regulatory system and therefore many of the functions of the
state or territory based regulators are to transition to the AER commencing in 2008.
In line with the mix of state and federal regulatory bodies, economic regulation of the gas and electricity industry is achieved through a mix of state and national
legislation. The principal legislation and the role of each regulatory body responsible for economic regulation of the existing SP AusNet business and the Acquired
Businesses is as follows:
Sector

Primary legislation

Current regulator

Regulator following reforms

Victorian electricity transmission
(SP AusNet)

Electricity Industry Act 2000 (Vic)
National Electricity (Vic) Act 1997
National Electricity Rules

AER

AER

Victorian electricity distribution
(SP AusNet and Acquired Businesses –
Alinta Victorian Electricity and United
Energy Distribution (34.1%))

Electricity Industry Act 2000 (Vic)
National Electricity (Vic) Law
National Electricity Rules
Essential Services Commission Act 2001 (Vic)

ESC

AER

Victorian gas distribution (SP AusNet)

Gas Industry Act 2001 (Vic)
Essential Services Commission Act 2001 (Vic)
Gas Pipeline Access (Victoria) Act 1998 and
National Third Party Access Code

ESC

AER

New South Wales gas network
distribution (Acquired Businesses)

Gas Pipeline Access (New South Wales) Act 1998 (NSW)
and National Third Party Access Code

IPART

AER

ACT electricity and gas distribution
(Acquired Businesses – ActewAGL
Distribution Partnership)

Utilities Act 2000 (ACT)
National Electricity (ACT) Law
Gas Pipelines Access (ACT) Law and National Third
Party Access Code
Gas Pipeline Access (New South Wales) Act 1998 (NSW)
and National Third Party Access Code
National Electricity Rules

ICRC
IPART

AER

Queensland gas transmission
(Acquired Businesses – QGP)

Gas Pipelines Access Act (Qld)
National Third Party Access Code

ACCC

AER

The assets in the table above, other than Queensland Gas Pipeline, are all subject to regular regulatory determinations in relation to the revenue able to be charged
for core services. These determinations are generally at ﬁve year intervals.
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3.2.1. ELECTRICITY TRANSMISSION AND DISTRIBUTION
In the case of electricity transmission and distribution, each regulated business makes submissions to the regulator prior to commencement of the new regulatory
period regarding its expected capital and operating programs and associated costs over the period, network performance and other matters. The regulator makes
a draft determination seeking comments from the business and other interested parties and then makes a ﬁnal determination. This ﬁnal determination is subject to
limited appeal rights.
Revenue for prescribed services is regulated under a price or revenue cap regime, with network prices determined under an incentive-based framework.
All regulators use a building block approach which provides for a target revenue stream that is designed to cover ongoing operations and maintenance costs,
depreciation, and a return on assets, calculated by reference to the distributor’s weighted average cost of capital, or WACC. Network charges derived using the
building block approach are smoothed over the ﬁve-year regulatory period to minimise any price volatility for end customers. Transmission revenue is recovered as
a ﬁxed amount and is not affected by usage volume.
The regime offers entities the opportunity to realise and capture the beneﬁts of some efﬁciency gains in the short term, but in most cases the price cap
methodology also exposes them to some revenue ﬂuctuations as a consequence of volatility in demand. The regulated entities retain the risk of operating costs
exceeding the provision.

3.2.2. GAS TRANSMISSION AND DISTRIBUTION
In the case of gas distribution, each regulated business proposes an “access arrangement” pursuant to the National Gas Code. This is considered by the regulator,
which either accepts the proposed access arrangement or proposes amendments. Regulatory determinations are subject to limited rights of appeal, which are
slightly broader than those granted with respect to electricity determinations. SP AusNet’s gas distribution network is required to submit an access arrangement.
A revised gas access arrangement, to take effect from 1 January 2008, is currently being considered by the ESC.
In the case of gas transmission, the Eastern Gas Pipeline (EGP) is not a “covered” pipeline, which means it does not have to submit an access arrangement and is
not subject to price regulation under the Gas Pipelines Access Act (South Australia) 1997 entitled “Third Party Access to Natural Gas Pipelines” and the National
Third Party Access Code for Natural Gas Pipeline Systems.
However, EGP has adopted non-discriminatory pricing principles. Extensive materials have been published on the Alinta website including a statement that the
EGP is committed to the provision of voluntary, non-discriminatory pipeline access to third parties in accordance with its “Non-Discriminatory Access Policy”.
This policy provides that all customers have equal access to a publicly available given tariff.
The Queensland Gas Pipeline (QGP) is subject to the provisions of the Gas Pipelines Access Act (Qld) and is a “covered pipeline” for the purposes of the Gas Code.
This obliges QGP to provide access to the pipeline to third parties in certain circumstances, requires an access arrangement to be approved by the ACCC to be
maintained, and means the QGP is more highly regulated than pipelines not covered by the Gas Code. The access arrangement includes approved reference tariffs.
Under the reference tariffs, QGP is entitled to negotiate tariffs with customers subject to certain fee caps.
On 17 July 2006, the Parliamentary Secretary to the Treasurer released a ﬁnding that the Queensland third party access regime is ineffective under the National
Access Regime. This ﬁnding conﬁrms that third parties have the right to seek a “declaration” of the services provided along the QGP. If services are declared, third
parties may seek the right to ignore the terms of the access arrangement (including the approved reference tariffs) and to negotiate the terms and conditions of
transportation services. If there is a dispute in relation to the terms and conditions of the service, parties may seek arbitration by the ACCC.
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3. REGULATORY ENVIRONMENT CONTINUED

3.3. OPERATIONAL REGULATION
As with economic regulation of the existing SP AusNet business and the Acquired Businesses outlined above in section 3.2, the ESC, IPART, and ICRC are
responsible for operational regulation of the Victorian, New South Wales and ACT electricity and gas industries. In Queensland, operational regulation of the QGP
is undertaken by the Department of Mines and Energy, whilst in New South Wales and Victoria, government departments as well as IPART and the ESC are
responsible for operational regulation of the EGP.
The details of the role of these state based entities and the key legislation they administer with respect to the existing SP AusNet business and the Acquired
Businesses are as follows:
Sector

Primary legislation

Regulator

Licences

Victorian electricity transmission
(SP AusNet)

Electricity Industry Act 2000 (Vic)

ESC

Transmission licence
(SP AusNet)

Victorian electricity distribution
(SP AusNet and Acquired Businesses –
Alinta Victorian electricity network and
United Energy Distribution)

Electricity Industry Act 2000 (Vic)

ESC

Distribution licences
(SP AusNet, Alinta Victorian
electricity network and
United Energy Distribution)

Victorian gas distribution (SP AusNet)

Gas Industry Act 2001 (Vic)

ESC

Distribution licence
(SP AusNet)

New South Wales Gas Distribution
(Acquired Businesses)

Gas Supply Act 1996 (NSW)
Pipelines Act 1967 (NSW)

IPART
Department of Energy,
Utilities and Sustainability
(NSW government)

Authorisation to operate
distribution pipeline granted
under Gas Supply Act.
Various pipeline licences to
operate distribution pipelines
granted under the
Pipelines Act

ACT electricity and gas distribution
(Acquired Businesses – ActewAGL
Distribution Partnership)

Utilities Act 2000 (ACT)

ICRC

Utility services licence

Queensland gas transmission
(Acquired Businesses – Queensland
Gas Pipeline)

Petroleum Act 1923 (Qld)
Petroleum and Gas (Production and Safety)
Act 2004 (Qld)

Department of Mines
and Energy (Queensland)

Pipeline licence

NSW/Vic gas transmission
(Acquired Businesses – Eastern
Gas Pipeline)

Pipelines Act 1967 (NSW)
Pipelines Act 2005 (Vic)

ESC
Department of Energy,
Utilities and Sustainability
(NSW government)
Department of Primary
Industries (Victoria
government)

NSW gas transmission licence
Victoria gas transmission
licence
NSW pipeline licences
Victoria pipeline licences

In addition, as a result of a recent decision of the Supreme Court of Victoria (presently subject to appeal), AAM (part of the Eastern States Asset Management
Business) may be required to hold a distribution licence under the Gas Industry Act 2001 (Vic) (see section 5.9).
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4. OVERVIEW OF SP AUSNET

4.1. BUSINESS OVERVIEW
SP AusNet is a diversiﬁed energy infrastructure business owning and operating Victoria’s primary electricity transmission network, as well as an electricity
distribution network in eastern Victoria and a gas distribution network in western Victoria. Listed on both ASX and SGX-ST in December 2005, SP AusNet is
included in the S&P/ASX 200 index.
SP AusNet comprises regulated energy network companies, SP AusNet Transmission and SP AusNet Distribution, and the SP AusNet Finance Trust which ﬁnances
those companies. Investment in SP AusNet comprises a triple stapled security consisting of:
– one share in SP AusNet Transmission;
– one share in SP AusNet Distribution; and
– one unit in SP AusNet Finance Trust.
Total consolidated revenues of the combined SP AusNet business were $1,019 million for the year ended 31 March 2007, of which 89% was regulated.
As the primary provider of electricity transmission services in Victoria, SP AusNet receives regulated revenues. For the year ended 31 March 2007, total
transmission revenues were $421 million.
As one of ﬁve providers of electricity distribution services and one of three providers of gas distribution services in Victoria, SP AusNet receives regulated revenues
based on actual usage by end-users of the distribution networks. For the year ended 31 March 2007, total distribution revenues were $608 million.
SP AusNet’s total regulated asset base was $4.8 billion as at 31 March 2007. This regulated asset base is an estimate that is subject to review by the relevant
regulators.
Figure 4.1.1 Overview of SP AusNet assets
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4.2. ELECTRICITY TRANSMISSION NETWORK
SP AusNet is the owner and manager of almost all of the electricity transmission network in Victoria. The Victorian transmission network is centrally located
amongst the ﬁve eastern States of Australia that form the National Electricity Market (NEM) and provides key links between the electricity transmission networks
of South Australia, New South Wales and Tasmania.
SP AusNet’s electricity transmission network is regulated by the Australian Energy Regulator (AER) and consists of over 6,500 km of transmission lines operating
at extra high voltages that carry electricity from power stations to electricity distributors and large customers around Victoria.
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4. OVERVIEW OF SP AUSNET CONTINUED

4.2.1. ELECTRICITY TRANSMISSION REVENUES
The transmission business earns network charges and connection charges equal to an annual, regulated, ﬁxed amount (that is, the charges are not dependent
upon the actual volume of electricity transmitted), and also earns network availability and reliability incentive payments. The network charges and connection
charges, which together represent the majority of SP AusNet’s transmission revenue for the year ended 31 March 2007, are subject to a cap set by the AER based
in part on the regulated asset base of the business.
Figure 4.2.1 Electricity transmission revenue breakdown – year ended 31 March 2007
Excluded Services 7%

Other 2%

Transmission Regulated 91%

Total revenue: A$411.0 million
Source: SP AusNet.

The transmission revenue regulatory framework uses a building block approach to provide the transmission company with a revenue stream to cover forecast costs
and depreciation over the regulatory period.
The transmission business is currently undergoing a regulatory reset with the AER. SP AusNet submitted the Electricity Transmission Revenue Proposal 2008-2014
to the AER on 28 February 2007, proposing $2,941.2 million revenues for the reset period. The proposal was carefully developed to ensure continuing high levels
of asset performance and reliability, whilst providing services in the most efﬁcient manner. In addition, SP AusNet is proposing for the ﬁrst time a six year regulatory
period for the transmission business instead of a ﬁve year regulatory period.
On 31 August 2007, the AER released its draft decision with respect to the SP AusNet transmission determination 2008-2014, proposing revenues of
$2,760.3 million. SP AusNet responded to the draft decision on 12 October 2007 advocating an increase in revenue and has provided additional supporting
material where applicable. The ﬁnal decision is expected to be released on 31 January 2008.

4.2.2. NETWORK CONDITION AND LIFE
The drivers of capital and operating expenditure programs are the performance, condition and reliability of the transmission assets. The average remaining life of
the transmission line assets will continue to decline during this regulatory period due to their longer technical asset lives, while the average remaining life for
substation equipment will remain stable due to the replacement and refurbishment program for these assets.
Figure 4.2.2 Electricity transmission average asset age proﬁle1
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Source: SP AusNet.
NOTE:
Asset ages based on engineering lives.
Transmission Lines/Cables – Towers, overhead conductors and underground cables carrying electricity at high voltage between generators and substations
Substations and Switchbays – Circuit breakers and other switching gear that enables circuits to be switched on and off within a substation
Substation Establishment – Civil works for switchbays, access roads, drainage, security fencing and buildings in substations
Power Transformers – Transformers for increasing network voltage for efﬁcient energy transmission and decreasing voltage for effective distribution to
connected customers
Reactive Plant – A range of electrical plant items that assist in controlling the network voltages and enable efﬁcient energy transmission
Communications Equipment – Microwave radio, ﬁbre-optic cables and copper cables providing high speed control signals between generators, substations and network
control centres
Secondary Systems – A range of equipment items that control and support the high voltage equipment that transmits the electricity
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The transmission business is focused on maintaining acceptable levels of network performance, achieving the lowest life cycle cost and optimising capital and
operating expenditures. Underpinning this asset management strategy is a range of asset condition and risk assessment programs.
SP AusNet maintains a long-term replacement capital expenditure program that takes the following factors into account:
–
–
–
–

increasing network utilisation;
environmental issues;
technology change; and
network-related risk.

4.2.3. NETWORK GROWTH
SP AusNet does not plan transmission capital expenditure projects because, in the Victorian market model, this is the function of VENCorp (an instrumentality of the
Victorian government responsible for the planning and augmentation of the shared electricity transmission system), distributors and generators. However, whilst
SP AusNet is unable to augment the transmission network without a request from VENCorp, the generators or the distributors, new transmission projects are
sometimes awarded to SP AusNet on a non-contestable basis, which assists in the further expansion of SP AusNet’s transmission network.
SP AusNet expects that investment will continue in the transmission network as VENCorp and electricity distributors increase capacity to meet steadily increasing
load growth. As shown in Figure 4.2.3, maximum demand has increased over the last few years and is forecast by VENCorp to grow over the next two years,
leading to growth in the regulated asset base for the transmission business.
Figure 4.2.3 VENCorp Forecast Electricity Demand
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Source: VENCorp Electricity Annual Planning Report 2007.

4.2.4. NETWORK PERFORMANCE
SP AusNet measures the reliability of its electricity transmission network by the number of customer minutes off supply (deﬁned as the equivalent of one minute off
supply to the entire electricity transmission network), and by transmission network availability (deﬁned as network asset available for immediate use in the system).
Figure 4.2.4 Network performance
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NOTE:
During the 2006/07 reporting year there were two signiﬁcant abnormal system incidents that affected customers in the vicinity of Terang and Red Cliffs resulting in system
minutes lost being 3.69.
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4. OVERVIEW OF SP AUSNET CONTINUED

Figure 4.2.5 Overall transmission network availability
Year Ended
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Source: SP AusNet.

The actual transmission network overall availability for the 2006 calendar year was 99.251% compared with the AER target of 99.200%.

4.3. ELECTRICITY DISTRIBUTION NETWORK
SP AusNet’s electricity distribution network is regulated by the ESC and carries electricity from the transmission network to substations for distribution to connected
electricity customers in eastern metropolitan Melbourne and the eastern part of Victoria. The network is 43,384 km in length, spans an area of approximately
80,000 square kilometres and services approximately 590,000 customers.
SP AusNet levies regulated distribution network charges on retailers whose customers use SP AusNet’s networks. SP AusNet owns the distribution network and the
right to distribute or supply electricity within its distribution area. SP AusNet is the only electricity distribution business licensed to operate in this area. SP AusNet
charges the same approved tariffs for electricity network usage regardless of which retailer sells the electricity to a customer in SP AusNet’s distribution area.

4.3.1. ELECTRICITY DISTRIBUTION REVENUE
In ﬁnancial year 2007, approximately 85% of SP AusNet’s electricity distribution revenues were derived from regulated tariffs, with the remaining electricity
revenues coming from customer contributions to capital works and excluded services such as meter reading, meter data management and public lighting.
Figure 4.3.1 Electricity distribution revenue breakdown (year ended 31 March 2007)
Excluded Services 7%

Other Revenue 2%

Customer Contributions 6%

Network Revenue 85%

Total revenue: A$433.5 million
Source: SP AusNet.

SP AusNet charges retailers and some large customers regulated rates for the use of the distribution network. These rates are reset each year in accordance with
price controls established by the regulator for the regulatory control period. The amount of electricity network revenue charged to each retailer is based on the
actual amount of electricity used by the retailer’s end-user customers. The distribution price regulation framework uses a building block approach to cover forecast
costs and depreciation over the regulatory period.
For the electricity distribution network, the prices per volume of electricity distributed are regulated, with actual revenue subject to the volume of electricity
distributed. By contrast, for the transmission network, total revenues are set by the regulator, and revenues are not subject to actual electricity consumption.
The pricing regime offers electricity distribution companies the opportunity to realise and capture some efﬁciency gains, but with some exposure to revenue
ﬂuctuations due to volatility in volume demand.
The Victorian Government has determined that customer electricity meters are to be replaced with “interval” or “smart meters” beginning in 2009. Smart meters
enable remote meter reading and improved fault reporting and allow retailers to apply differential tariffs for different times of the day. The rollout will involve
signiﬁcant capital expenditure by SP AusNet and will be subject to an additional round of regulatory negotiation. As a consequence of the Victorian Government’s
policy decision, the ESC will be required to redetermine the distributors’ metering services revenue requirement and, therefore, establish a new price control.
The ESC has commenced the process of redetermining the price controls and will accept submissions from industry participants. The ESC is expected to publish
the ﬁnal framework and approach to be adopted in formulating its determination on the price controls to apply to metering services in November 2007.

4.3.2. NETWORK CONDITION AND LIFE
The age proﬁle and asset condition of the electricity distribution network is consistent with the industry standards and maintained/refurbished as a result of
established inspection, testing and condition monitoring programs that form part of SP AusNet’s comprehensive asset management program. SP AusNet’s asset
management program focuses on lowest life cycle costing, optimising capital and operating expenditure and enhancing network safety and performance. These
programs are subject to independent audits performed annually by Energy Safe Victoria, the technical electrical regulator responsible for ensuring the safe supply
and use of electricity in Victoria.
Asset replacement is driven by SP AusNet’s risk-based approach to sustaining a reliable electricity distribution network. The risk is mainly dependent on the age
and location of electricity distribution assets. In general, the older the assets, the higher the risk of failure. Similarly, some locations are prone to higher risk of asset
failure, such as seaside, heavily vegetated and termite infested areas.
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Figure 4.3.2 Electricity distribution average asset age proﬁle
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Source: SP AusNet.

NOTE:
Asset ages based on engineering lives.
Overhead Network Assets – Electricity poles and wires
Meters and Services – Electricity usage meters and the electricity cables between poles and premises of end consumers
Underground Network Assets – Underground electricity power cables
Distribution Equipment – Transformers for stepping network voltage up for efﬁcient energy transmission and down for effective distribution to end consumers
and switchgears enabling circuits to be switched on and off
Zone Substation – Sites that convert very high voltage from transmission networks into lower voltage for the distribution network

4.3.3. NETWORK GROWTH
SP AusNet enhances its network capacity to meet ongoing increases in demand from consumers. SP AusNet believes that its proposed capital expenditure plan is
sufﬁcient to meet foreseeable future increases in demand for electricity. In the year ended 31 March 2007 SP AusNet experienced a 3.6% increase in energy
delivered, as well as over 9,300 (1.6%) new customer connections.

4.3.4. NETWORK PERFORMANCE
Distribution of electricity across SP AusNet’s distribution network is subject to various factors that may disrupt delivery. Most electricity distribution network outages
are unplanned and result from a variety of factors beyond SP AusNet’s control, such as bushﬁres, interference by animals and vegetation. Planned outages are also
undertaken for maintenance or upgrades on the network.
Figure 4.3.3 Electricity distribution network reliability performance
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The 2007 estimated outcome for average unplanned minutes off supply per customer is higher than the ESC target primarily due to major storm activity over
several days in February 2007 and a 1-in-100 year storm involving severe ﬂooding that impacted eastern Victoria in June 2007. The combined effect of these two
events contribute in the order of 60 minutes off supply per customer to the estimated 2007 outcome.

4.4. GAS DISTRIBUTION NETWORK
SP AusNet’s gas distribution network is currently regulated by the ESC, however will be regulated by the AER commencing in 2008, and carries natural gas from
the transmission network to some 523,458 customers across 60,000 square kilometres of central and western Victoria. The distribution network is 9,076 km in
length and SP AusNet also owns 183 km of gas transmission pipelines. For this service, SP AusNet levies regulated distribution network charges to retailers and
some large distribution customers that use SP AusNet’s networks.
SP AusNet owns the gas distribution assets and the right to distribute gas within its distribution area. SP AusNet is the only gas distribution business licensed to
operate in this area. SP AusNet earns the same amount of gas distribution revenue regardless of which retailer sells the gas to a customer in SP AusNet’s gas
distribution area.

4.4.1. GAS DISTRIBUTION REVENUE
In the year ended 31 March 2007, approximately 84% of SP AusNet’s gas distribution revenues were derived from regulated distribution tariffs for delivery of gas
by SP AusNet’s gas distribution system, with the remaining gas distribution revenues derived from customer contributions to capital works and excluded services
such as meter reading and meter data management.
Figure 4.4.1 Gas distribution revenue breakdown – year ended 31 March 2007
Excluded Services 8%

Other 0%

Customer Contributions 8%

Network Revenue 84%

Total revenue: A$175.0 million
Source: SP AusNet.

SP AusNet charges retailers, at regulated rates, for their customers’ use of the gas distribution network. The ESC is responsible for regulating the distribution tariffs
pursuant to the National Gas Code, the GIA and the ESC Act.
Price regulation of the gas distribution networks is conducted in a similar manner as for electricity distribution tariffs. For the gas distribution network, the prices
per volume of gas distributed are regulated, with actual revenue subject to the volume of gas distributed.
The gas distribution business is currently undergoing a regulatory reset with the ESC. SP AusNet submitted the Gas Access Arrangement Revision Information
2008-2012 to the ESC on 30 March 2007, proposing revenue of $864.7 million for the reset period. The proposal was carefully developed to ensure continuing
high levels of asset performance and reliability, whilst providing services in the most efﬁcient manner and ensuring SP AusNet maintains its current levels of
investor return.
On 28 August 2007, the ESC released its draft decision with respect to the Gas Access Arrangement Revision 2008-2012, proposing revenues of $730.9 million.
SP AusNet was required to respond to the draft decision by 29 October 2007, with the ﬁnal decision expected to be released in December 2007. SP AusNet will
continue to work with the ESC as this determination proceeds.

4.4.2. NETWORK CONDITION
The gas distribution network is relatively young, with an overall average age of 24 years. About 79% of the distribution mains are made up of polyethylene and
protected steel pipes which are considered to be in very good condition, supported by excellent maintenance practices. Polyethylene pipe which represents more
than half of the distribution mains was ﬁrst introduced in 1972.
SP AusNet’s long-term plan involves upgrading the distribution system by replacing low-pressure pipes with high-pressure systems. This improves safety, service
and reduces maintenance costs. The medium and low pressure system is less reliable than the high-pressure transmission system and accounts for a higher
portion of SP AusNet’s gas maintenance expenses.
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Figure 4.4.2 Gas distribution average asset age proﬁle
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NOTE:
Asset ages based on engineering lives.
Distribution Main – Pipes distributing gas to end consumers
Meter and Services – Meters measure gas usage and services is the pipe connecting the distribution mains to consumers’ premises
Field and District Regulators – Pressure reduction stations, spread throughout the network
Transmission Pipe – Very high pressure pipelines for efﬁcient transmission of large volumes of gas
City Gates – Pressure reduction stations located at the edge of a town or city reducing the gas pressure from transmission pipelines into distribution mains

4.4.3. NETWORK GROWTH
SP AusNet enhances its network capacity to meet ongoing increases in demand from consumers. SP AusNet believes that its current proposed capital expenditure
plan (which is subject to regulatory approval) is sufﬁcient to meet foreseeable future increases in demand for gas. During the year ended 31 March 2007, there
were over 13,200 new customer connections equating to over 2.6% growth as well as a 8.1% increase in volume distributed.
SP AusNet is performing under a contract with the Victorian Government to supply natural gas to 12 regional towns across the west of the State that will enable
homes and businesses in those towns to access natural gas for the ﬁrst time.

4.4.4. NETWORK PERFORMANCE
Network outages negatively affect SP AusNet’s gas distribution revenues, which are based on the volume of gas consumed by end-users. SP AusNet principally
measures the reliability of its gas distribution system by the number of unplanned minutes off supply, deﬁned as the total minutes, on average, that a customer
can expect unplanned interruption to gas supply over a speciﬁed period of time (USAIDI).
Figure 4.4.3 Gas distribution network performance
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4. OVERVIEW OF SP AUSNET CONTINUED

4.5. UNREGULATED BUSINESSES
In addition to delivering organic growth on its networks, SP AusNet has considerable commercial expertise and practical skills in metering, technical services and
telecommunications that enables it to add value from these unregulated business opportunities.
Data and Measurement Solutions Pty Ltd (DMS) is a wholly owned subsidiary of SP AusNet Distribution. The business is an end-to-end utility metering business
including meter data agent provider, meter provisioning services, franchise data services and network new connections. DMS is accredited and registered with
NEMMCO as a metering provider and meter data provider.
DMS is well-established within the NEM, providing metering services to SP AusNet and also to other market participants, including market system operators
(such as VENCorp), retailers and industrial and commercial entities.

4.6. MANAGEMENT SERVICES AGREEMENT
Pursuant to a Management Services Agreement between SP AusNet Transmission, SP AusNet Distribution and SPIMS, which commenced on 1 October 2005,
SP AusNet’s transmission and distribution networks businesses are managed and administered by SPIMS, a wholly owned subsidiary of SPI. SP AusNet Finance
Trust is managed and administered by SPIMS under a RE Management Services Agreement between the Responsible Entity and SPIMS which commenced on
1 October 2005. No changes to the RE Management Services Agreement are currently contemplated as a result of the Transaction.
It is anticipated that approximately 150 former Alinta senior management personnel will transfer their employment to SPIMS so that SPIMS can provide the
services it is currently required to provide for SP AusNet’s existing assets, as well as new services contemplated for the Acquired Businesses. At present, SPIMS
predominantly services the SP AusNet business, but the Management Services Agreement allows it to service other businesses.
As a result of the Transaction, it will be necessary to change the Management Services Agreement. These changes, agreed between SP AusNet and SPIMS,
are described in section 6.8.

4.6.1. TERM
Under the Management Services Agreement, SPIMS is appointed for 10 years, with SP AusNet Transmission and SP AusNet Distribution having options to renew
for two further 10-year periods. There are rights of termination under the Management Services Agreement, which may be exercised by SP AusNet Transmission,
SP AusNet Distribution and SPIMS in certain circumstances.

4.6.2. OBLIGATIONS AND SERVICES
SPIMS provides management services to assist SP AusNet Transmission, SP AusNet Distribution and their subsidiaries to conduct and develop their business.
SPIMS’ role includes evaluation and management of business development opportunities including potential acquisitions and joint ventures, such as the
Acquired Businesses.
The scope of SPIMS’ obligations and services under the Management Services Agreement includes:
–
–
–
–

negotiation on behalf of SP AusNet Transmission and SP AusNet Distribution of all contracts and agreements in the conduct of their business;
supervision of the operation of, and the maintenance and repairs to, and upgrading of, the networks;
managing and controlling all of the employees of SP AusNet;
retention and maintenance of all accounting and other required records relating to the business and the preparation of all accounts relating to the business,
in each case in accordance with the requirements of all applicable laws, regulations and industry practice;
– taking all necessary or appropriate actions to comply with all applicable laws, regulations and guidelines (including, the regulators’ directions); and
– the supervision, direction and management of the conduct of the business on behalf of SP AusNet Transmission and SP AusNet Distribution.
SPIMS is required to comply with the policies and directions of the Directors of SP AusNet Transmission and SP AusNet Distribution and report regularly to them.
The Directors of SP AusNet Transmission and SP AusNet Distribution closely monitor the performance of SPIMS in providing the services, including against certain
performance criteria. As the Management Services Agreement is a related party arrangement with SPIMS, it is subject to review and oversight by the SP AusNet
Audit and Risk Management Committee (which is made up of a majority of Independent Directors).
Additionally, the Directors of SP AusNet Transmission and SP AusNet Distribution may give such directions as thought necessary to SPIMS to ensure compliance
with the strategies, plans, policies and procedures of SP AusNet, and SPIMS is obliged to give effect to these directions, provided such directions are not
inconsistent with the scope of its services under the Management Services Agreement.
SPIMS is free to provide services to third parties, although SPIMS predominantly provides management services to SP AusNet.
Where the Directors of SP AusNet Transmission and SP AusNet Distribution request SPIMS to provide a service which SPIMS has already agreed to provide to
another party which may conﬂict with SP AusNet’s interest of operating its business, then SPIMS is required to promptly notify SP AusNet Transmission and
SP AusNet Distribution of the possible conﬂict and present any proposals to resolve possible or apparent conﬂict.

4.6.3. ANNUAL PLAN AND BUDGET
SPIMS is required under the Management Services Agreement to submit not later than 90 days prior to the beginning of each ﬁnancial year, a proposed annual
plan and budget for the business for that ﬁnancial year (the Annual Plan and Budget). The Annual Plan and Budget must include, among other matters:
– estimated proﬁt and loss and cash ﬂow projections of the business;
– the amount of gross revenues, capital expenses, operating expenses, the Management Services Charge and the Performance Fee and cost reimbursements
for that ﬁnancial year; and
– a statement of the objectives and strategies of the business.
Prior to the beginning of a ﬁnancial year, the Boards of SP AusNet Transmission and SP AusNet Distribution review the Annual Plan and Budget and notify SPIMS
of any proposed amendments, and consequently SPIMS must prepare a revised Annual Plan and Budget.
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Due to a change in circumstances during the course of any ﬁnancial year (such as the proposed acquisition of the Acquired Businesses), SPIMS may submit to the
Boards of SP AusNet Transmission and SP AusNet Distribution a proposal for the revision of the Annual Plan and Budget relating to that ﬁnancial year. The Boards
of SP AusNet Transmission and SP AusNet Distribution must consider a proposed revision to the Annual Plan and Budget in good faith.

4.6.4. MANAGEMENT FEES
Under the Management Services Agreement, SPIMS is paid management fees comprising:
– a Management Services Charge; and
– a Performance Fee,
for each ﬁnancial year during the term of the Management Services Agreement.
The Management Services Charge is to compensate SPIMS for expenses relating to all remuneration and other employment entitlements and beneﬁts of the
employees of SPIMS (except to the extent that, on a net resourcing basis, SPIMS employees provide services to parties other than SP AusNet (including AAM)).
The Performance Fee is to incentivise SPIMS to improve performance of SP AusNet’s business and to align the interests of SPIMS with those of SP AusNet,
investors and the regulators. The Performance Fee comprises ﬁve components namely the Network Performance Fee, Financial Performance Fee, Capital Works
Management Fee, Business Incentive Fee and Capital Efﬁciency Incentive Fee (each component calculated in accordance with the prescribed mechanism set out in
the Management Services Agreement). The Performance Fee is capped at 0.75% of the market capitalisation of SP AusNet (see section 6.8).
SPIMS is also reimbursed for all expenditure directly incurred by SPIMS in providing the services other than the cost of SPIMS employees (which cost forms part of
the Management Services Charge).
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5. OVERVIEW OF THE ACQUIRED BUSINESSES

5.1. ACQUISITION OF THE ACQUIRED BUSINESSES BY SPIAA
Alinta listed on ASX in October 2000 under the name AlintaGas, with a Perth based gas distribution network as its foundation asset. Following its listing, Alinta
actively acquired and developed a signiﬁcant portfolio of energy infrastructure, power generation and energy retailing assets. In May 2003, AlintaGas ofﬁcially
changed its name to Alinta Limited to reﬂect its move into electricity. The most recent of Alinta’s major acquisitions was the purchase of a substantial portfolio of
energy infrastructure assets from AGL in October 2006.
In early 2007, SPI, the holder of 51% of the Securities of SP AusNet, formed the Consortium with several Babcock & Brown entities to make a proposal to Alinta for
the acquisition of all the shares in Alinta. The Alinta board ultimately accepted the Consortium’s offer and proposed the Alinta Scheme which was implemented on
31 August 2007. Under the Alinta Scheme, all of Alinta’s shares were acquired by the Consortium’s bid vehicle for a mixture of scrip and cash consideration.
From September 2007, the Consortium commenced a restructure of Alinta’s assets whereby Alinta’s assets have been divided between BBI, BBP and BBW
(Babcock & Brown entities) and SPIAA, a subsidiary of SPI, as set out in section 2.1. Under the SSPA, SP AusNet has agreed to acquire all the shares in SPIAA,
subject to the satisfaction of conditions precedent (see section 10.3.4). The businesses to be acquired by SP AusNet through the purchase of SPIAA are
shown below:
Figure 5.1.1 Acquired Businesses
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REGULATED DISTRIBUTION ASSETS
5.2. NEW SOUTH WALES GAS NETWORK
The New South Wales gas distribution network was established in 1837 with the development of the ﬁrst reticulated gas network in the Sydney central business
district. This network has grown through a combination of extensions, new developments and acquisitions to service most major population centres in
New South Wales.
The network provides gas to more than 980,000 users across Sydney, Newcastle, Wollongong and over 20 country centres, as depicted below.
Figure 5.2.1 Network location
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Source: SP AusNet.

The network distributes natural gas produced in the Cooper Basin and transported by the Moomba-to-Sydney high pressure transmission system (owned by APA
Group), gas produced in Bass Strait and transported via the Eastern Gas Pipeline (to be acquired by SP AusNet as part of the proposed Transaction) and coal seam
methane gas (presently a small quantity produced in the Sydney Basin).
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Figure 5.2.2 – New South Wales Gas Distribution volumes
The volumes of gas distributed by the network in recent years are as follows:
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5.2.1. NETWORK CONDITION AND LIFE
The New South Wales gas network has undergone recent refurbishments and upgrades. The network consists of trunk, primary, secondary and medium/low
pressure mains. All classes of mains are generally in good condition. The majority of primary mains are between 31 and 35 years old, and the secondary mains
are on average approximately 27 years old. Following a major refurbishment project conducted during the 1980s and 1990s, the majority of the network now
operates at medium pressures with substantial spare capacity. The majority of the medium and low pressure network consists of plastic mains and services
(with the balance being older cast iron equipment) and 85% of the medium and low pressure network is less than 30 years old.
Figure 5.2.3 New South Wales Gas Distribution average asset age proﬁle
The main assets of the network are as follows:
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5.2.2. NETWORK GROWTH
A 30 kilometre looping project (Sydney Primary Loop project) that will provide additional capacity into Sydney and reduce reliance on a single primary main
pipeline is currently underway and due for completion by the end of January 2008. This project is expected to greatly improve the security of the network in the
Sydney region.
Figure 5.2.4 New South Wales gas distribution customer connections
The following table shows the growth in connections:
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Notwithstanding the network’s “natural monopoly”, household penetration in New South Wales remains relatively low (at about 35%, while average penetration in
reticulated areas is estimated to be 65% to 70%), representing a source of potential growth above population growth.
Domestic gas usage is principally for home heating, water heating and cooking. Accordingly, demand levels are directly impacted by climate and can be negatively
affected by warm winter weather (as was the case in 2005) and drought (due to decreased hot water usage). AGL Energy, as the largest gas retailer in New South
Wales, is the largest user of the network.
Industrial gas is primarily used as a source of energy for production processes, but may also act as feedstock for fertiliser or petrochemical products.

5.2.3. NETWORK DISTRIBUTION REVENUES
The prices (or tariffs) charged for distributing gas, as well as the terms of access to the network, are regulated and reviewed on a ﬁve-yearly basis. The current
regulatory period commenced on 1 July 2005, and the next regulatory reset will be effective as at 1 July 2010. The regulated asset base for the network at
30 June 2007 was $2.17 billion (in nominal terms). As discussed in section 3.1, the regulatory function is expected to be transferred to AER in 2008.
Figure 5.2.5 New South Wales gas network regulated revenues
The New South Wales gas network’s total revenues comprise regulated and other revenues. Regulated revenues are a function of actual volumes realised and
regulated tariffs. Regulated tariffs are determined using forecast regulated revenues estimated at the time of the most recent regulatory decision. These are set out
in the table below.
Regulatory Forecasts and Allowances (FY 30 June)
$ million Real 2005 (ﬁnancial years)

2006

2007

2008

2009

2010

Forecast Revenue

319

328

334

337

338

Forecast Capital Expenditure

123

102

98

85

80

Operating Costs Allowance

117

118

119

120

120

Source: IPART “Revised Access Arrangement for AGL Gas Networks April 2005 Final Decision”.

Actual revenues for the New South Wales gas network will differ to these revenues as a result of differences in actual realised volumes to volumes forecast at the
time of the regulatory determination and due to non-regulated revenues earned by the New South Wales gas network.
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Figure 5.2.6 Gas distribution revenues
Revenues derived by the network in recent years are as follows:
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5.2.4. NETWORK PERFORMANCE
Factors limiting network performance include the network’s topography, the broad spread of the network and consequential reduction in redundancy of supply to
speciﬁc supply points.
Gas networks by nature have a high level of supply reliability (compared to electricity distribution networks). Reliability for gas networks is measured as customers
hours off supply.
Figure 5.2.7 Network performance
Network Reliability Data
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These numbers generally reﬂect interruptions to supply caused by interference and damage to the network by parties undertaking construction and maintenance
activities in physical proximity to the network.

34

5.3. ALINTA VICTORIAN ELECTRICITY NETWORK
The Alinta Victorian electricity network (formerly known as Solaris) distributes electricity to over 295,000 customer sites over 950 square kilometres of north-west
greater Melbourne, Victoria. It is one of ﬁve licensed electricity distribution networks in Victoria. The network footprint incorporates a mix of major industrial areas,
residential growth areas, established inner suburbs and Melbourne International Airport.
Figure 5.3.1 – Network location
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Revenue from residential, commercial and industrial customers represents approximately 38%, 26% and 36% respectively of total revenue from energy deliveries.
This in turn accounts for approximately 88% of total revenue for the electricity network.
Victoria’s retail electricity market is fully contestable, with a large number of retailers competing for customer accounts. Most of these retailers are active in the
network’s licence area although AGL Energy (which is not part of the Acquired Businesses) is the largest user of the network.
Additionally, the Alinta Victorian electricity network provides physical metering facilities and meter reading services. The Victorian Government has determined that
customer electricity meters are to be replaced with “interval” or “smart meters” beginning in 2009. Smart meters enable remote meter reading and improved fault
reporting and allow retailers to apply differential tariffs for different times of the day. The rollout will involve signiﬁcant capital expenditure by SP AusNet and will be
subject to an additional round of regulatory negotiation. As a consequence of the Victorian Government’s policy decision, the ESC will be required to redetermine
the distributors’ metering services revenue requirement and, therefore, establish a new price control. The ESC has commenced the process of redetermining the
price controls and will accept submissions from industry participants. The ESC is expected to publish the ﬁnal framework and approach to be adopted in
formulating its determination on the price controls to apply to metering services in November 2007.
Electricity distribution in Victoria is generally conﬁned to speciﬁc geographic areas determined by distribution licences and there is limited overlap with competing
networks. Penetration of electricity networks is approximately 100%.
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Figure 5.3.2 Alinta Victorian customer connections
The following is an indication of the end usage of energy delivered:
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Figure 5.3.3 Alinta Victorian distribution volumes
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Business Volumes

5.3.1. ELECTRICITY DISTRIBUTION REVENUES
Alinta Victorian electricity network is currently regulated by the ESC and it is expected that the regulatory function will be transferred to AER in 2008. Its last
regulatory reset occurred in 2005, with revenues set for the period 1 January 2006 to 21 December 2010. The AER is expected to oversee the next regulatory
reset for the 2011 to 2016 period.
Figure 5.3.4 Alinta Victorian distribution revenues
The following is breakdown of the revenues derived from different sectors:
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Figure 5.3.5 Alinta Victorian Electricity Network Regulated Revenues
The Alinta Victorian electricity network’s total revenues comprise regulated and other revenues. Regulated revenues are a function of actual volumes realised and
regulated tariffs. Regulated tariffs are determined using forecast regulated revenues estimated at the time of the most recent regulatory decision. These are set out
in the table below.
$ MILLION REAL 2004 (CALENDAR YEARS)
Distribution Services

2006

2007

2008

2009

2010

Forecast Revenue

132.3

130.8

129.3

127.5

126.0

Forecast Net Capital Expenditure

46.3

39.9

42.4

37.5

44.2

O&M Expenditure Allowance

50.1

50.9

51.9

53.0

54.3

Prescribed Metering Services*

2006

2007

2008

2009

2010

Forecast Revenue

5.4

6.7

8.3

10.4

12.8

Forecast Net Capital Expenditure

8.9

8.5

7.9

12.2

10.1

O&M Expenditure Allowance

4.2

4.3

4.7

5.1

5.3

Source: EDPR Final decision Vol 1, October 2005, ESC
Actual revenues for the Alinta Victorian electricity network will differ to these revenues as a result of differences in actual realised volumes to volumes forecast at the time of
the regulatory determination and due to non-regulated revenues earned by the Alinta Victorian electricity network.
*

These prescribed metering services forecasts will be subject to the rollout of “interval” or “smart” meters (see above).

5.3.2. NETWORK GROWTH
Average annual growth for the Alinta Victorian electricity network in electricity consumption of around 1.5% per annum is anticipated for the residential sector
through to 2010, largely resulting from growth in connections. Growth in the commercial and industrial markets is expected to remain largely ﬂat, as organic
growth continues to be partly offset by redevelopment of inner city industrial land for residential and small business use.
Distribution prices for transporting electricity over the network and access to the network are regulated. In October 2005, distribution prices for the period from
1 January 2006 to December 2010 were determined. The regulated asset base for the network forecast by the ESC at 31 December 2006 was $597 million
(in December 2004 dollars). The next regulatory reset will be effective as at 1 January 2011.
The network is constructed to have sufﬁcient capacity to meet the peak instantaneous load of customers (along with a level of security of supply should key
components fail). The peak instantaneous load (demand) is forecast to grow at a rate of 2.5% over the next 20 years (compared with growth in energy delivered of
about 1.5%). SP AusNet expects to invest in capital expenditures to create additional capacity on the network in an attempt to continue to meet customer demand.
It is expected that network performance will vary from year to year depending on climatic events such as storms, lightning and extreme temperatures. For the 2007 calendar
year, performance is currently better than the ESC targets, and the current anticipated network performance is expected to meet the 2006-10 ESC targets.
Figure 5.3.6 Network reliability
NETWORK RELIABILITY DATA (PER CALENDAR YEAR)
Customer minutes off supply
(excludes: ESC approved excluded events)
Benchmark target
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2001

2002

2003

2004

2005

2006

93.4

73.7

79.0

59.3

74.5

91.0

88

84

80

78

76

76

Figure 5.3.7 Alinta Victoria distribution average asset age proﬁle
The main assets of the network are as follows:
Overhead Network Assets
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Source: SP AusNet.

5.4. ACTEWAGL DISTRIBUTION PARTNERSHIP (50%)
The Acquired Businesses include a 50% interest in the distribution business and assets of ActewAGL Distribution Partnership, an electricity and gas distribution
joint venture with the government of the Australian Capital Territory (ACTEW Corporation). The Acquired Businesses are not involved in energy retailing in the
Australian Capital Territory. The transfer of this interest as part of the Acquired Businesses is subject to the consent of ACTEW Corporation and AGL Energy Ltd.
The joint venture’s principal activities include:
– ownership and operation of the electricity distribution network in the Australian Capital Territory (with 155,000 end-users) and the gas distribution network
in the Australian Capital Territory and in the Palerang, Queanbeyan, Shoalhaven and Tumut local government areas in New South Wales (totalling 104,000
end-users); and
– provision of management services to TransACT (a telecommunications services provider in the Australian Capital Territory in which SPIAA also has a 7.6%
shareholding).
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5. OVERVIEW OF THE ACQUIRED BUSINESSES CONTINUED

Figure 5.4.1 Network location
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New South Wales

ActewAGL Networks

Canberra
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New South Wales
Sydney
Canberra
ACT

Source: SP AusNet.

The joint venture is a standalone operating business, except that the gas network is managed under contract by the Eastern States Asset Management Business.
The large majority of end-users for the gas and electricity networks are residential and small business customers, with only limited industrial usage. Tariffs for the
networks are currently regulated by the Australian Capital Territory’s Independent Competitive and Regulatory Commission (ICRC) and after 1 January 2008 are
expected to be regulated by the AER, and are subject to ﬁve yearly reviews.
Through the joint venture, the Acquired Businesses include a 50% interest in Ecowise Environmental (an environmental consulting business).
ACTEW also conducts energy retailing business in which AGL Energy has a 50% interest.
The ActewAGL Distribution Partnership is also involved in the operation and maintenance of the Australian Capital Territory’s water and sewerage networks under
a contract with the owner of the networks (ACTEW Corporation). This involves the provision of more than 100 million litres of treated water each day to Canberra
residents, mostly sourced from the Cotter River catchment. The partnership’s involvement in waste water treatment includes the operation of three waste water
reuse projects. These projects treat waste water for reuse in the irrigation of parks, playing ﬁelds and golf courses.
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5.4.1. REVENUE
The ActewAGL Distribution Partnership’s total revenues comprise regulated and other revenues. Regulated revenues are a function of actual volumes realised and
regulated tariffs. Regulated tariffs are determined using forecast regulated revenues estimated at the time of the most recent regulatory decision. These are set out
in the table below.
Figure 5.4.2 Gas revenue
$ million, real 2004/05

2005

2006

2007

2008

2009

2010

Revenue from tariff customers

35.04

35.51

35.92

36.30

36.64

36.94

1.45

1.45

1.45

1.45

1.45

1.45

Revenue from contract customers

Source: ICRC Final Decision Review of access arrangement for ActewAGL natural gas system in ACT, Queanbeyan and Yarrowlumla October 2004

Figure 5.4.3 Electricity revenue
$ million nominal dollars, year ending 30 June
Prescribed services revenue

2004/05

2005/06

2006/07

2007/08

2008/09

95.11

98.28

102.32

106.92

111.17

Source: ICRC Final Decision Investigation into prices for electricity distribution services in the ACT

Actual revenues for the ActewAGL Distribution Partnership will differ to these revenues as a result of differences in actual realised volumes to volumes forecast at
the time of the regulatory determination and due to non-regulated revenues earned by the ActewAGL Distribution Partnership.

5.4.2. GROWTH
High penetration rates for both networks results in overall growth broadly consistent with population growth. Limited opportunities exist to expand the network
beyond the existing population areas.
Figure 5.4.4 – Expected customer growth
The following illustrates the growth expected by the ICRC in its most recent determination for gas and electricity customers and volumes contemplated by the
regulatory determination referred to above.
ELECTRICITY
FY (June 30)
Customers
MWh

2005

2006

2007

2008

2009

144,391

146,556

148,722

150,887

153,053

2,615

2,655

2,694

2,733

2,772

2006

2007

2008

2009

2010

103,612

106,976

110,220

113,358

116,401

6,315

6,467

6,616

6,761

6,874

GAS
FY (June 30)
Customers
Volumes (TJ)

5.4.3 NETWORK PERFORMANCE
ELECTRICITY
The following shows the electricity network performance in 2003/04 and 2004/05 in terms of both urban and rural interruptions to service. SAIDI measures the
total number of minutes in a given year, on average, that a customer in a distribution network is without electricity:
Figure 5.4.5 – Network performance – electricity
SAIDI

2003/04

2004/05

Urban (planned and unplanned)

76.96

75.77

Rural (planned and unplanned)

80.48

124.92

Total network

77.18

77.58

The total network SAIDI is the weighted average across both rural and urban areas that a customer is without electricity.
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GAS
The number of unplanned interruptions per 1,000 customers was low throughout the of 2001 to 2005, as indicated below:
Figure 5.4.6 – Network performance – gas
2001/02
Number of interruptions per 1,000 customers
Total hours off-supply per 1,000 customers

2002/03

2003/04

2004/05

0.03

1.2

1.0

0.0

5.9

8.5

0.9

0.0

5.5. UNITED ENERGY DISTRIBUTION (34.1%)
The Acquired Businesses include a 34.1% interest in United Energy Distribution, which owns the electricity distribution network servicing the south-eastern
suburbs of Melbourne and the Mornington Peninsula. Its licence area is largely urban in nature. The balance of United Energy Distribution is owned by DUET.
The 34.1% interest remains owned by BBI (via its ownership of Alinta) and is proposed to be sold to BBI subsidiaries which will in turn be acquired by SPIAA. DUET,
the other shareholder in United Energy Distribution, maintains that such a sale would trigger pre-emptive rights under the United Energy Distribution Shareholders
Agreement (giving DUET the right to acquire the shares currently held by BBI for a fair value). BBI and SPIAA do not accept that position, and may if necessary
challenge such an assertion in dispute resolution proceedings. There is a risk, however, that the alleged pre-emptive rights may be upheld (see sections 5.12 and
9.3.3), in which case the 34.1% interest would not constitute part of the Acquired Businesses, but SP AusNet would be entitled to receive the proceeds of the
exercise of those rights.
United Energy Distribution earns revenue principally from electricity retailers making sales of electricity within its licence area. These revenues are regulated.
Certain other activities, such as telecommunications cabling and pole rental, are not regulated.
Figure 5.5.1 Network location

UED

Dandenong

Frankston

Victoria

Melbourne

Source: SP AusNet.

The network had 612,350 customer connections at 31 December 2006 and carried a load of 7,915 GWh in 2006. Although the large majority of connections are
residential, network load is spread roughly equally between industrial, commercial and residential customers.
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5.5.1. UNITED ENERGY DISTRIBUTION REVENUE
The Acquired Businesses include a 34.1% interest in United Energy Distribution. The United Energy Distribution network is currently regulated by the ESC and it is
expected that the regulatory function will be transferred to AER in 2008. United Energy Distribution’s last regulatory reset occurred in 2005, with revenues set for
the period 1 January 2006 to 31 December 2010. The AER will oversee the next regulatory reset for the 2011 to 2016 period.
United Energy Distribution reported revenue of $405 million, EBITDA of $243 million and EBIT of $173 million in the 12 months to 31 December 2006.
Its regulated asset base at 31 December 2006 (in December 2004 dollars) was $1,228 million based on its most recent regulatory determination.
Figure 5.5.2 – Revenues
United Energy Distribution’s total revenues comprise regulated and other revenues. Regulated revenues are a function of actual volumes realised and regulated
tariffs. Regulated tariffs are determined using forecast regulated revenues estimated at the time of the most recent regulatory decision. These are set out in the
table below.
$ MILLION REAL 2004 (CALENDAR YEARS)
Prescribed Services

2006

2007

2008

2009

2010

Forecast Revenue

271.67

251.93

256.99

243.54

230.24

Return on assets

72.25

72.53

72.53

73.07

74.69

Regulatory depreciation

88.37

89.66

92.81

78.74

69.59

O&M expenditure

80.79

82.47

84.19

86.03

85.79

Efﬁciency carryover

24.19

1.28

1.07

2.67

0.16

Forecast tax liability

6.07

5.99

6.38

3.03

0.00

Source: ESC Electricity Decision Price Review 2006-10

Actual revenues for United Energy Distribution will differ to these revenues as a result of differences in actual realised volumes to volumes forecast at the time of
the regulatory determination and due to non-regulated revenues earned by United Energy Distribution.

5.5.2. NETWORK CONDITION AND LIFE
United Energy Distribution’s asset replacement program seeks to maintain average asset life at a level below 50% or replacing 2% of the asset every year. This
amount of replacement expenditure has been allowed by ESC in the current rate reset period (2006-2010) and built into the forward looking capital requirement
for future years. United Energy Distribution is entering a period in which the requirement for asset replacement expenditure will substantially increase. This increase
in replacement expenditure requirements reﬂects the age proﬁle of the asset population, the large proportion of the assets installed beginning in the 1960s and
the fact that many of the assets installed at that time are approaching the end of their expected lives. This will need to be incorporated in submissions to AER.
In addition, United Energy Distribution participates in the advanced interval metering program described in section 5.3 above.
United Energy Distribution’s maintenance program, which is managed by AAM in its capacity as prime contractor for the network, monitors and reports on
processes involving ﬁxing known defects, targeting poor performing assets and high consequence fault types and monitoring and maintaining condition.

5.5.3. NETWORK PERFORMANCE
Figure 5.5.3 – Performance of United Energy Distribution
United Energy Distribution has consistently met the benchmark (ESC) target for average minutes off-supply per customer, a commonly used indicator of network
performance, as indicated below:
Average minutes-off-supply per customer

2001

2002

2003

2004

2005

2006

Average minutes-off-supply per customer

72.3

88.9

81.9

69.9

64.2

73.5

Benchmark

112

102

94

87

79

84

Over the 2001-2005 regulatory period, the network delivered a level of reliability (as measured by SAIDI, SAIFI and MAIFI) that was substantially better than that
required by the performance benchmarks set in the 2001 ESC regulatory determination. During the current regulatory period, SP AusNet understands that United
Energy Distribution plans to continue to focus on maintaining the present high levels of service, and to deliver further improvements where it is feasible and
economic to do so.

SP AUSNET EXPLANATORY MEMORANDUM

43
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CONTRACTED GAS TRANSMISSION ASSETS
5.6. EASTERN GAS PIPELINE
The Eastern Gas Pipeline transports natural gas from the Gippsland Basin in Victoria to markets in Sydney and regional centres (including Wollongong and
Canberra) along the route. Gas enters the pipeline at the Longford Compressor Station (which primarily sources gas from the Esso/BHP Billiton gas processing
plant at Longford), the Patricia Baleen site at Orbost and through the VicHub Interconnect Facility discussed below in section 5.8.
Figure 5.6.1 – Pipeline location
Horsley Park
Smithfield

Sydney

Wollongong
Port Kembla

New South Wales

Nowra
Canberra
ACT

Eastern Gas Pipeline

Cooma

Bombala
Victoria
Cann River
Bairnsdale

Orbost

New South Wales
Longford
Sydney
Victoria

Canberra
ACT
Melbourne

Source: SP AusNet.

The pipeline (which includes the Longford Compressor Station) was commissioned in 2000, is 797 kilometres long and incorporates a number of lateral pipelines
connecting to major industrial users.
The Eastern Gas Pipeline has a current capacity of 73 PJ of gas per annum. The pipeline has a design life of 40 years and a remaining life of 33 years. The Eastern
Gas Pipeline is in good condition. In 2005 an in-line inspection tool was sent up the pipeline and no defects were found.
In June 2007 the Alinta board approved stage one of a three-stage Eastern Gas Pipeline expansion project. Stage one will increase capacity from 73 PJ per annum
to 93 PJ per annum and is expected to reach practical completion by the end of August 2008. The expansion is underpinned by projected signiﬁcant growth in ﬁrm
forward haulage services, the majority of which is attributable to the TRUenergy Pty Limited (TRUenergy) contracts referred to below.
Maintenance programs for the Eastern Gas Pipeline consist of repairs and replacement of above ground metering and regulating equipment (compressors),
cathodic protection equipment and damage repairs. Ongoing capex requirements (other than for new connections and capacity augmentation) are low as the pipe
is buried on easements which are regularly and routinely patrolled to prevent unauthorised incursions. Rotating equipment installed on the Eastern Gas Pipeline has
high reliability performance history and maintenance is scheduled for low demand times. Where maintenance must be performed during winter, response and
recovery plans for breakdowns are implemented.
The Gippsland area has substantial reserves and any dependency risk is considered low for the short to medium term. Should additional gas be supplied to Victoria
or Tasmania from the Otway and Bass Basins, more Gippsland production may be available to the Eastern Gas Pipeline for the Sydney market.
The Eastern Gas Pipeline provides forward haul, back haul and park services to customers. The primary demand for gas transportation services on the pipeline
comes from industrial customers, power generation and retailers supplying smaller industrial, commercial and residential consumers in New South Wales and the
Australian Capital Territory.
The Eastern Gas Pipeline competes with APA Group’s Moomba to Sydney Pipeline (which sources gas from the Cooper-Eromanga Basin in South
Australia/Queensland) to supply gas into the Sydney market.
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The major end-users of gas transported by the pipeline are the BlueScope Steel facilities at Port Kembla, Marubeni’s Smithﬁeld Power Station and the Bairnsdale
Power Station (owned by BBP) in addition to retailers supplying smaller industrial, commercial and domestic end-users in Sydney.
The Eastern Gas Pipeline operated at capacity over winter (June to August) 2007 and over 87% of revenue for the year ended 30 June 2007 was subject to
existing ﬁrm contracts. In the short-term, market demand is expected to exceed the rate at which expanded capacity can be provided and the EGP has forecast
close to 100% contracted capacity over the next few years. Shippers have indicated that levels of future demand are sufﬁcient to underwrite further expansions.
The EGP is currently fully contracted to 31 December 2007. Some capacity between 31 December 2007 and April 2008 is currently uncontracted. From April
2008, 100% of EGP’s current capacity will be contracted with terms out to 2016 to 2018.
The largest customer of the Eastern Gas Pipeline is expected to contribute 53% of revenue for the year ending 31 December 2007, under a long term take-or-pay
contract. The second largest customer is expected to contribute 20% of revenue, also under a similar contract.
When the 2008 expansion is completed, the EGP will be contracted to 206TJ/d against nominal capacity of 255TJ/d. New contracts in 2009 will increase the
contracted capacity to 219TJ/d in 2009. The business plan case assumes that most spare capacity is contracted from 2009. The 2008 expansion project is
expected to be completed on time. However, should it fail to complete in time to meet future contractual obligations, the Eastern Gas Pipeline may be exposed to
claims for damages.
The core Sydney retail and industrial market is a mature gas market and is not expected to be the driver of major growth of gas haulage on the pipeline. Future
growth of the Eastern Gas Pipeline customer base is expected to result from the anticipated construction of gas ﬁred power stations positioned along the pipeline.
The current drought conditions appear to have brought forward a shortage of supply in the electricity market. Gas ﬁred electricity generation is expected to increase
to ﬁll the electricity generation shortfall. Investment in new coal ﬁred generation is considered unlikely in the short term given current concerns around global
warming, the water intensity of the process and uncertainty about the future cost of carbon in any new carbon emissions regulatory scheme.
Additional compression will be required from 2009 to expand the capacity of the Eastern Gas Pipeline from 73 PJ/a or 201 TJ/d to 93 PJ/a or 255 TJ/d (expected
to be completed in the second half of 2008), to meet the expected demand (with associated capital expenditure planned in 2008, costing an estimated
$41 million). SPIAA currently owns the land along the pipeline route upon which additional compression plants could be constructed. Further stages of expansion
have been included in the business case capital estimates, increasing nominal capacity to 125 PJ/a by 2010.
The Eastern Gas Pipeline is well placed to accommodate additional gas ﬁred generators within the current expansion and possible future expansion projects. It is
estimated that capacity could be increased to 125 PJ per annum by the addition of compressor stations along the pipeline, and at the Longford compressor station,
the sites for which were identiﬁed during design and construction.
The Eastern Gas Pipeline is “uncovered” and not regulated by the Gas Code. Tariffs on the pipelines are negotiated commercial rates basis on the basis of
a non-discriminatory access policy developed by Alinta which it has voluntarily adopted.
Gas transportation services will be provided for TRUenergy’s Tallawarra gas-ﬁred power station from August 2008, construction of which has commenced. This
power station has agreed pursuant to a long-term supply contract announced on 31 May 2006 to purchase gas transportation services for minimum total ﬁrm
forward revenue of $97 million (in nominal terms), or up to 24 PJs per year, across the period 2008-2017. TRUenergy also utilises the pipeline for its New South
Wales retail gas business.
Further development of gas ﬁelds in the northern Gippsland Basin may enable the Eastern Gas Pipeline to increase backhaul activity for customers in Southern
Victoria and Tasmania. Bypass risk for the Eastern Gas Pipeline is relatively low, as capacity is tendered at market prices so there is little ﬁnancial incentive to
bypass, the cost of compression and looping of the Eastern Gas Pipeline should be cheaper than building a new pipeline, and a new pipeline may have difﬁculty
obtaining the necessary easements.
The historical sources of gas into the New South Wales market have been the Cooper-Eromanga Basin via the Moomba to Sydney Pipeline and the Gippsland Basin
via the Eastern Gas Pipeline. Coal seam gas developments in Queensland account for the major recent East Coast gas discoveries and are likely to be a new
source of gas for the New South Wales market, transported to the Cooper-Eramonga Basin via existing South-East Queensland pipelines and the “QSN Link”
pipeline being constructed by EPIC Energy (owned by the Hasting Diversiﬁed Utilities Fund) and due to be completed in December 2008.
Another possible route for bringing coal seam gas into New South Wales could be a potential new market entrant, such as a pipeline from Wallumbilla to
Newcastle. The competitive threat to the Eastern Gas Pipeline that could be posed by a new entrant would be mitigated by Gippsland’s substantial gas reserves
which are expected to continue supplying the New South Wales market. The coal seam gas from Queensland is expected to replace the gas from the
Cooper-Eromanga Basin, which is in decline.
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5.7. QUEENSLAND GAS PIPELINE
The Queensland Gas Pipeline is a natural gas and coal seam gas transmission pipeline which links both the Ballera to Roma pipeline (owned by Hastings
Diversiﬁed Utilities Fund) and the Roma to Brisbane pipeline (owned by APA Group) (both of which source natural gas from the Surat and Cooper Basins) at
Wallumbilla to large industrial users in Gladstone and Rockhampton, in central Queensland. Coal seam gas enters the pipeline from gas ﬁelds along its route.
The main pipeline was constructed in 1989 by the Queensland Government and commissioned in 1990. The 627 kilometre pipeline is a free ﬂow high pressure
pipeline with a current capacity of approximately 27 PJ per annum.
Figure 5.7 Pipeline location
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Source: SP AusNet.

The pipeline has the potential to be expanded via compression and looping up to its current licence limit of 52 PJ per annum (at which time a higher licence limit
would need to be requested). It has a design life of 50 years and a remaining life of 33 years.
The Queensland Gas Pipeline is in good condition. In 2003 an in-line inspection tool was sent through the Queensland Gas Pipeline with one defect identiﬁed
(caused by a lightning strike). This defect has been repaired. There has been no change to the estimated operating life or capacity of the pipeline as a result of this
defect and repair.
In March 2007 the Alinta board approved the expansion of the capacity of the Queensland Gas Pipeline from 27 PJ per annum to up to 49 PJ per annum.
The expansion is expected to reach practical completion between November 2009 and April 2010. The expansion is required to support the 100% take-or-pay
gas transportation agreement with Origin Energy CSG Marketing Pty Ltd (which supplies the Rio Tinto reﬁnery expansion) referred to below.
Maintenance programs for the Queensland Gas Pipeline consist of repairs and replacement of above ground metering and regulating equipment, cathodic
protection equipment and damage repairs. Ongoing capex requirements (other than for new connections and capacity augmentation) are low as the pipe is buried
on easements which are regularly and routinely patrolled to prevent unauthorised incursions. The Queensland Gas Pipeline has good reliability, as it is a free ﬂow
pipeline and therefore has no rotating equipment which may affect reliability, and also has delivery facilities designed and constructed with redundancies in place.
The pipeline provides both forward haul and back haul services. The primary demand for gas transportation comes from large industrial customers (particularly
alumina production, ammonium nitrate production, aluminium smelting, magnesia production and chemical manufacturing) in and around Gladstone and
Rockhampton.
A large foundation customer is Queensland Alumina Limited which is under a long term take-or-pay contract. A dispute exists with Queensland Alumina Limited
which relates to an alleged inconsistency between the terms of a Gas Transportation Agreement entered into in 1996 in relation to the Wallumbilla to Gladstone
and Rockhampton pipeline and the tariffs prescribed under the approved access principles applicable to the pipeline. See section 7.4.6 for further detail.
Origin Energy Limited recently entered into a long-term contract beginning mid 2010 for 21 years. This substantial new commitment underpins an expansion of the
pipeline to 134 TJ/day, at an estimated cost of $112 million. This estimated cost is included in budget forecasts from 2008 onwards.
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Other major end-users include Queensland Magnesia, Orica Limited, AGL Energy, Boyne Smelters Limited and Comalco Limited. For the period between October
2007 and April 2010, over 88% of the pipeline’s current forward capacity is subject to long-term contracts with terms out to 2014-2017. Once the Rio Tinto
Yarwun stage 2 expansion is complete and supply for this load commences, which is estimated to occur in 2010, close to 100% of the Queensland Gas Pipeline
expanded capacity (49 PJ/a of 52 PJ/a) will be contracted.
The Queensland Minister has written to Alinta indicating that upon introduction of a new national gas law, due to be introduced in early 2008, the Queensland Gas
Pipeline will be exempt from any coverage application for the ﬁrst six months and thereafter be uncovered.
Currently, the Queensland Gas Pipeline is ”covered” for the purposes of the Gas Code, with terms of access by third parties regulated under access arrangements
approved by the ACCC. Under the terms of the access arrangement, the tariff cap applicable to ﬁrm forward haulage agreements steps down if total ﬁrm forward
gas throughput moves above 25 PJ on an annualised basis. The contracted ﬁrm forward capacity for the period to 30 June 2007 was 63.9 TJ/d (23.3 PJ/a).
The ﬁrm forward contracts contain a 100% take-or-pay provision. On the basis of recent amendments to current contracts, the contracted ﬁrm forward capacity for
the period to 30 June 2008 will be (at least) 66.1 TJ/d (24.1 PJ/a).
The existing access arrangement applies until 31 August 2016 or until such time that the capacity of the pipeline exceeds 52 PJ per annum.
Further potential for growth in demand has been identiﬁed as a consequence of continued industrial development in the Gladstone and Rockhampton regions.
As the current sole means of transporting gas to the Gladstone region, the Queensland Gas Pipeline is well placed to capture these growth opportunities.

5.8. VICHUB INTERCONNECT FACILITY
VicHub Interconnect Facility is a pipeline interconnect facility located in Longford, Victoria. The facility was commissioned in January 2003 and enables gas to ﬂow
between the Eastern Gas Pipeline, Tasmanian Gas Pipeline and APA Group’s Victorian gas transmission system. The facility currently requires nominal stay in
business capital, is meeting all its performance targets and the asset is in good condition.
VicHub Interconnect Facility is “uncovered” and therefore not regulated by the Gas Code. Tariffs are negotiated on a commercial basis with customers.
VicHub Interconnect Facility has a nominal daily capacity of 150 TJ per day for injections into the Victorian market and 135 TJ per day for withdrawals from Victoria.
Except for 15 TJ/d of injection capacity, VicHub withdrawal and remaining injection capacity has been assigned to a single shipper under a long-term agreement.
However, this capacity is subject to spare capacity being available on the Eastern Gas Pipeline.

ASSET MANAGEMENT BUSINESSES
5.9. EASTERN STATES ASSET MANAGEMENT BUSINESSES
The Eastern States Asset Management Businesses which form part of the Acquired Businesses service a range of customers including internal customers
(comprising other wholly owned assets), foundation customers and other third party work. They include asset management activities provided by an internally
developed asset management capability (including AAM), complemented by acquired service providers, including Agility and National Power Services.
Specialist infrastructure management services are provided to both regulated and non-regulated asset owners across the gas, electricity and water sectors.
Services provided include operations, maintenance and management of capital works, commercial, corporate support, engineering, regulatory compliance and
information technology providing services to all of the eastern Australian infrastructure assets included in the Acquired Businesses.
The business has developed a substantial operational capability across Australia and has developed signiﬁcant capabilities and resources across a range of
activities. Subject to the discussion below, while Alinta’s asset management activities in Western Australia are being transferred to BBI, the bulk of its activities are
located in eastern Australia and are allocated to SPIAA.
The business has developed extensive systems and procedures such as advanced planning and tight program management policies of using accurate and timely
performance reporting, which have delivered efﬁciencies across the business, as well as enhanced service standards.
Over half of the eastern states’ revenue is derived from Victoria, and over a third from New South Wales. The business has a small but growing base in Queensland
and has operations in Tasmania.
Until 2 October 2007, the Group provided services to APA Group and other customers associated with APA assets. The contracts with the APA Group were
terminated and other third party contacts novated and the APA Group made certain payments to Alinta.
The asset management business has a range of contracts for the delivery of its services. Some contracts are longer term and provide for the outsourcing by utility
owners of a suite of services for a contract term. Other contracts are relatively short term and involve the tender of a speciﬁc program of work. The contracts are
a mix of ﬁxed price and cost recovery, plus a margin and in some cases offer incentives for efﬁcient service delivery.
Some of the longer term contracts provide for a renegotiation of price (and some other terms) at regular intervals. The United Energy Distribution contract has
provision for such a negotiation for the ﬁve years commencing 30 June 2006. This negotiation has not been concluded. The Multinet Contract has a renegotiation
for the ﬁve years from 30 June 2008. At the end of the terms referred to above, the customer has the option to seek offers for the provision of the services from
other parties, but AAM has the right to match any terms offered.
The prices for services under these contracts, as well as new large scale outsourcing contracts from regulated utilities are inﬂuenced by the fact that regulators
generally have not yet accepted the efﬁciency of delivery of these services and have sought to ensure that any proﬁt margin associated with the delivery of them
is not reﬂected in the regulated tariff. This will impact the earnings able to be derived from current and future contracts although, where a ﬁxed price structure
applies, the business still has the potential to generate earnings from extracting further efﬁciencies in service delivery.
In connection with some of its services, AAM may need to hold licences of one kind or another. The Victorian Supreme Court recently found that AAM is required
to hold a gas distribution licence and lodge an access undertaking in connection with its delivery of services to Multinet. This decision is subject to appeal and
expected to be heard in 2008. However, if the decision is upheld, AAM may need to provide additional information to the ESC and would be subject to direct
obligations to comply with the regulatory framework, although it is already obliged to comply with much of this and has contractual obligations to ensure that the
network is in compliance in any event. AAM may also need to hold other licences in connection with other similar service contracts if the decision is upheld.
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5. OVERVIEW OF THE ACQUIRED BUSINESSES CONTINUED

OTHER BUSINESSES
5.10. TRANSACT
The Acquired Businesses include a 7.6% stake in TransACT. TransACT is a communications company, launched in May 2000, operating a broadband
communications network across Canberra and surrounding areas. TransACT services are available to over 90,000 householders. Services offered by TransACT
include subscription television, broadband and phone services. In February 2004 TransACT entered into an agreement under which ActewAGL Distribution
Partnership operates the day-to-day business of TransACT including ﬁnance, administration, marketing, customer service, sales, billing networks and business
systems. TransACT’s ﬁnancial performance is not expected to contribute materially to the New SP AusNet Group’s ﬁnancial earnings.

5.11. OTHER GROWTH OPPORTUNITIES
In March and April 2007 a proposal was made by the Acquired Businesses to tender for the Sydney Water Corporation Camellia Recycled Water Project. The
proposal of the Acquired Businesses is one of the short-listed bids. The project provides the Acquired Businesses with the opportunity to move into ownership of
water infrastructure.
SPIAA and BBI have agreed to enter a 50:50 unincorporated joint venture in relation to the operation of stage 1 of the Camellia Recycled Water Project if the
proposal is successful. Reticulation of the treated water would utilise a reﬁtted disused gas main in the Sydney area that forms part of the Acquired Businesses as
well as newly installed water reticulation assets. SPIAA and BBI have also agreed to consider similar opportunities for the balance of the disused gas pipeline
network.
The Camellia Project is a Build Own Operate (BOO) Project for Sydney Water Corporation to produce and transport high quality recycled water to seven large
foundation users. The capital value of the project is expected to be approximately $70 million, $25 million for the treatment plant and up to $45 million for the
pipeline network. Recycled water will also be offered to non-foundation customers, having obtained New South Wales Department of Energy, Utilities and
Sustainability funding to convert non-foundation customers to the recycled network.
The contractual framework involves a construction agreement with Veolia, a 20 year project agreement with Sydney Water Corporation, recycled water supply
agreements with foundation customers and an agreement with an Alinta LGA SPV for construction of the recycled water network.

5.12. TRANSFERRING THE AAM AND UNITED ENERGY DISTRIBUTION INTERESTS
As noted in section 10.1.2, while the Alinta interests in AAM and United Energy Distribution are allocated to SPIAA under the Umbrella Agreement, these have not
been transferred to SPIAA.

5.12.1. AAM CONSENTS
AAM provides services to the Dampier to Bunbury Pipeline, the Alinta gas network and Multinet and United Energy Distribution.
SPIAA holds 49% of the shares in AAM and the Consortium proposes to transfer the balance of the shares to SPIAA. Transferring the further shares of AAM
requires the consent of DUET, the majority owner of Multinet and United Energy Distribution, and an investor in two other WA based customers associated with
AAM contracts that have been allocated to BBI, the Dampier to Bunbury Pipeline and the Alinta gas network based in the Perth region (the Western Contracts).
Although these consents cannot unreasonably be withheld pursuant to the terms of the applicable contracts, the relevant asset owners have not yet
granted consent.
SPIAA holds debt instruments which provide a revenue stream which largely reﬂects the earnings derived by AAM from United Energy Distribution and Multinet.
Similarly, BBI holds debt instruments which carry the right to receive payments that largely reﬂect the earnings derived by AAM relating to management contracts
in Western Australia allocated to BBI. Each of SPIAA and BBI has an equal number of representatives on the AAM board. The SPIAA appointees oversee the
day-to-day operations of the eastern Australian management activities, but SPIAA does not control AAM. The BBI appointees oversee AAM’s activities in servicing
the Western Contracts. All activities and operations remain subject to the general management and control of the AAM board.
If the consents referred to above are not obtained, AAM will continue to operate under the structure described above, or AAM may seek to compel consent through
dispute resolution mechanisms. If the consents are obtained, then the remaining 51% of AAM’s shares would be transferred to SPIAA and AAM would seek to
novate the Western Contracts to BBI. Such novation is at the counterparties’ discretion. If the Western Contracts are not novated, then AAM will be 100% owned by
SP AusNet (via SPIAA) and the net earnings derived from the Western Contracts (the Western Contracts are neutral for AAM) would be applied to service the BBI
debt instruments mentioned above.
The consents and novations are actively being sought. SPIAA is in discussions with DUET and the asset owning companies to explain the approach to service
provision moving forward. Some amendments to the relevant operating service agreements for the mutual beneﬁt of AAM and the customers have been discussed
as part of this process. While the dialogue has been constructive, there is no assurance that the consents and novations referred to will be obtained. Further risks
associated with the DUET consents are discussed in section 9.3.3.

5.12.2. UNITED ENERGY DISTRIBUTION INTEREST
Alinta’s 34.1% interest in the United Energy Distribution assets has been allocated to SPIAA under the Umbrella Agreement but currently remains owned by a
subsidiary of BBI (through Alinta). Under the United Energy Distribution’s shareholders’ agreement, a direct transfer entitles the other shareholder (DUET) to exercise
a pre-emptive right over the shares in United Energy Distribution, subject to certain exceptions, such as transfers to afﬁliates.
The intended means of transferring the Alinta interest in United Energy Distribution involves the transfer of the interest to other subsidiaries of BBI, followed by the
transfer to SPIAA of the shares in those subsidiaries. Alinta and SP AusNet consider that these transactions do not trigger the pre-emptive rights. However, DUET
has stated that it considers the pre-emptive rights would be triggered if the transactions are effected, allowing DUET to acquire the United Energy Distribution
shares for fair value. If the dispute is not satisfactorily resolved, dispute resolution proceedings may be taken to determine the issue. At this stage, the transactions
have not been effected.
Under the Umbrella Agreement arrangements, SPIAA holds debt instruments which provide a revenue stream which largely reﬂects the earnings generated from
the interest in United Energy Distribution.
As in the case of the AAM consents mentioned above, the transfer of the interest in United Energy Distribution is being discussed between SPIAA and DUET.
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6. OVERVIEW OF SP AUSNET AFTER ITS ACQUISITION
OF THE ACQUIRED BUSINESSES

6.1. PROFILE
Following implementation of the Transaction, SP AusNet will integrate the Acquired Businesses into its existing operations and will be a substantially larger business
with total pro forma assets in excess of approximately $15.8 billion and a forecast regulated asset base (RAB) of $8.7 billion (nominal) as at 31 March 2008.
SP AusNet and the Acquired Businesses (New SP AusNet Group) will consist of:
Regulated Businesses

Forecast 31 March 2008 (RAB) nominal

SP AusNet electricity distribution (Vic)

$1.6 billion

SP AusNet gas distribution (Vic)

$1.0 billion

SP AusNet electricity transmission (Vic)

$2.3 billion

Alinta Victorian electricity network (Vic)

$0.7 billion

United Energy Distribution (Vic) (34%)13*

$0.5 billion

New South Wales gas network (NSW)

$2.2 billion
14

ActewAGL Distribution Partnership (ACT) (50%)

$0.4 billion

Total

$8.7 billion

BUSINESSES WITH LONG-TERM CONTRACTS
– Queensland Gas Pipeline (Qld)
– Eastern Gas Pipeline (Vic/NSW)
– VicHub Interconnect Facility (Vic)
ASSET MANAGEMENT BUSINESSES
– Eastern States Asset Management Businesses – primarily of AAM** and Agility
OTHER BUSINESSES
– TransACT (7.6%)
* Subject to claimed pre-emptive rights (see section 5.12).
** SPIAA has a 49% interest in AAM pending the receipt of relevant customer consents (see section 5.12). However, it is entitled to a revenue stream from AAM associated
with the east coast asset management business conducted by AAM.

Following completion of the Transaction, the New SP AusNet Group will employ approximately 2,700 staff nationwide, supported by highly qualiﬁed and
experienced senior management from SPIMS.

NOTES:
13 The calculated RAB is based on SP AusNet’s equity share in this business (see section 5.12).
14 The calculated RAB is based on SP AusNet’s equity share in this business (see section 5.12).
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6. OVERVIEW OF SP AUSNET AFTER ITS ACQUISITION
OF THE ACQUIRED BUSINESSES CONTINUED

The Transaction will not result in changes to SP AusNet’s current stapled security structure. The Acquired Businesses will be held by SP AusNet Transmission as
illustrated by the diagram below:
Figure 6.1.1 Proposed corporate structure
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6.2. STRATEGY AND INTENTIONS
The Transaction demonstrates SP AusNet’s commitment to its strategy of investing in high quality energy and utility assets and businesses in Australia and
New Zealand. The Acquired Businesses provide a complementary suite of assets to SP AusNet’s existing portfolio of energy transmission and distribution assets
which are expected to enhance SP AusNet’s growth opportunities. The expected long-term beneﬁts of the Transaction provide the Board with the conﬁdence to
increase distributions.
The statements set out in the following sections are statements of current intentions only and may vary as new information becomes available or circumstances
change such that the Board and management alter the strategic focus and outlook of the business.

6.2.1. NEW SP AUSNET GROUP STRATEGIC INTENT
Following the Transaction, SP AusNet will become, by market capitalisation, the largest energy transmission and distribution business in Australia and one of the
largest infrastructure businesses listed on the ASX.
The strategic intent of the New SP AusNet Group will initially be focused on the following areas:
MAXIMISING THE VALUE AND PERFORMANCE OF REGULATED NETWORKS
The New SP AusNet Group will focus on improving network performance and efﬁciency. Combined with a cooperative and credible approach to regulatory
submissions, the New SP AusNet Group will continue to strive for the best possible regulatory outcomes and maximise the value of the regulated assets.
The performance and development of the regulated networks will be supported by growth in network capacity and demand for new connections within respective
network areas.
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IMPLEMENTING A BALANCED BUSINESS OPERATING MODEL
In order to achieve the synergies envisaged, the New SP AusNet Group will adopt a business operating model which brings together the strengths of the existing
business models of SP AusNet and the Acquired Businesses. This model will provide an appropriate balance between the needs of the new business and the
objectives of the regulators. This model is expected to deliver appropriate returns to the New SP AusNet Group whilst providing the necessary incentives to ensure
that costs of reliable service delivery to customers are minimised.
To ensure that the business operating model is consistent with regulatory requirements, the business will seek to maintain a constructive relationship with
regulators. This will require engagement with regulators in a consultative manner.
LEVERAGING A COMPETITIVE ASSET MANAGEMENT FUNCTION
The new business operating model to be adopted will include an asset management function. This function will provide services relating to the development,
construction and maintenance of infrastructure assets. Whilst these services will be provided to the New SP AusNet Group’s existing regulated assets, the function
will also be focused on providing services to external parties on a competitive basis.

6.2.2. NEW BUSINESS OPERATING MODEL
The New SP AusNet Group will incorporate a Strategy and Growth function, an Infrastructure Investments function, an Asset Management function comprising of
Asset Services and Service Delivery capabilities, all of which will be supported by Corporate and Shared Services.
Figure 6.2.1 New business operating model

Strategy and Growth
– Develop and implement corporate growth strategy
– Manage investment growth
– Manage business extension growth

Asset Management

OSAs
Infrastructure Investments

–
–
–
–
–

Deliver regulated revenue
Responsible for pipeline marketing
Manage policy and govt. relations
Manage regulatory submissions
Manage wholly owned and
minority investments
– Support organic growth

Asset Services

– Develop asset management
plan and works program
– Deliver agreed KPI’s and
Health & Safety requirements
– Responsible for growing
third party work

Service Delivery

– Deliver works program inc.
regulated and third party
– Manage field resources
– Detailed planning
and scheduling

Corporate and Shared Services
– Provide corporate and shared services functions
– Manage integration workstream
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VALUE DRIVERS
The combination of Infrastructure Investment and Asset Management is intended to provide:
–
–
–
–
–

a diversity of income streams;
a stable regulated return on Infrastructure Investments;
growth through the Asset Management function via additional contracts and revenue opportunities established with external partnerships;
continued expansion and sale of capacity on the unregulated transmission pipelines; and
synergy integration beneﬁts associated with the Transaction.

STRATEGY AND GROWTH
The key initial focus of the Strategy and Growth function will be on the development and implementation of the New SP AusNet Group corporate growth strategy
and the establishment of a standardised growth platform. This function will also encompass evaluation and management of business development opportunities
including potential acquisitions and joint ventures as well as generation of new and signiﬁcant revenues based on leveraging existing business capabilities.
INFRASTRUCTURE INVESTMENT
The Infrastructure Investment function will focus on actively managing both New SP AusNet Group’s regulated investments and its unregulated gas transmission
pipelines including the marketing of pipeline capacity. This function will be responsible for the stewardship of the assets and negotiating arm’s-length commercial
contracts with the Asset Management function and ensuring the delivery of both commercial and operational outcomes.
ASSET MANAGEMENT
The Asset Management capability will service all of the New SP AusNet Group’s regulated gas and electricity networks as well as its unregulated transmission
pipelines. The Asset Management function will also continue to grow the national third party contracting business.
ASSET SERVICES
The Asset Services capability will develop asset management plans and interface between the infrastructure investments, longer term external management
contact parties and the Service Delivery capabilities.
Asset Services will utilise a standard scaleable operating model to deliver all its contracts. This approach is intended to promote efﬁciency, help attain
contractual key performance indicators (KPIs) and promote a safe working environment. Importantly, this model will enable optimisation of resources across the
New SP AusNet Group.
SERVICE DELIVERY
The Service Delivery capability will deliver works deﬁned in the asset management plans as governed by the Operating Services Agreements (OSAs) for the New
SP AusNet Group’s assets and other third parties. Its scope of activities will include network coordination, project management and planning, engineering design,
technical services, works scheduling and execution and delivery of ﬁeld activities and other associated business services that support delivery.
CORPORATE AND SHARED SERVICES
Corporate and Shared Services will provide management services to assist the combined business to conduct and develop their business including a clear focus
on integration.
INTERACTION WITH SPIMS
After the Transaction, SPIMS will continue to provide management services to all functions of the New SP AusNet Group, including in respect of integration. For
further information regarding the Management Services Agreement (under which SPIMS provides these services) after the Transaction, please refer to section 6.8.

6.2.3. CONTINUED GROWTH
SP AusNet anticipates that key areas of growth are likely to come from constructing, operating and maintaining New SP AusNet Group Infrastructure Investments,
external third party customers and organic growth in regulated networks. In particular, market growth areas where the New SP AusNet Group is positioned to
leverage off its core capabilities include:
– third party contracting, particularly electricity distribution, providing other utilities and energy intensive industries with the electrical engineering, design and
delivery of works programs;
– gas transmission infrastructure; construction, expansion, operation, maintenance and sale of capacity;
– network expansion of the regulated networks driven by demand; and
– potential entry into the market for water infrastructure, an area of growing demand. The Acquired Businesses are currently exploring a signiﬁcant recycled
water treatment opportunity in New South Wales.
With the combined resources across the eastern states of Australia, SP AusNet will have a key strategic platform for it to continue to develop competitive
businesses and to provide access to additional skilled resources in a constrained labour market.
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6.2.4. INTEGRATION AND SYNERGIES
The integration process is expected to deliver a purpose-built organisation with a capability and outlook consistent with the New SP AusNet Group’s strategies and
business plans.
Investment in the implementation of the integration programs is expected to result in cost savings and synergy beneﬁts to SP AusNet due to the increased scale of
assets managed by the Asset Management function and the elimination of duplicated systems and functions.
The integration program is planned to position the New SP AusNet Group to capture expected savings and synergies on an ongoing basis. The initial program is
planned to be progressed over a 24 month period from Completion of the Transaction.
In addition to cost savings and capital expenditure synergies expected to be achieved from the integration of the Acquired Business (Transaction synergies), a
portion of cost savings within the Acquired Businesses resulting from the AGL/Alinta transaction (AGL/Alinta synergies) are expected to continue to be attained.
Securityholders should note that the synergies set out below are based on SP AusNet’s current best estimates. SP AusNet is currently in the early stage of
integration planning and that detailed integration plans will be developed and reﬁned by SP AusNet once the Transaction has been completed. As a result, there is
a risk that the timing and quantum of synergies estimated below may differ from that forecast once more detailed plans are established. In addition, there is a risk
that such synergies may not be achieved, or may not be achieved within the time period contemplated, given the extent of recent change already experienced in
the Alinta business (in relation to the AGL/Alinta integration project currently underway) and the complexity of running concurrent integration/separation activities,
particularly in relation to the AAM business. Securityholders should note that the estimation of synergies is inherently difﬁcult and, accordingly, there is risk that
such synergies may not be achieved or achieved within the contemplated time period.
Figure 6.2.2 Synergy beneﬁts and costs
(A$ in millions)

2008

2009

2010

Synergies
From the merger of the operations of SP AusNet and the Acquired Businesses (as assumed in the
ﬁnancial forecast information of the New SP AusNet Group in section 8)

5.9

45.0

89.8

Ongoing synergies from the merger of the operations of Alinta and AGL (as assumed in the ﬁnancial
forecast information of the Acquired Businesses in section 8)

55.7

76.3

76.9

Total forecast operating cost savings

61.6

121.3

166.7

From the merger of the operations of SP AusNet and the Acquired Businesses (as assumed in the
ﬁnancial forecast information of the New SP AusNet Group in section 8)

(11.4)

(20.4)

(13.8)

From the merger of the operations of Alinta and AGL (as assumed in the ﬁnancial forecast
information of the Acquired Businesses in section 8)

(26.0)

(6.3)

–

Total forecast one-off implementation operating costs

(37.4)

(26.7)

(13.8)

Net synergy beneﬁts in operating expenses

24.2

94.6

152.9

Net synergy beneﬁts in capital expenditure

14.1

48.2

47.9

Total net synergy beneﬁts

38.3

142.8

200.8

One-off implementation costs
Operating Costs

The New SP AusNet Group will establish an integration project ofﬁce that will be charged with the task of delivering the identiﬁed synergies in accordance with
an agreed timetable. Reporting directly to the Managing Director, the integration project ofﬁce will deliver the program in three phases; ﬁrst six months, six to
12 month period and 12 to 24 month period.
The focus of the integration program will be organisation-wide and managed through three key streams: People, IT Systems and Non-Labour streams.
PEOPLE
The integration program will undertake to promptly set clarity of direction and drive engagement amongst employees. Speciﬁc change management training and
organisational culture development programs are being developed.
The integration program is expected to deliver an efﬁcient and effective workforce within the New SP AusNet Group. Synergies are expected to arise from
approximately 280 full-time equivalent (FTE) reductions over the 24 month integration program period as duplication of functions are identiﬁed.
To safeguard the retention of talent and skills, key staff have been identiﬁed and retention arrangements have been, or are in the process of being, established
and agreed.
IT SYSTEMS
Through the integration program, the New SP AusNet Group will have the opportunity to streamline, consolidate and optimise various information technology
systems and processes. This is expected to deliver synergies and savings.
Further, changes to such systems and processes will be aligned with the new business model. To minimise risk to operations, existing systems will remain in use
until it becomes optimal for the integration system changes to be adopted over the initial 24 month period.
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NON-LABOUR
The integration program will focus on the streamlining of business critical processes. For instance, the use of a combined procurement and logistics function is
expected to combine the best practices of services and pricing. Further, there will be consequential savings from the expected staff reduction such as ofﬁce rental,
training, ﬂeet and insurance costs.
IMPLEMENTATION COSTS
There are costs associated with achieving the synergies discussed above. Implementation costs will include redundancies, project ofﬁce costs, relocation expenses,
legal expenses, human resources change management and IT separation and integration costs. Securityholders should note that implementation and other one-off
costs may be greater than anticipated and forecast.

6.3. CAPITAL STRUCTURE
If the Transaction is approved, SP AusNet will continue to maintain a capital structure reﬂecting the appropriate mix of debt and equity ﬁnancing for the business.
Factors taken into account when considering the appropriate capital structure for the business include:
–
–
–
–

SP AusNet’s ability to support indebtedness in light of its enlarged scale, regulated and contracted revenue streams and general business characteristics;
the overall cost of capital for the business and implications for SP AusNet’s credit rating;
SP AusNet’s relationship with SPI; and
SP AusNet’s stapled security structure.

If the Transaction is approved by the requisite majorities of SP AusNet Securityholders, SP AusNet will raise additional equity funding through the issue of New
Securities and will raise debt through the Debt Facilities to fund the Transaction.
Following the Transaction, SP AusNet intends to retain a capital structure which supports an investment grade credit rating. However, as a result of the Transaction,
Standard & Poor’s has indicated that the corporate credit rating on SP AusNet is likely to be downgraded to “A-” with a stable outlook, from “A” CreditWatch with
negative implications15.

6.4. DISTRIBUTION POLICY
6.4.1. OVERVIEW
Statements contained in this section 6.4 include forward-looking statements. Such statements are subject to risks and uncertainties. There can be no guarantee or
assurance that the forecasts will be achieved and actual results may vary signiﬁcantly from the forecasts. The assumptions underlying the forecasts are discussed
in section 8.5 together with an indication of the sensitivities of the forecasts to the changes in those assumptions in section 8.9. Please refer to section 8 for a
detailed discussion of the forecast ﬁnancial information.
The New SP AusNet Group has no plans to change the current distribution policy. The distribution policy of SP AusNet remains as follows:
– the Directors of SP AusNet currently intend for SP AusNet to make regular, half-yearly distributions to Securityholders after meeting debt obligations; and
– for Australian tax purposes, distributions are expected to be a combination of returns of capital and interest payments from SP AusNet Finance Trust and partly
or fully franked dividends from SP AusNet Transmission and SP AusNet Distribution.
SP AusNet intends to pay distributions in respect of periods ending 31 March and 30 September each year, within 90 days after the end of those periods.
A detailed distribution statement stating the breakdown of distributions between capital, interest and dividend components will be issued by SP AusNet at the end
of each full distribution period.
SP AusNet will pay distributions in Australian dollars. Securityholders whose Securities are listed on SGX-ST and held directly through CDP will receive their
distributions in the Singapore dollar equivalent of the Australian dollar distribution, net of currency conversion costs. For the portion of the distributions to be paid
in Singapore dollars, SP AusNet will make the necessary arrangements to convert the portion of the distributions in Australian dollars to Singapore dollars at the
prevailing foreign exchange rate, and in such manner, as determined by the Directors of SP AusNet at their sole discretion. These arrangements may result in a
short delay in the receipt of distributions by persons holding Securities through CDP in Singapore compared to other Securityholders. None of CDP, SP AusNet
or the Responsible Entity will be liable for any loss arising from the conversion of the distributions payable to Securityholders from Australian dollars to
Singapore dollars.

NOTES:
15 Ratings are statements of opinion, not statements of fact or recommendations to buy, hold or sell any securities. Ratings may be changed, withdrawn or
suspended at any time.
The ratings contained in this Explanatory Memorandum have been assigned without taking into account any recipient’s objectives, ﬁnancial situation or
needs. Before acting on any rating you should consider the appropriateness of the rating having regard to your own objectives, ﬁnancial situation and needs.
In Australia, credit ratings are assigned by Standard & Poor’s (Australia) Pty Limited, which does not hold an Australian ﬁnancial services license under the
Corporations Act for the provision of credit ratings.
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6.4.2. FORECAST DISTRIBUTIONS
The ﬁrst distribution post the acquisition of Acquired Businesses is expected to be paid by 30 June 2008 in respect of the accounting period ending 31 March
2008. Subsequent distributions to Securityholders are expected to be payable six monthly within three months of the preceding six month periods ending
30 September and 31 March.
The forecast distributions in respect of the ﬁnancial years ending 31 March 2008 and 2009 on an accounting composition basis is set out in the table below:
Figure 6.4.1 Forecast distributions

(A$ in millions)

Year ending
March 2008
Forecast

Year ending
March 2009
Forecast

58.5

44.0

96.0

184.3

234.6

334.5

389.1

562.8

11.56 cents

12.14 cents

Accounting Composition of Forecast Distributions
SP AusNet Transmission
Franked dividend
SP AusNet Finance Trust
Income
Capital

(i)

Total
Distributions per Security
(i) Tax deferred for Australian investors.

The Directors can give no assurance regarding the amount and timing of the payment of distributions, the extent of payout ratios or the composition of distributions
or the material income tax considerations of distributions. See section 8.5 for further information on the assumptions on which the Directors’ forecasts are based
and also section 9 for further discussion on risks.

6.5. BOARD AND SENIOR MANAGEMENT
SP AusNet’s Board composition remains unchanged from that set out in the 2007 Annual Report. The size of the Board will however need to be reviewed going
forward. The intention is to seek additional members to further broaden and enhance the capabilities and experience of the Board and its Committees.
The key management positions will remain as follows:
– Managing Director – Nino Ficca;
– Chief Financial Ofﬁcer – Geoff Nicholson; and
– Company Secretary – Elizabeth Mildwater.
Under the Management Services Agreement, SPIMS provides management services to SP AusNet. SP AusNet’s senior management executives are provided by
SPIMS. The management team following Completion of the Transaction will comprise a combination of existing management executives from SPIMS and former
Alinta management executives.
This provides SP AusNet access to high quality skills and expertise to deliver on its operational and growth strategies going forward. Appropriate measures are
expected to be put in place for the motivation and retention of key executives. All key former Alinta management executives have accepted offers of employment.

6.6. EXECUTIVE RETENTION AND REMUNERATION
The executive remuneration approach and framework developed by SPIMS and SP AusNet executives is designed to:
–
–
–
–
–

focus on creating value for Securityholders by rewarding executives based on enhancement of sustainable Securityholder value;
create an environment that will attract appropriate talent and where staff can be motivated to deliver superior performance;
recognise capabilities and promote opportunities for career and professional development;
provide rewards, beneﬁts and conditions that are competitive in the market in which SP AusNet operates; and
provide fair and consistent rewards across SP AusNet that support corporate values and principles.

The remuneration policy and framework is reviewed periodically by the SP AusNet Board. Going forward, the SP AusNet Board will, amongst other things, review
the consistency of the application of the policy across the new SP AusNet Group.

6.7. CORPORATE GOVERNANCE AND RISK MANAGEMENT
SP AusNet is committed to achieving high standards of corporate governance. The Board of SP AusNet does not anticipate that the corporate governance and risk
management framework will depart from that stated in the SP AusNet 2007 Annual Report. For a detailed description of corporate governance principles and
practices, please refer to SP AusNet’s Annual Report or SP AusNet’s website (www.sp-ausnet.com.au).
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6.8. MANAGEMENT SERVICES AGREEMENT AFTER THE TRANSACTION
6.8.1. GENERAL
SPIMS provides management, administrative and strategic services to assist SP AusNet Transmission, SP AusNet Distribution and their subsidiaries conduct and
develop their business. SPIMS’ role includes evaluation and management of business development opportunities including potential acquisitions and joint ventures.
SPIMS is the exclusive provider of management services to SP AusNet. SPIMS may provide similar services to other entities. The scope of SPIMS’ obligations and
services to SP AusNet under the Management Services Agreement includes:
–
–
–
–

negotiation on behalf of SP AusNet Transmission and SP AusNet Distribution of all contracts and agreements in the conduct of their business;
supervision of the operation of, the maintenance and repairs to, and upgrading of, the networks;
managing the employees of SP AusNet;
retention and maintenance of all accounting and other required records relating to the business and the preparation of all accounts relating to the business,
in each case in accordance with the requirements of all applicable laws, regulations and industry practice;
– taking all necessary or appropriate actions to comply with all applicable laws, regulations and guidelines (including, the regulators’ directions); and
– the supervision, direction and management of the conduct of the business on behalf of SP AusNet Transmission and SP AusNet Distribution.
After the Transaction, SPIMS will provide services to the Acquired Businesses, as well as the existing SP AusNet business. The scope of services to be provided
under an amended Management Services Agreement by SPIMS will be expanded to cover those required by the Acquired Businesses and the performance
indicators under the Management Services Agreement will be adjusted to reﬂect the nature of the Acquired Businesses.
It is expected that any adjustments to the scope of the services and the performance indicators would be consistent with industry standards applicable to the
assets and management business that form the Acquired Businesses.
Under the Management Services Agreement, SPIMS is paid management fees comprising:
– a Management Services Charge; and
– a Performance Fee,
for each ﬁnancial year during the term of the Management Services Agreement.
The Management Services Charge is to compensate SPIMS for expenses relating to remuneration and other employment entitlements and beneﬁts of the
employees of SPIMS (except to the extent that, on a net resourcing basis, SPIMS employees provide services to third parties).
The Performance Fee is to incentivise SPIMS to improve the performance of SP AusNet’s business and to align the interests of SPIMS with those of SP AusNet,
investors and the regulators.
SPIMS is also reimbursed for all expenditures directly incurred by SPIMS in providing the services other than the employment costs of SPIMS employees
(which cost forms part of the Management Services Charge).

6.8.2. MANAGEMENT SERVICES CHARGE
It is anticipated that approximately 150 former Alinta senior management personnel will transfer their employment to SPIMS so that SPIMS can provide the services
it is required to provide for the Acquired Businesses, including the services currently provided for SP AusNet’s existing assets and new services contemplated for
the Acquired Businesses. SP AusNet will employ the operational staff currently engaged in respect of the Acquired Businesses, initially through entities forming part
of the Acquired Businesses.
Under the terms of the Management Services Agreement, the Management Service Charge may be adjusted to take into account changes relating to the total costs
of SPIMS’ employees. Such an adjustment will be necessary to take into account the additional former Alinta senior management personnel who will be required to
manage the Acquired Businesses. The parties have estimated this amount as $34.6 million for the year ending 31 March 2008 as compared to $21.4 million for
the year ended 31 March 2007. This increase mainly reﬂects the expansion of SP AusNet’s operations as a result of the Transaction. For the year ending 31 March
2009, being the ﬁrst full year with the expanded operations, the Management Services Charge is estimated to be $68.0 million.
From the perspective of SP AusNet, this change to the Management Services Charge does not give rise to any increase in employment costs of the Acquired
Businesses initially because the employment costs of the relevant management personnel (expected to be approximately $47.2 million (annualised) for the
12 months ending 31 March 2008) have previously been borne directly by the Acquired Businesses (and will be borne by SPIMS, not SP AusNet, going forward).
Once the relevant management employees are employed by SPIMS, the costs directly associated with operating the Acquired Businesses will fall by the same
amount by which the Management Services Charge will rise, assuming no change to the number of employees. Over time, there will be small differences in the
increases to the Management Services Charge and employment costs as the scheduled increases in the Management Services Charge are not directly proportional
to increases in employee costs.
It is proposed that any synergy savings derived under the new management will be passed through to SP AusNet through the introduction of a Services Charge
Reduction component to the management fee. The Services Charge Reduction will apply for a period of three years ending 31 March 2011, to then be renegotiated
for the next ﬁve year period.
The Services Charge Reduction refers to the net savings achieved by SPIMS in delivering the services to SP AusNet after having regard to any associated costs
incurred by the manager. To the extent there are redundancy costs by virtue of reducing the number of employees to provide the relevant services, such
redundancy costs will be borne by SP AusNet.
Under the proposed amendments to the Management Services Agreement, in each of the years ending 31 March 2009, 2010 and 2011, SPIMS and SP AusNet
will negotiate in good faith and agree the amount of the Services Charge Reduction (if any) applicable for that relevant ﬁnancial year and determine how the beneﬁt
(if any) of the Services Charge Reduction will be delivered to SP AusNet.
The purpose of the Services Charge Reduction is to pass back to SP AusNet all of the net savings such that SPIMS neither proﬁts nor suffers ﬁnancial detriment
from the overall reduction in employees required to perform the services of SP AusNet.
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6.8.3. PERFORMANCE FEE
The Performance Fee comprises ﬁve components namely the Network Performance Fee, Financial Performance Fee, Capital Works Management Fee, Business
Incentive Fee and Capital Efﬁciency Fee (each component calculated in accordance with the prescribed mechanism set out in the Management Services
Agreement).
No adjustments are proposed to the Network Performance Fee, Financial Performance Fee, Business Incentive Fee and Capital Efﬁciency Fee.
CAPITAL WORKS MANAGEMENT FEE
At present, the Capital Works Management Fee is payable each month and is an amount equal to 1.0% of the actual capital expenditure increase in the regulated
asset base (RAB) of SP AusNet for that month (excluding depreciation and customers’ contributions).
Following the Transaction, it is proposed that the Capital Works Management Fee be adjusted to also apply to capital expenditure increases with respect to
unregulated assets. The new Capital Works Management Fee will apply as follows:
– 1% of the capital expenditure increase (if any) to the RAB of the regulated assets of SP AusNet for the relevant month (excluding depreciation and customers’
contributions); and
– 1% of the capital expenditure increase (if any), approved by the Board of SP AusNet or its authorised delegate, to the unregulated assets of SP AusNet for the
relevant month (excluding depreciation and customers’ contributions).
PERFORMANCE FEE CAP
Each component of the Performance Fee will be calculated in accordance with the method set out under the Management Services Agreement. The maximum
Performance Fee payable by SP AusNet in each ﬁnancial year is, and will remain, capped at 0.75% of the market capitalisation of the Securities of SP AusNet.
For this purpose, the market capitalisation is calculated as the volume weighted average price per Security over the last 20 trading days of the last quarter of the
ﬁnancial year multiplied by the average number of Securities on issue during the last 20 trading days of the same quarter.
Because the market capitalisation of SP AusNet is expected to signiﬁcantly increase as a result of the Transaction, the base amount to which the 0.75% is applied
is expected to increase after the Transaction. Figure 6.8.1 below shows the fees paid in the 12 months ended 31 March 2007 and forecast fees for the 12 months
ending 31 March 2008 and 2009.
Figure 6.8.1 Performance fees
12 Months to
(Nominal A$M)
Network Performance

March 2007
Actual

March 2008
Forecast

March 2009
Forecast

1.7

4.1

1.9

Financial Performance

5.6

6.0

10.1

Capital Works Management

2.8

3.7

6.1

Capital Efﬁciency Incentive

–

–

–

Business Incentive

2.8

3.7

6.2

Performance Fees

12.9

17.5

24.3

Maximum performance fee (0.75% of market capitalisation)

22.3

45.2

45.2

Note: Actual based on a market capitalisation of $3.0 billion assuming a Security price of $1.42 with 2 billion Securities on issue.
Note: Forecast based on a market capitalisation of $6.0 billion assuming a Security price of $1.30 with 4.6 billion Securities on issue.

There will be no changes to the performance fee calculation framework as stipulated by the existing Management Services Agreement, except for the changes
contemplated to the Capital Works Management Fee. The key basis for the increase in each component of the Performance Fees are outlined as follows:
– Network Performance Fee: This component will only apply to the Alinta Victorian electricity network and is estimated based upon its forecast regulatory
incentive payments earned;
– Financial Performance Fee: Reﬂection of expected increase in SP AusNet forecast EBITDA after the Transaction;
– Capital Works Management Fee: Reﬂection of expected increase in SP AusNet forecast capital expenditure after the Transaction (see description above);
– Capital Efﬁciency Incentive Fee: No capital efﬁciency fees are included in the forecast; and
– Business Incentive Fee: Reﬂection of expected increase in SP AusNet forecast market capitalisation after the Transaction.

6.8.4. APPROVAL BY SP AUSNET SECURITYHOLDERS
As discussed in this section 6.8, as a result of the implementation of the Transaction, SPIMS will receive an increase in the Management Services Charge to take
into account additional charges relating to the total costs of SPIMS’ employees, including the new employees. Further, as noted above, the fees will rise because of
the expected increase in EBITDA, capital expenditure and market capitalisation of SP AusNet. The maximum possible Performance Fee will rise as a result of the
increased market capitalisation of the Securities of SP AusNet following the Transaction.
The increase in management fees payable to SPIMS (through the adjustment to the Management Services Charge and the expected increased Performance Fee)
constitutes the giving of a ﬁnancial beneﬁt by SP AusNet to a related party (i.e. SPIMS). The giving of such a beneﬁt is permitted under the Corporations Act if it is
approved by SP AusNet Securityholders (see section 10.9).
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION

7.1. INTRODUCTION
This section contains historical and pro forma historical ﬁnancial information of the combined businesses of SP AusNet and the Acquired Businesses and comprises
the:
(a) Historical and pro forma historical combined ﬁnancial information of the Existing SP AusNet Group comprising:
– the historical combined income statements before interest and tax of the Existing SP AusNet Group for the year ended 31 March 2007 and the ﬁve month
periods ended 31 August 2006 and 31 August 2007;
– the historical combined statements of cash ﬂows before ﬁnancing activities and tax of the Existing SP AusNet Group for the year ended 31 March 2007 and the
ﬁve month periods ended 31 August 2006 and 31 August 2007; and
– the historical combined balance sheets of the Existing SP AusNet Group as at 31 March 2006, 31 March 2007 and 31 August 2007,
collectively the Historical Existing SP AusNet Group Combined Financial Information.
– the pro forma historical combined income statements before interest and tax of the Existing SP AusNet Group for the years ended 31 March 2005 and
31 March 2006; and
– the pro forma historical combined statements of cash ﬂows before ﬁnancing activities and tax of the Existing SP AusNet Group for the years ended 31 March
2005 and 31 March 2006,
collectively the Pro Forma Historical Existing SP AusNet Group Combined Financial Information.
(b) pro forma historical combined ﬁnancial information of the Acquired Businesses comprising:
– the pro forma historical combined income statements before interest and tax of the Acquired Businesses for the years ended 31 December 2005 and
31 December 2006 and for the eight month periods ended 31 August 2006 and 31 August 2007;
– the pro forma historical combined statements of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses for the years ended 31 December
2005 and 31 December 2006 and for the eight month periods ended 31 August 2006 and 31 August 2007;
– the pro forma historical combined balance sheets of the Acquired Businesses as at 31 December 2006 and 31 August 2007; and
– notes to the pro forma historical combined ﬁnancial information of the Acquired Businesses,
collectively the Pro Forma Historical Acquired Businesses Combined Financial Information.
(c) pro forma historical combined ﬁnancial information of the New SP AusNet Group comprising:
– the pro forma historical combined income statements before interest and tax of the New SP AusNet Group for the ﬁnancial year ended 31 March 2007, being
the aggregation of:
– the historical combined income statement before interest and tax of the Existing SP AusNet Group for the ﬁnancial year ended 31 March 2007 and the
pro forma historical combined income statement before interest and tax of the Acquired Businesses for the year ended 31 December 2006;
– the pro forma historical combined income statement before interest and tax of the New SP AusNet Group for the ﬁve month period ended 31 August 2007,
being the aggregation of:
– the historical combined income statement before interest and tax of the Existing SP AusNet Group for the ﬁve month period ended 31 August 2007 and the
pro forma historical combined income statement before interest and tax of the Acquired Businesses for the ﬁve month period ended 31 August 2007;
– the pro forma historical combined statement of cash ﬂows before ﬁnancing activities and tax of the New SP AusNet Group for the ﬁnancial year ended
31 March 2007 being the aggregation of:
– the historical combined statement of cash ﬂows before ﬁnancing activities and tax of the Existing SP AusNet Group for the year ended 31 March 2007 and
the pro forma historical combined statement of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses for the year ended 31 December
2006;
– the pro forma historical combined statement of cash ﬂows before ﬁnancing activities and tax of the New SP AusNet Group for the ﬁve month period ended
31 August 2007 being the aggregation of:
– the historical combined statement of cash ﬂows before ﬁnancing activities and tax of the Existing SP AusNet Group for the ﬁve month period ended
31 August 2007 and the pro forma historical combined statement of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses for the
ﬁve month period ended 31 August 2007;
– the pro forma historical combined balance sheet of the New SP AusNet Group as at 31 August 2007, being the aggregation of the historical combined balance
sheet of the Existing SP AusNet Group and the pro forma historical combined balance sheet of the Acquired Businesses as at 31 August 2007 adjusted to
reﬂect the Entitlement Offer, Institutional Placement, Debt Facilities and the other pro forma adjustments set out in sections 7.5.1.1 and 7.5.4; and
– notes to the pro forma Historical New SP AusNet Group Combined Financial Information,
collectively referred to as the Pro Forma Historical New SP AusNet Group Combined Financial Information.
Collectively, the Historical Existing SP AusNet Group Combined Financial Information, the Pro Forma Historical Existing SP AusNet Group Combined Financial
Information, the Pro Forma Historical Acquired Businesses Combined Financial Information, and the Pro Forma Historical New SP AusNet Group Combined Financial
Information are referred to as the Pro Forma Historical Financial Information.
The Pro Forma Historical Financial Information should be read in conjunction with the Investigating Accountant’s Report on the Historical and Pro Forma Historical
Financial Information set out in Appendix B of this Explanatory Memorandum.
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7.2. BASIS OF PREPARATION
The Pro Forma Historical Financial Information is presented in order to provide Securityholders with an indication of the potential impact of the Acquired
Businesses, the Entitlement Offer, the Institutional Placement and the Debt Facilities on the SP AusNet Group, as if the transactions had occurred at the beginning
of each of the pro forma periods as outlined below.

7.2.1. STATEMENT OF COMPLIANCE AND BASIS OF PREPARATION
The Pro Forma Historical Financial Information has been prepared in accordance with the recognition and measurement principles prescribed by Australian
Accounting Standards. Compliance with Australian Accounting Standards also ensures that the Pro Forma Historical Financial Information complies with
International Financial Reporting Standards.
The Pro Forma Historical Financial Information is presented in abbreviated form and does not contain all the disclosures that are usually provided in an annual
report prepared in accordance with Australian Accounting Standards, International Financial Reporting Standards and the Corporations Act.
The pro forma historical combined income statements are provided to earnings before interest (where interest includes net ﬁnancing costs) and tax (EBIT) and the
pro forma historical combined statement of cash ﬂows to net cash ﬂows before ﬁnancing activities and tax. The assets and entities that comprise the Acquired
Businesses were previously part of a separate publicly listed company (Alinta) and operated under different corporate structures with different capital and debt
structures and tax proﬁles. Accordingly, reporting historical borrowing costs, corporate tax and net ﬁnancing cash ﬂows with respect to the Acquired Businesses
are not considered to be meaningful or appropriate and this information has not been included in the Pro Forma Historical Financial Information. With respect to
the Existing SP AusNet Group, historical information to net proﬁt after tax for the years ended 31 March 2006 and 31 March 2007 is available in the Existing
SP AusNet Group’s publicly available ﬁnancial statements at SP AusNet’s website www.sp-ausnet.com.au.
The pro forma historical combined statements of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses have been calculated based upon the
assumption that EBITDA represents a reasonable approximation to cash ﬂows from operating activities.
HISTORICAL EXISTING SP AUSNET GROUP COMBINED FINANCIAL INFORMATION
The Historical Existing SP AusNet Group Combined Financial Information has been extracted from the annual ﬁnancial reports of SP AusNet (comprising SP AusNet
Distribution and its subsidiaries, SP AusNet Transmission and its subsidiaries and SP AusNet Finance Trust), which were prepared in accordance with Australian
Accounting Standards and International Financial Reporting Standards, for the year ended 31 March 2007; and the unaudited interim ﬁnancial report of SP AusNet,
prepared in accordance with the recognition and measurement principles of Australian Accounting Standards, including AASB 134 Interim Financial Reporting and
the recognition and measurement principles of International Financial Reporting Standards, for the ﬁve month period ended 31 August 2007.
PRO FORMA HISTORICAL EXISTING SP AUSNET GROUP COMBINED FINANCIAL INFORMATION
The Pro Forma Historical Existing SP AusNet Group Combined Financial Information has been derived from the annual ﬁnancial reports of SP AusNet, which were
prepared in accordance with Australian Accounting Standards and International Financial Reporting Standards, for the year ended 31 March 2006 (as restated in
the annual ﬁnancial report for the year ended 31 March 2007 to correct for errors in relation to the calculation of deferred tax liabilities relating to property, plant
and equipment), with a comparative period of 31 March 2005. This ﬁnancial information has been presented after adjusting the pro forma transactions detailed in
section 7.3.1.1 as if they had occurred at the beginning of the pro forma period (1 April 2004).
PRO FORMA HISTORICAL ACQUIRED BUSINESSES COMBINED FINANCIAL INFORMATION
The Pro Forma Historical Acquired Businesses Combined Financial Information has been derived from the underlying books and records of the Acquired Businesses
for the years ended 31 December 2005 and 31 December 2006 and the Carved-Out Financial Information that was prepared in accordance with the recognition
and measurement principles of Australian Accounting Standards for the eight month period ended 31 August 2007. This ﬁnancial information has been presented
after adjusting for the pro forma transactions detailed in section 7.4.2 as if they had occurred (a) at the beginning of the pro forma period (1 January 2005) in the
case of the pro forma historical combined income statements before interest and tax and the pro forma historical combined statements of cash ﬂows before
ﬁnancing activities and (b) as at 31 December 2006 and 31 August 2007 respectively in the case of the pro forma historical combined balance sheets as at
31 December 2006 and 31 August 2007.
PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED FINANCIAL INFORMATION
The Pro Forma Historical New SP AusNet Group Combined Financial Information comprises the pro forma historical combined income statements before interest
and tax, the pro forma historical combined statements of cash ﬂows before ﬁnancing activities and tax and the pro forma historical combined balance sheet of the
New SP AusNet Group which have been compiled based on the aggregation of the Historical Existing SP AusNet Group Combined Financial Information and the
Pro Forma Historical Acquired Businesses Combined Financial Information after eliminating intercompany transactions between the Existing SP AusNet Group and
the Acquired Businesses.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.2.2. ACCOUNTING ESTIMATES
The preparation of ﬁnancial statements in conformity with Australian Accounting Standards and International Financial Reporting Standards requires the use of
certain critical accounting estimates. It also requires management to exercise judgement in the process of applying accounting policies. The estimates and
associated assumptions are based on historical experience and various other factors that are believed to be reasonable under the circumstances, the results of
which form the basis of making the judgements. Actual results may differ from these estimates. The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recognised in the period in which the estimate is revised if the revision affects only that period or in the period
of the revision and future periods if the revision affects both current and future periods.
Other than in relation to accounting for the acquisition of the Acquired Businesses, the signiﬁcant estimates and judgements made by management in applying
SP AusNet’s accounting policies and the key sources of estimation uncertainty were the same as those that applied in the annual ﬁnancial report of the SP AusNet
Group in respect of the year ended 31 March 2007. The signiﬁcant estimates and judgements in relation to accounting for the acquisition of the Acquired
Businesses are detailed in sections 7.4.2 and 7.5.3.1.
Accounting policies are selected and applied in a manner which ensures that the resulting ﬁnancial information satisﬁes the concepts of relevance and reliability,
thereby ensuring that the substance of the underlying transactions and other events is reported.

7.2.3. SIGNIFICANT ACCOUNTING POLICIES
The Pro Forma Historical Financial Information has been prepared using the same recognition and measurement accounting policies as disclosed in the annual
ﬁnancial report of the Existing SP AusNet Group in respect of the year ended 31 March 2007. Additional accounting policies not previously applicable to SP AusNet
in relation to accounting for the Acquired Businesses are detailed as follows:
– Investments in associates – associates are those entities over which the consolidated entity exercises signiﬁcant inﬂuence, but not control. Investments in
associates are accounted for using the equity method. Under this method, the consolidated entity’s share of the post-acquisition proﬁts and losses is
recognised in the income statement and its share of post-acquisition movement in reserves is recognised in reserves in the balance sheet. The cumulative
post-acquisition movements are adjusted against the cost of the investment.
– Contract revenue – revenue from the provision of services, including revenue from construction contracts, represents consideration received or receivable
determined, where appropriate, in accordance with the percentage of completion method, with the stage of completion of each contract determined by
reference to the proportion that contract costs for work performed to date bears to the estimated total contract costs.
– Contract intangibles – Contract intangibles arising from a business combination are recorded at cost using an excess earnings methodology, being the present
value of identiﬁed incremental net cash ﬂow streams, and are amortised on a straight-line basis over the contract lives.
– Management rights – Management rights intangibles arising from a business combination are recorded at cost and are amortised on a straight-line basis over
the estimated term of the management arrangements.
– Redeemable preference shares – Redeemable preference shares have been classiﬁed as a receivable on the basis that the Acquired Businesses have a
contractual right to receive cash to settle this obligation. The receivable is held to maturity and held at amortised cost. The income received on the redeemable
preference shares has been recorded as dividend income and is included in EBIT.
– Goodwill – Goodwill represents the difference between the cost of acquisition in a business combination and the fair value of the net identiﬁable assets
acquired. Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to cash-generating units and is not amortised but is tested
annually for impairment.
Any classiﬁcation differences in relation to items on the Balance Sheet have been adjusted in the pro forma historical Acquired Businesses combined balance sheet
to ensure consistency with the classiﬁcation policies of SP AusNet.

7.2.4. PRINCIPLES OF CONSOLIDATION
The Pro Forma Historical New SP AusNet Group Combined Financial Information has been prepared by combining the Historical Existing SP AusNet Group
Combined Financial Information and the Pro Forma Historical Acquired Businesses Combined Financial Information in accordance with the basis outlined in
section 7.5.1.1 as if the relevant entities had been controlled and jointly managed from the beginning of the pro forma period (1 January 2006).
SP AusNet has applied the purchase method of accounting for the acquisition of the Acquired Businesses. The cost of the acquisition is determined as the fair
value of the consideration expected to be given in accordance with the assumptions detailed in section 7.5.3.1.
The allocation of the fair value of the assets acquired and the liabilities and contingent liabilities assumed have been accounted for on a provisional basis.
The excess of the cost of acquisition of the Acquired Businesses over the fair value of the identiﬁable net assets acquired is recorded as goodwill (refer to
section 7.5.4).

7.2.5. EVENTS OCCURRING AFTER THE PRO FORMA BALANCE SHEET DATE
There have been no matters or circumstances that have arisen since 31 August 2007 up to the date of issue of this document that have signiﬁcantly affected or
may signiﬁcantly affect the Pro Forma Historical Financial Information.
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7.3. HISTORICAL AND PRO FORMA HISTORICAL EXISTING SP AUSNET GROUP COMBINED
FINANCIAL INFORMATION
7.3.1. HISTORICAL AND PRO FORMA HISTORICAL EXISTING SP AUSNET GROUP COMBINED INCOME STATEMENTS
BEFORE INTEREST AND TAX
The following table sets out the Historical Existing SP AusNet Group combined income statements before interest and tax for the year ended 31 March 2007 and
the ﬁve month periods ended 31 August 2007 and 31 August 2006; and the Pro Forma Historical Existing SP AusNet Group combined income statements before
interest and tax for the years ended 31 March 2005 and 31 March 2006.
5 Months Ended 31 August16

Year Ended 31 March
2005
Pro Forma

2006
Pro Forma

2006
Historical

2007
Historical

Electricity Transmission revenue

303.8

360.6

371.8

173.5

177.8

Electricity Distribution revenue

353.3

Gas Distribution revenue

134.9

376.7

387.7

164.6

180.0

131.7

146.4

88.5

86.4

Total Regulated Revenue

792.0

869.0

905.9

426.6

444.2

Electricity Transmission revenue

13.2

19.4

29.5

10.8

12.1

Electricity Distribution revenue

23.8

22.5

10.9

5.6

6.3

Gas Distribution revenue

14.4

10.7

14.0

7.4

6.9

Total Excluded Services Revenue

51.4

52.6

54.4

23.8

25.3

–

–

–

–

–

28.1

40.2

39.4

11.6

12.9

Gas Transmission

–

–

–

–

–

Equity Accounted Investments

–

–

–

–

–

Other revenue

33.6

16.2

19.8

7.6

9.8

Total Other revenue

61.7

56.4

59.2

19.2

22.7

905.1

978.0

1,019.5

469.6

492.2

Management Services charges18

–

(8.9)

(21.4)

(8.9)

(9.4)

Performance fees19

–

(3.0)

(12.9)

(4.9)

(6.2)

(43.9)

(50.8)

(55.3)

(23.8)

(25.3)

Other operating expenses (including employee expenses)

(246.5)

(276.5)

(305.2)

(144.3)

(141.7)

Total operating expenses

(290.4)

(339.2)

(394.8)

(181.9)

(182.6)

EBITDA

614.7

638.8

624.7

287.7

309.6

Depreciation and Amortisation

(175.3)

(191.4)

(200.0)

(82.8)

(83.6)

EBIT

439.4

447.4

424.7

204.9

226.0

(A$ in millions)

2007
Historical17

Regulated Revenue

Excluded Services Revenue

Total Asset Management Services Revenue
Other revenue
Customer Contributions

Total Revenue
Operating expenses

Grid fees and network charges

NOTES:
16 Extracted from the unaudited ﬁnancial statements of SP AusNet for the ﬁve months ended 31 August 2007.
17 Extracted from the annual ﬁnancial statements of SP AusNet for the ﬁnancial year ended 31 March 2007.
18 These charges only reﬂect those payable to SPIMS under the Management Services Agreement which commenced on 1 October 2005.
19 These charges only reﬂect those payable to SPIMS under the Management Services Agreement which commenced on 1 October 2005.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.3.1.1. PRO FORMA ADJUSTMENTS
The pro forma adjustments that have been undertaken in the presentation of the Pro Forma Historical Existing SP AusNet Group combined income statements
before interest and tax are as follows:
– An adjustment has been made to reﬂect the results of the SP AusNet distribution businesses which were acquired in July 2004, as if they had been part of the
Existing SP AusNet Group from 1 April 2004 ($85.3 million increase in EBIT for the year ended 31 March 2005).
– The Existing SP AusNet Group was formed pursuant to a stapling agreement on 21 October 2005 and, accordingly, the statutory ﬁnancial statements for the
year ended 31 March 2006 reﬂect the results of the SP AusNet transmission business from the date of formation to 31 March 2006. An adjustment has been
made to reﬂect the results of the SP AusNet transmission business as if it had been part of the Existing SP AusNet Group from 1 April 2004 ($180.4 million
increase in EBIT for the year ended 31 March 2005 and $104.6 million increase in EBIT for the year ended 31 March 2006).

7.3.2. PRO FORMA HISTORICAL EXISTING SP AUSNET GROUP COMBINED STATEMENTS OF CASH FLOWS BEFORE
FINANCING ACTIVITIES AND TAX
The following table sets out the Pro Forma Historical Existing SP AusNet Group combined statements of cash ﬂows before ﬁnancing activities and tax for the years
ended 31 March 2005, 31 March 2006 and 31 March 2007 and the ﬁve month periods ended 31 August 2006 and 31 August 2007.
5 Months Ended 31 August20

Year Ended 31 March
2005
Pro Forma

2006
Pro Forma

2006
Historical

2007
Historical

614.7

638.8

9.2

(36.3)

624.7

287.7

309.6

9.8

(3.9)

(41.1)

Cash ﬂow available from operations before ﬁnancing
activities and tax

623.9

602.5

634.5

283.8

268.5

Distribution capital expenditure

(211.0)

(244.5)

(251.9)

(92.4)

(91.5)

Transmission capital expenditure

(112.8)

(130.9)

(154.2)

(59.7)

(49.1)

Total capital expenditure

(323.8)

(375.4)

(406.1)

(152.1)

(140.6)

Cash ﬂows before ﬁnancing activities and tax

300.1

227.1

228.4

131.7

127.9

(A$ in millions)
EBITDA
Non-cash items and changes in working capital

NOTES:
20 Extracted from the unaudited ﬁnancial statements of SP AusNet for the ﬁve months ended 31 August 2007.
21 Extracted from the annual ﬁnancial statements of SP AusNet for the ﬁnancial year ended 31 March 2007.
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2007
Historical21

7.3.3. HISTORICAL EXISTING SP AUSNET GROUP COMBINED BALANCE SHEETS
The following table sets out the Historical Existing SP AusNet Group combined balance sheets as at 31 March 2006, 31 March 2007 and 31 August 2007.
As at 31 March22

As at 31 August

2006
Historical

2007
Historical

Cash assets

8.7

9.1

9.3

Receivables

132.4

140.9

167.5

6.5

5.9

6.9

188.8

26.9

110.7

5.8

7.4

5.1

342.2

190.2

299.5

11.8

12.8

12.8

6,110.1

6,312.1

6,367.5

354.5

354.5

354.5

Derivative ﬁnancial assets

–

32.4

34.4

Other non-current assets

11.5

30.4

31.2

Total non-current assets

6,487.9

6,742.2

6,800.4

Total assets

6,830.1

6,932.4

7,099.9

Payables and other liabilities

158.7

165.7

149.1

Borrowings

644.5

619.9

717.5

(A$ millions)

2007
Historical23

Current assets

Inventories
Derivative ﬁnancial assets
Other current assets
Total current assets
Non-current assets
Inventories
Property, plant and equipment
Intangible assets

Current liabilities

Provisions
Derivative ﬁnancial liabilities
Current tax payable
Total current liabilities

33.0

44.7

45.4

173.7

31.8

4.9

9.1

18.9

17.7

1,019.0

881.0

934.6

2,852.0

2,940.3

2,891.4

15.5

16.2

16.4

Non-current liabilities
Borrowings
Provisions
Derivative ﬁnancial liabilities

–

87.9

232.7

326.1

348.3

371.6

4.1

6.1

6.4

Total non-current liabilities

3,197.7

3,398.8

3,518.5

Total liabilities

4,216.7

4,279.8

4,453.1

Net assets

2,613.4

2,652.6

2,646.8

Deferred tax liabilities
Other non-current liabilities

NOTES:
22 Extracted from the annual ﬁnancial report of SP AusNet for the ﬁnancial years ended 31 March 2006 and 31 March 2007.
23 Extracted from the unaudited ﬁnancial statements of SP AusNet for the ﬁve months ended 31 August 2007.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.3.3. HISTORICAL EXISTING SP AUSNET GROUP COMBINED BALANCE SHEETS CONTINUED
As at 31 March22
(A$ millions)

As at 31 August

2006
Historical

2007
Historical

–

0.5

2007
Historical23

Shareholders Equity
Contributed equity

0.5

Reserves

(10.7)

26.7

39.3

Retained earnings

486.7

557.4

607.9

Total equity attributed to the equity holders of the parent

476.0

584.6

647.7

Minority interest24

2,137.4

2,068.0

1,999.1

Total equity

2,613.4

2,652.6

2,646.8

7.4. PRO FORMA HISTORICAL ACQUIRED BUSINESSES COMBINED FINANCIAL INFORMATION
7.4.1. COMPOSITION OF ACQUIRED BUSINESSES
SP AusNet is acquiring the Acquired Businesses from SPI who acquired them from Alinta pursuant to the Alinta Scheme which was implemented on 31 August 2007.
Certain assets expected to comprise the Acquired Businesses on the anticipated date of completion of the Transaction were not owned by Alinta during the entirety of
the applicable pro forma period (beginning 1 January 2005). The businesses acquired or disposed of by Alinta since 1 January 2005 (during the pro forma period) were:
– The AGL Assets included in the Acquired Businesses were acquired by Alinta on 25 October 2006. The AGL Assets included in the Acquired Businesses
comprise the New South Wales gas network, the Alinta Victorian electricity network, the 50% interest in the ActewAGL Distribution Partnership, the Agility Asset
Management Business and the 7.6% interest in TransACT;
– The Alinta Infrastructure Holdings assets included in the Acquired Businesses were disposed of by Alinta in October 2005 and reacquired on 19 December
2006. The Alinta Infrastructure assets included in the Acquired Businesses comprise EGP, QGP and the VicHub Interconnect Facility; and
– The Agility Asset Management Business had in place contracts to manage and operate pipelines on behalf of the APA Group. During the eight month period
ended 31 August 2007, Alinta sold these contracts.
Pro forma adjustments, as explained below, have been made to reﬂect the above transactions as if they had occurred at the beginning of the pro forma period.

7.4.2. BASIS OF PREPARATION
The Pro Forma Historical Acquired Businesses Combined Financial Information has been prepared in accordance with the recognition and measurement principles
of Australian Accounting Standards and is based on the ﬁnancial information that has been derived from the underlying books and records of the Acquired
Businesses in respect of the years ended 31 December 2005 and 31 December 2006 and the Carved-Out Financial Information that was prepared for the eight
month period ended 31 August 2007, after giving effect to the following pro forma adjustments:
– The economic impacts of AAM’s eastern Australia business have been accounted for on a consolidated basis despite the New SP AusNet Group having less
than a 50% direct ownership interest in AAM through debt instruments and other arrangements described in section 5.12. As all the economic risks and
beneﬁts ﬂow to the New SP AusNet Group and it is expected that the businesses will ultimately transfer to New SP AusNet, AAM’s eastern Australia business
is reﬂected as though it were part of the New SP AusNet Group. Refer to section 9.3.2 for a discussion of risks associated with the transfer of AAM.
– The economic impacts of the 34.1% investment in United Energy Distribution have been accounted for as an equity accounted investment despite the transfer
of the ownership interest in United Energy Distribution to the Acquired Businesses not yet having occurred. As all the economic risks and beneﬁts associated
with the 34.1% investment ﬂow to the New SP AusNet Group and it is expected that the investment will transfer to New SP AusNet, it is reﬂected as part of the
New SP AusNet Group. Refer to section 9.3.3 for a discussion of risks associated with the transfer of the United Energy Distribution interest.
– Adjustments have been made to reﬂect certain previously unallocated corporate costs and assets and liabilities of Alinta as part of the Acquired Businesses.
The Acquired Businesses operated as an integrated part of Alinta and within the Alinta corporate structure. The pro forma adjustments relate to charges for
various expenses, including certain corporate administrative expenses, corporate overheads and liabilities for certain compensation plans and employee
beneﬁts. These costs have been allocated on a basis considered reasonable by SP AusNet management, but are not necessarily indicative of the cost that
would have been incurred if the Acquired Businesses were operated on a stand-alone basis.
– An adjustment has been made to reﬂect the results of the New South Wales gas network, the Alinta Victorian electricity network, the 50% interest in the
ActewAGL Distribution Partnership and the 7.6% interest in TransACT acquired by Alinta on 25 October 2006 as if they had been part of the Acquired
Businesses from 1 January 2005 ($265.9 million increase in EBIT for the year ended 31 December 2005 and $213.4 million increase in EBIT for the year
ended 31 December 2006).
– An adjustment has been made to reﬂect the results of the Agility Asset Management Business as if it had been part of the Acquired Businesses from 1 January
2005 to the extent that the Agility Asset Management Business forms part of the Acquired Businesses. Certain operating and maintenance agreements of the
Agility Asset Management Business with respect to assets not acquired have been excluded.
– Depreciation and impairment charges have been calculated on the basis that the fair values at 31 August 2007 are a reasonable approximation of fair value at
1 January 2005. The net impact of the additional depreciation charge was offset by the effect of changes in estimated useful lives.
– An adjustment has been made to reverse the impairment of property, plant and equipment recorded in respect of the Queensland Gas Pipeline in the year
ended 31 December 2006 on the basis that the cause of the impairment is no longer relevant as a result of the subsequent renegotiation of a long-term
transportation contract.
NOTES:
24 As the stapling is a business combination by contract alone, the total ownership interest in SP AusNet Transmission and SP AusNet Finance Trust is presented as
minority interest in the combined ﬁnancial statements of SP AusNet Distribution.
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7.4.3. PRO FORMA HISTORICAL ACQUIRED BUSINESSES COMBINED INCOME STATEMENTS BEFORE INTEREST AND TAX
The following table sets out the pro forma historical Acquired Businesses combined income statements before interest and tax for the years ended 31 December
2005 and 31 December 2006 and for the eight month periods ended 31 August 2006 and 31 August 2007.
Year Ended 31 December

8 Months Ended 31 August

2005
Pro Forma

2006
Pro Forma

2006
Pro Forma

2007
Pro Forma

–

–

–

–

Electricity Distribution revenue

191.3

183.1

123.5

131.3

Gas Distribution revenue

316.5

319.2

220.8

225.5

Total Regulated Revenue

507.8

502.3

344.3

356.8

–

–

–

–

5.4

5.2

3.6

4.3

–

–

–

–

5.4

5.2

3.6

4.3

403.7

464.6

295.8

281.5

9.9

11.5

6.7

11.4

Gas Transmission

91.0

92.0

62.1

65.4

Equity Accounted Investments

41.9

40.5

29.3

32.9

25

Preference Dividend Income

16.3

16.3

10.8

10.8

Other revenue

21.2

15.3

10.4

12.5

180.3

175.6

119.3

133.0

1,097.2

1,147.7

763.0

775.6

Management Services charges

–

–

–

–

Performance fees

–

–

–

–

(A$ in millions)
Regulated Revenue
Electricity Transmission revenue

Excluded Services Revenue
Electricity Transmission revenue
Electricity Distribution revenue
Gas Distribution revenue
Total Excluded Services Revenue
Total Asset Management Services Revenue
Other Revenue
Customer Contributions

Total Other revenue
Total Revenue
Operating expenses

Grid fees and network charges

(52.8)

(55.6)

(35.9)

(35.8)

Other operating expenses (including employee expenses)

(556.8)

(668.3)

(394.8)

(383.4)

Total operating expenses

(609.6)

(723.9)

(430.7)

(419.2)

EBITDA

487.6

423.8

332.3

356.4

Depreciation and Amortisation

(130.3)

(132.5)

(88.3)

(97.4)

EBIT

357.3

291.3

244.0

259.0

NOTES:
25 For the purposes of presentation of ﬁnancial information in this Explanatory Memorandum, income on the redeemable preference shares has been included in EBIT as it
relates to return on investment and not to ﬁnancial arrangements of the group. In its statutory ﬁnancial report for the year ending 31 March 2008, the New SP AusNet
Group intends to present this income as interest.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.4.4. PRO FORMA HISTORICAL ACQUIRED BUSINESSES COMBINED STATEMENTS OF CASH FLOWS BEFORE
FINANCING ACTIVITIES AND TAX
The following table sets out the pro forma historical Acquired Businesses combined statements of cash ﬂows before ﬁnancing activities and tax for the years ended
31 December 2005, 31 December 2006 and the eight month periods ended 31 August 2006 and 31 August 2007. The cash ﬂows have been calculated based
upon the assumption that EBITDA represents a reasonable approximation to cash ﬂows from operating activities and to show capital expenditure.
Year Ended 31 December

8 Months Ended 31 August

2005
Pro Forma

2006
Pro Forma

2006
Pro Forma

2007
Pro Forma

Cash ﬂow available from operations

487.6

423.8

332.3

356.4

Distribution capital expenditure

(113.7)

(A$ in millions)

(117.8)

(167.7)

(98.6)

Transmission capital expenditure

–

–

–

–

Gas pipelines capital expenditure

–

(8.6)

(4.1)

(7.2)

(19.3)

(23.3)

(16.4)

(7.6)

Total capital expenditure

(137.1)

(199.6)

(119.1)

(128.5)

Cash ﬂows before ﬁnancing activities and tax

350.5

224.2

213.2

227.9

Asset management capital expenditure
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7.4.5. PRO FORMA HISTORICAL ACQUIRED BUSINESSES COMBINED BALANCE SHEETS
The following table sets out the pro forma historical Acquired Businesses combined balance sheets as at 31 December 2006 and 31 August 2007.

(A$ millions)

Note

Pro Forma
Acquired
Businesses
31 December
200626

Pro Forma
Acquired
Businesses
31 August
200727

Current assets
Cash assets

1

66.1

16.7

Receivables

2

270.3

226.9

1.6

4.0

3

45.3

15.4

2.0

3.3

385.3

266.3

125.3

124.5

1.9

1.9

Inventories
Derivative ﬁnancial assets28
Other current assets
Total current assets
Non-current assets
Receivables

2

Inventories
Property, plant and equipment

5

4,437.0

4,460.9

Intangible assets

6

1,692.3

1,680.3

Investment in Associates

7

519.8

542.9

Other non-current assets

4

22.5

30.3

Total non-current assets

6,798.8

6,840.8

Total assets

7,184.1

7,107.1

8

155.2

122.2

10

825.0

–

Current liabilities
Payables and other liabilities
Borrowings29
30

Derivative ﬁnancial liabilities

3

Current tax payable
Provisions

9

Total current liabilities

72.9

48.6

27.5

29.3

71.4

44.2

1,152.0

244.3

Non-current liabilities
Payables and other non-current liabilities

7.0

1.8

2,744.8

926.4

144.9

183.3

44.2

40.2

Total non-current liabilities

2,940.9

1,151.7

Total liabilities

4,092.9

1,396.0

Net assets

3,091.2

5,711.1

Borrowings

10

Deferred tax liabilities
Provisions

9

NOTES:
26 Extracted from the Carved-Out Financial Information after including the pro forma adjustments detailed in the footnote to Borrowings.
27 Extracted from the Carved-Out Financial Information for the eight month period ended 31 August 2007.
28 Includes electricity derivative contracts of $43.3 million in 31 December 2006 which were fully novated by 31 August 2007.
29 Adjusted to exclude external debt at 31 August 2007 of $2,687 million ($825 million current and $1,862 million non-current) which is to be repaid by SPI out of the
proceeds of sale.
30 Includes electricity derivative contracts of $43.3 million in 31 December 2006 which were fully novated by 31 August 2007.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.4.6. NOTES TO THE PRO FORMA ACQUIRED BUSINESSES COMBINED HISTORICAL FINANCIAL INFORMATION
(A$ in millions)

Pro Forma Acquired Businesses
31 August 2007

1. Cash assets
Cash at bank and on hand

16.7

Cash and cash equivalents

16.7

2. Receivables
Current receivables
Net trade receivables
Trade receivables
Provision for doubtful receivables

–
228.2
(1.6)
226.6

Net other receivables
Other debtors – non-interest bearing
Total current receivables

–
0.3
226.9

Non-current receivables
Redeemable preference shares – UED

124.5

Total non-current receivables

124.5

3. Derivative ﬁnancial instruments
Current derivative ﬁnancial instruments – assets

15.4

Current derivative ﬁnancial instruments – liabilities

(48.6)

Net Total current derivative ﬁnancial instruments

(33.2)

4. Other non-current assets
Deﬁned beneﬁt fund surplus
Other non-current assets

28.3
2.0
30.3

5. Property Plant and Equipment
Net Book Value
Freehold land

17.1

Buildings

10.9

Easements

10.2

Plant and equipment

4,396.8

Capital work in progress

12.8

Leasehold improvements

13.1

Total property, plant and equipment

4,460.9

6. Intangible Assets
Net Book Value
Network licence
Goodwill

–
1,648.8

Contract intangibles

20.0

Management contract rights

11.5

Total intangible assets

1,680.3

Goodwill in the Acquired Businesses relates to the Agility business, the pipeline business and the synergies expected from the ability to combine Agility and AAM
and the pipeline business as a merged group.
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(A$ in millions)

Pro Forma Acquired Businesses
31 August 2007

7. Investment in Associates
Investment in ActewAGL Distribution Partnership
Investment in Associates – UED
Investment in Associates

511.4
31.5
542.9

8. Payables and other liabilities
Current payables and other liabilities
Trade payables

78.1

Interest payables

37.5

Other payables
Total current payable and other liabilities

6.6
122.2

9. Provisions
Current provisions
Employee beneﬁts

23.9

Other provisions

20.3

Total current provisions

44.2

Non-current provisions
Employee beneﬁts
Decommissioning costs

16.8
6.7

Other provisions

16.7

Total non-current provisions

40.2

10. Borrowings
Current

–

Non-current
Floating rate notes

275.0

144A USD Bond (USD $530 million) (translated at the spot rate)

651.4

Total Non-Current Borrowings

926.4
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.4.6. NOTES TO THE PRO FORMA ACQUIRED BUSINESSES COMBINED HISTORICAL FINANCIAL INFORMATION CONTINUED
11. Contingent liabilities
Contingent liabilities are disclosed for the Acquired Businesses as a stand-alone business. Refer to section 7.5.4 for the treatment of contingencies in the
New SP AusNet Group.
(a) Guarantees
(i) Bank Guarantees
Bank guarantees represent guarantees provided by certain of the Acquired Businesses’ ﬁnanciers in favour of the Acquired Businesses’ customers, suppliers,
or various building owners for access to their buildings.
(ii) Financial Guarantee Contracts
Alinta LGA Limited has provided a guarantee over a $25 million bank facility utilised by TransACT, an entity in which Alinta LGA Limited formerly held a minority
equity interest. The guarantee is secured by the assets of TransACT. As at 31 August 2007 the facility had been drawn down to the amount of $23.8 million.
As at 31 August 2007, no amount has been provided in respect of this guarantee.
(iii) Operating Guarantees
A subsidiary comprising part of the Acquired Businesses has varying service requirements built into its sales contracts. If the requirements of the service levels are
not met, penalties and/or additional costs may be incurred. SP AusNet is not aware of any instances where penalties of a material nature have become due and do
not have any reason to believe any penalties of a material nature will be incurred in the future.
(b) Levies and commercial disputes
(i) QAL
Queensland Alumina Limited (QAL) has brought proceedings against Alinta DQP Pty Ltd and Alinta DEQP Pty Ltd, in the Queensland Supreme Court. The claim
relates to an alleged inconsistency between the terms of a Gas Transportation Agreement entered into in 1996 in relation to the Wallumbilla to Gladstone and
Rockhampton pipeline, and the tariffs prescribed under the approved access principles applicable to the QGP. QAL’s claim is for approximately $22 million plus
interest of approximately $10 million.
During 2006 the court found in favour of the Alinta Group. QAL appealed the Supreme Court decision, in its entirety, on 12 January 2007. This appeal was heard in
May 2007. A ﬁnal decision is expected later in 2007. SP AusNet’s considered opinion is that it will not be exposed to any material liability in relation to this matter.
(ii) Breakfast Point GST Margin Scheme
Alinta LGA Limited (formerly the Australian Gas Light Company) (Alinta LGA) sold land at Breakfast Point, NSW to Breakfast Point Pty Limited (BPPL) (a subsidiary
of Rosecorp Pty Limited). Under a deed of option entered into between BPPL and Alinta LGA in 1999 (and amended in 2000), the GST Margin Scheme was applied
to the sale on the basis that BPPL would indemnify Alinta LGA for any losses (including any extra GST payable) incurred as a result of applying the GST Margin
Scheme.
The ATO has indicated that Alinta LGA may be liable for $6 million additional GST although this amount is likely to be a maximum and may be reduced.
Alinta LGA has sent a letter to BPPL/Rosecorp informing them of the ATO’s decision to dispute the 2000 valuation. BPPL/Rosecorp have also been informed that,
in Alinta LGA’s view, BPPL are liable to indemnify Alinta LGA for all of its costs in relation to this matter. SP AusNet’s considered opinion is that it will not be exposed
to any material liability in relation to this matter.
(c) Consortium Umbrella Agreement
Following the acquisition of Alinta by the Consortium, the Consortium members entered into an Umbrella Agreement which included a proposed allocation for
assets and liabilities, which otherwise were unallocated to Consortium members. Under this Agreement, SPI is entitled to receive 65% of unallocated assets, and is
responsible for 65% of unallocated liabilities. Other than disclosed or recognised within these Pro Forma Acquired Businesses Combined Financial Statements, SP
AusNet is not currently aware of any further unallocated balances (refer to section 9.3.4 for a discussion on the risks associated with the unallocated liabilities).
(d) Other
In the course of normal business, the Acquired Businesses occasionally receive claims and other matters arising from their operations. In the opinion of SP AusNet,
all such matters are covered by insurance, or if not so covered, are without merit or are of such kind or involve such amounts that would not have a material
adverse effect on the operating results or the ﬁnancial position of the Acquired Businesses if settled unfavourably.

70

7.5. PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED FINANCIAL INFORMATION
The Pro Forma Historical Combined Financial Information in the following section is presented in order to provide investors with an indication of the potential impact
of the Acquired Businesses, the Entitlement Offer, the Institutional Placement and the Debt Facilities on the SP AusNet Group, as if the transactions had occurred
(a) at the beginning of the pro forma period (1 January 2006) in the case of the pro forma historical combined income statements before interest and tax and the
pro forma historical combined statements of cash ﬂows before ﬁnancing activities and tax, and (b) as at 31 August 2007 in the case of the pro forma historical
combined balance sheet.

7.5.1. PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED INCOME STATEMENTS BEFORE INTEREST AND TAX
The following table sets out the Pro Forma Historical New SP AusNet Group combined income statements before interest and tax for the year ended
31 March 2007 and the ﬁve month period ended 31 August 2007:
Year Ended
31 March
2007
Pro Forma

5 Months Ended
31 August
2007
Pro Forma

Electricity Transmission revenue

365.2

174.3

Electricity Distribution revenue

568.0

262.0

Gas Distribution revenue

465.6

247.9

1,398.8

684.2

Electricity Transmission revenue

28.7

11.4

Electricity Distribution revenue

16.1

9.2

Gas Distribution revenue

14.0

6.9

Total Excluded Services Revenue

58.8

27.5

464.6

173.5

Customer Contributions

50.9

19.5

Gas Transmission

92.0

42.9

Equity Accounted Investments

40.5

19.9

Preference dividend income31

16.3

6.8

Other revenue

35.1

18.3

234.8

107.4

2,157.0

992.6

(A$ in millions)
Regulated Revenue

Total Regulated Revenue
Excluded Services Revenue

Total Asset Management Services Revenue
Other Revenue

Total Other revenue
Total Revenue
Operating expenses
Management Services Charges

(21.4)

(9.4)

Performance Fees

(12.9)

(6.2)

Grid fees and network charges

(110.9)

(49.8)

Other operating expenses (including employee expenses)

(963.3)

(373.6)

Total operating expenses

(1,108.5)

(439.0)

EBITDA

1,048.5

553.6

Depreciation and Amortisation

(332.5)

(144.7)

EBIT

716.0

408.9

NOTES:
31 For the purposes of presentation of ﬁnancial information in this Explanatory Memorandum, income on the redeemable preference shares has been included in EBIT as it
relates to return on investment and not to ﬁnancial arrangements of the group. In its statutory ﬁnancial report for the year ending 31 March 2008, the New SP AusNet
Group intends to present this income as interest.
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.5.1.1. PRO FORMA ADJUSTMENTS
The pro forma historical New SP AusNet Group combined income statements before interest and tax include the following pro forma adjustments:
– Alinta’s ﬁnancial year ends on 31 December while SP AusNet’s ends on 31 March. The ﬁnancial information presented in respect of the New SP AusNet Group
in the prior table combines the results of the Acquired Businesses for the year ended 31 December 2006 with the results of SP AusNet for its ﬁnancial year
ended 31 March 2007. Given the fact that the new SP AusNet Group will have a 31 March ﬁnancial year end and that the period of greatest seasonality is over
the winter months which will be the same months included in the historical ﬁnancial information for both SP AusNet and the Acquired Businesses, this is
considered a reasonable approach.
– The elimination of transactions between the Acquired Businesses and the Existing SP AusNet Group. These adjustments relate to the elimination of transmission
charges, excluded services and distribution cross-boundary charges.

7.5.2. PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED STATEMENTS OF CASH FLOWS BEFORE
FINANCING ACTIVITIES AND TAX
The following table sets out the Pro Forma Historical New SP AusNet Group combined statements of cash ﬂows before ﬁnancing activities and tax for the New
SP AusNet Group for the year ended 31 March 2007 and for the ﬁve month period ended 31 August 2007.
The cash ﬂows have been calculated based upon the assumption that EBITDA for the Acquired Businesses represents a reasonable approximation to cash ﬂows
from operating activities and to show capital expenditure.
12 Months Ended
31 March
2007
Pro Forma

5 Months Ended
31 August
2007
Pro Forma

1,048.5

553.6

9.8

(41.1)

1,058.3

512.5

Distribution capital expenditure

(419.6)

(162.9)

Transmission capital expenditure

(154.2)

(49.1)

(A$ in millions)
EBITDA
Non-cash items and changes in working capital
Cash ﬂow available from operations

Gas and pipeline capital expenditure

(8.6)

(3.5)

(23.3)

(5.0)

Total capital expenditure

(605.7)

(220.5)

Cash ﬂows before ﬁnancing activities and tax

452.6

292.0

Asset management capital expenditure
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7.5.3. PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED BALANCE SHEET
The following table sets out the pro forma historical New SP AusNet Group combined balance sheet as at 31 August 2007.

(A$ in millions)

Note

Existing
SP AusNet
Group
31 August
2007

Pro Forma
Acquired
Businesses
31 August
2007

Pro Forma
Funding
Adjustments

Pro Forma
Acquisition
Adjustments

7,347.0

(7,347.0)

Pro Forma
New SP AusNet
Group
31 August
2007

Cash assets

1

9.3

16.7

Receivables

2

167.5

226.9

6.9

4.0

10.9

3

110.7

15.4

126.1

5.1

3.3

8.4

299.5

266.3

Inventories
Derivative ﬁnancial assets
Other current assets
Total current assets
Receivables

2

Inventories

26.0
394.4

7,347.0

(7,347.0)

124.5

565.8
124.5

12.8

1.9

14.7

Property, plant and equipment

4

6,367.5

4,460.9

10,828.4

Intangible assets

5

354.5

1,680.3

Derivative ﬁnancial assets

3

34.4

Investment in associates

6

Other non-current assets

7

1,410.9

3,445.7
34.4

542.9

208.6

751.5

31.2

30.3

Total non-current assets

6,800.4

6,840.8

–

1,619.5

15,260.7

Total assets

7,099.9

7,107.1

7,347.0

(5,727.5)

15,826.5

8

149.1

122.2

10

717.5

Payables and other liabilities
Borrowings
Derivative ﬁnancial liabilities

3

Derivative ﬁnancial liabilities

3,153.5

4.9

48.6

53.5

29.3

47.0

45.4

44.2

89.6

934.6

244.3

2,436.0

3,614.9

10

2,891.4

926.4

1,890.0

5,707.8

3

232.7

9

Total current liabilities
Borrowings

271.3
2,436.0

17.7

Current tax payable
Provisions

61.5

Other non-current liabilities

232.7

6.4

1.8

371.6

183.3

(147.3)

407.6

16.4

40.2

130.9

187.5

Total non-current liabilities

3,518.5

1,151.7

1,890.0

(16.4)

6,543.8

Total liabilities

4,453.1

1,396.0

4,326.0

(16.4)

10,158.7

Net assets

2,646.8

5,711.1

3,021.0

(5,711.1)

5,667.8

Deferred tax liabilities
Provisions

Contributed equity

9

12

Reserves

0.5

8.2

–

0.5

39.3

39.3

Retained earnings

607.9

607.9

Total equity attributed to equity holders of
the parent

647.7

–

647.7

Minority interest

13

1,999.1

3,021.0

5,020.1

Total equity

11

2,646.8

3,021.0

5,667.8
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.5.3.1. MATERIAL ASSUMPTIONS
ACQUISITION ACCOUNTING
Under AASB 3 Business Combinations, all of the Acquired Businesses’ identiﬁable assets, liabilities and contingent liabilities, including intangible assets, need to be
identiﬁed and valued. The purchase price is allocated based upon the fair value of these assets, liabilities, and contingent liabilities with any residual allocated to
goodwill. The types of identiﬁable intangible assets that may be acquired as part of the acquisition of the Acquired Businesses are set out below. These examples
are not intended to be exhaustive:
– distribution licences;
– customer contracts;
– management contract rights.
The amounts recognised in the pro forma ﬁnancial information represent provisional assessments of the fair values of assets and liabilities acquired. These
amounts will be ﬁnalised within 12 months of acquisition as required by Australian Accounting Standards. It has been assumed that the reset tax costs under tax
consolidation will be the same as the allocation of the purchase price for accounting purposes so that the tax base for most of those assets is the same as the
accounting value. Accordingly deferred tax balances have only been recognised where it is anticipated that this may differ. If the tax consolidation valuations result
in there being a difference between book and tax values, the recognition of any deferred tax balances will result in adjustments to the value allocated to goodwill
provided that the differences are recognised within 12 months of the acquisition.
The provisional fair value allocation of the Acquired Businesses at 31 August 2007 has been used for the purpose of preparing the Pro Forma Historical New
SP AusNet Group combined balance sheet. The actual transaction completion date is expected to occur as of 21 December 2007. Refer to section 10.3 for a
summary of the terms of the SSPA.

7.5.4. PRO FORMA ADJUSTMENTS
The pro forma historical New SP AusNet Group combined balance sheet includes the following pro forma adjustments:
DETERMINATION OF ACQUISITION PRICE
The pro forma adjustments made to reﬂect the acquisition of the Acquired Businesses in the pro forma New SP AusNet Group combined balance sheet, are
summarised below:
– The SSPA provides that the risks and beneﬁts in the Acquired Businesses accrue to SP AusNet from 1 September 2007 through to Completion. Additionally,
Holding Costs will be incurred to compensate SPI for ﬁnancing costs and interest foregone for this period. As the Pro Forma Historical New SP AusNet Group
ﬁnancial information assumes a completion date of 31 August 2007, the risks and beneﬁts of ownership of the Acquired Businesses and the Holding Costs are
reﬂected in the forecasts for the SP AusNet Group. When the acquisition is ﬁnalised, the ﬁnancial effect of these risks and beneﬁts and Holding Costs will be
recognised as an adjustment to the purchase price allocation and transaction costs.
– The SSPA also provides that SPI as the seller of the Acquired Businesses will be compensated for its Recoverable Costs. The total of these costs is estimated at
$133 million, which have been included in the cost of the acquisition.
– SP AusNet’s estimated transaction costs reﬂected in the determination of the acquisition price total $47 million including an estimate of the amount of
Transaction Costs incurred by SPI. Estimated Transaction costs of $50 million associated with the Entitlement Offer, Institutional Placement and Debt Facilities
are recorded as an offset against the amount of equity and debt raised.
– The SSPA requires SP AusNet to bear SPI’s share of Unallocated Assets, Liabilities and Transaction Costs. Under the Umbrella Agreement SPI is entitled to
receive 65% of unallocated assets and is responsible for 65% of Unallocated Liabilities. Unallocated Liabilities are liabilities that do not relate solely to the
businesses allocated to one of the Consortium. The Acquired Businesses have included unallocated assets and liabilities, primarily comprising corporate
information technology assets, in the balance sheet in the ratio contemplated by the Umbrella Agreement. Any additional unallocated liabilities identiﬁed
have been included in pro forma acquisition adjustments. Unallocated Liabilities are based on the best estimate of liabilities identiﬁed from the results of due
diligence completed to date. Should any further liabilities be identiﬁed under the terms of the Umbrella Agreement, they will be brought to account with a
corresponding adjustment to goodwill (refer section 9.3.4 for a discussion of the risks associated with Unallocated Liabilities).
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FAIR VALUE OF ASSETS AND LIABILITIES ACQUIRED
The provisional fair value of the identiﬁable assets and liabilities of the Acquired Businesses at 31 August 2007 are:
(A$ in millions)

Carrying
Amount

Fair Value
Adjustment

Provisional
Fair Value

Cash assets

16.7

16.7

Receivables

226.9

226.9

4.0

4.0

15.4

15.4

3.3

3.3

Total current assets

266.3

266.3

Receivables

124.5

124.5

1.9

1.9

Inventories
Derivative ﬁnancial assets
Other current assets

Inventories
Property, plant and equipment

4,460.9

Intangible assets

1,680.3

342.0

2,022.3

4,460.9

Investment in associates

542.9

208.6

751.5

Other non-current assets

30.3

30.3

Total non-current assets

6,840.8

550.6

7,391.4

Total assets

7,107.1

550.6

7,657.7

Payables and other liabilities

122.2

122.2

–

–

Derivative ﬁnancial liabilities

48.6

48.6

Current tax payable

29.3

29.3

Provisions

44.2

44.2

Total current liabilities

244.3

244.3

Borrowings

926.4

926.4

Borrowings

Derivative ﬁnancial liabilities

–

–

Other non-current liabilities

1.8

1.8

Deferred tax liabilities

183.3

(147.3)

36.0

40.2

130.9

171.1

Total non-current liabilities

1,151.7

(16.4)

1,135.3

Total liabilities

1,396.0

(16.4)

1,379.6

Net assets

5,711.1

567.0

6,278.1

Provisions

Plus goodwill
Cash consideration paid to SPI
Add: Transaction costs which give rise to additional goodwill
Sub total
Add: Retained Alinta debt
Total Consideration

SP AUSNET EXPLANATORY MEMORANDUM

888.9
7,167.0
180.0
7,347.0
975.0
8,322.0
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.5.4. PRO FORMA ADJUSTMENTS CONTINUED
PRO FORMA EQUITY OFFER AND DEBT FACILITIES ADJUSTMENTS
The pro forma adjustments made to the historical New SP AusNet Group combined balance sheet in respect of the Entitlement Offer and Institutional Placement
(together the Equity Offer) and the Debt Facilities, are summarised below.
SOURCES OF FUNDS:
Equity raised
Equity transaction costs

Note
3,051.0

i

(30.0)

iii

Net Equity

3,021.0

Debt raised

4,346.0

Debt assumed

975.0

Debt transaction costs

(20.0)

Net Debt

5,301.0

Total Source of Funds

8,322.0

ii
iii

USE OF FUNDS:
Cash consideration

(7,167.0)

Debt assumed

(975.0)

Transaction costs

(180.0)

Total
(i)

(8,322.0)

An adjustment has been made to reﬂect the proposed issue of additional equity under the Equity Offers to reﬂect the issue of 2,542.5 million Securities at an
assumed price of $1.20, raising gross proceeds of $3,051 million. The use of the Bridge Facility will be adjusted according to the extent that the actual
proceeds raised from the Entitlement Offer vary from the assumptions underlying this adjustment (i.e. because of differing take-ups under the retail offer).

(ii) The draw down under the Debt Facilities of $2,436 million under the Bridge Facility and $1,890 million under the Syndicated Facility (total of $4,326 million).
Refer to sections 10.7 and 10.8 for details of the terms of the Debt Facilities.
(iii) The payment of estimated Transaction costs directly related to the Entitlement Offer and Institutional Placement of $30 million (before tax), recorded as an
offset against the amount of equity raised and $20 million (before tax) in respect of the Debt Facilities, recorded as an offset to the Bridge Facility of
$10 million and an offset to the Syndicated Facility of $10 million.
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7.5.5. NOTES TO THE PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED FINANCIAL INFORMATION AS AT 31 AUGUST 2007
(A$ in millions)

New SP AusNet 31 August 2007

1. Cash
Cash assets

26.0

Total cash assets

26.0

2. Receivables
Current receivables
Trade receivables
Provision for doubtful receivables

396.1
(2.0)
394.1

Net other receivables
Other debtors – non-interest bearing
Total current receivables

0.3
394.4

Non-current receivables
Redeemable preference shares – UED

124.5

Total non-current receivables

124.5

3. Derivative ﬁnancial instruments
Current derivative ﬁnancial instruments – assets

126.1

Non-current derivative ﬁnancial instruments – assets

34.4

Current derivative ﬁnancial instruments – liabilities

(53.5)

Non-current derivative ﬁnancial instruments – liabilities

(232.7)

Total Derivatives

(125.7)

4. Property, plant and equipment
Net Book Value
Freehold land

271.3

Buildings

139.4

Easements

1,228.9

Plant and equipment

9,019.0

Leasehold Improvements

13.1

Capital Work in Progress

156.7

Total property, plant and equipment

10,828.4

5. Intangible Assets
Net Book Value
Goodwill

2,717.7

Distribution licences

516.5

Contract intangibles

200.0

Management contract rights
Total intangible assets
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11.5
3,445.7
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.5.5. NOTES TO THE PRO FORMA HISTORICAL NEW SP AUSNET GROUP COMBINED FINANCIAL INFORMATION AS AT 31 AUGUST 2007
CONTINUED

Goodwill in New SP AusNet Group relates to the Eastern gas pipeline, AAM and corporate goodwill arising from the expected synergies of the New SP AusNet Group.
DISTRIBUTION LICENCES
The distribution licences are considered to have an indeﬁnite life for the following reasons:
– the licences have been issued in perpetuity provided the licensee achieves certain licence requirements;
– the New SP AusNet Group monitors its performance against those licence requirements and ensures that they are met; and
– the New SP AusNet Group intends to continue to maintain the network for the foreseeable future.
The distribution licences comprise:
(A$ in millions)
SP AusNet electricity distribution licence

117.2

SP AusNet gas distribution licence

237.3

Fair value of Acquired Businesses electricity distribution licence

162.0

Total

516.5

(A$ in millions)

New SP AusNet 31 August 2007

6. Investment in Associates
Investment in ActewAGL

583.0

Investment in UED

168.5

Investment in Associates

751.5

7. Other non-current assets
Deﬁned beneﬁt fund surplus
Other

58.5
3.0
61.5

8. Payables and other liabilities
Current payables and other liabilities
Trade payables

153.3

Interest payable

72.0

Other payables

46.0

Total current payable and other liabilities
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271.3

(A$ in millions)

New SP AusNet 31 August 2007

9. Provisions
Current provisions
Employee beneﬁts
Environmental provisions

55.0
4.4

Other provisions

30.2

Total current provisions

89.6

Non-current provisions
Employee beneﬁts

18.2

Environmental provisions

21.7

Other provisions

16.7

Provision for unallocated liabilities

130.9

Total non-current provisions

187.5

10. Borrowings
Current

3,153.5

Non-current

5,707.8

Total Borrowings

8,861.3

11. Equity
Shareholders equity
Contributed equity
Reserves

0.5
39.3

Retained earnings

607.9

Total equity attributed to the equity holders of the parent

647.7

Minority interest

5,020.1

Total equity

5,667.8

As the stapling is a business combination by contract alone, the total ownership interest in SP AusNet Transmission and SP AusNet Finance Trust is presented as
minority interest in the combined ﬁnancial statements of SP AusNet Distribution. The net equity raised of $3,021 million has been allocated to SP AusNet Finance
Trust and accordingly is included in minority interest.
12. Contributed equity
Balance at beginning of ﬁnancial year
Equity issued (net of costs)
Balance at end of ﬁnancial year

0.5
–
0.5

13. Minority interest
Balance at beginning of ﬁnancial year

1,999.1

Equity issued (net of costs)

3,021.0

Balance at end of ﬁnancial year

5,020.1
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7. HISTORICAL AND PRO FORMA
HISTORICAL FINANCIAL INFORMATION CONTINUED

7.6. MANAGEMENT DISCUSSION AND ANALYSIS IN RELATION TO THE ACQUIRED BUSINESSES
This Management Discussion and Analysis should be read in conjunction with section 7.4 Pro Forma Acquired Businesses Combined Financial Information.

7.6.1. FINANCIAL YEAR ENDED 31 DECEMBER 2006 COMPARED TO THE FINANCIAL YEAR ENDED 31 DECEMBER 2005
REVENUE
Electricity distribution regulated revenue relating to the Alinta Victorian electricity network decreased $8.2 million, or 4.3%, from $191.3 million in ﬁnancial year
2005 to $183.1 million in ﬁnancial year 2006. This was primarily due to a regulatory price reset that came into effect for the 2006 calendar year. The network
proposed this one-off price reset for the calendar year, in recognition of the regulator (the Essential Services Commission) allowing a higher inﬂation factor for
determining future tariffs over the ﬁve year price reset period. Electricity sales volumes grew 2.5% in 2006.
Gas distribution regulated revenue relating to the New South Wales gas network increased $2.7 million, or 0.9%, from $316.5 million in ﬁnancial year 2005 to
$319.2 million in ﬁnancial year 2006. This was primarily due to 4.6% growth in gas volumes, being partially offset by a fall in average tariffs and a decline in
contract revenue.
Gas Transmission relating to EGP, QGP and the VicHub Interconnect Facility increased $1.0 million, or 1.1%, from $91.0 million in ﬁnancial year 2005 to
$92.0 million in ﬁnancial year 2006. The ﬂat growth was primarily due to the pipelines operating at close to full capacity in both years.
Asset Management Services increased $60.9 million, or 15.1%, from $403.7 million in ﬁnancial year 2005 to $464.6 million in ﬁnancial year 2006. This was
primarily due to signiﬁcantly increased capital works and connections for United Energy Distribution and other external contracts, in particular Energex and Ergon.
Share of proﬁt from equity-accounted and jointly-controlled entities decreased $1.4 million, or 3.3%, from $41.9 million in ﬁnancial year 2005 to $40.5 million in
ﬁnancial year 2006, primarily due to a fall in the proﬁtability of United Energy Distribution.
EXPENSES
Operating expenses increased by $114.3 million or 18.8% from $609.6 million in ﬁnancial year 2005 to $723.9 million in ﬁnancial year 2006. This increase was
due to the following:
– Grid fees and network charges, which relate to the Alinta Victorian electricity network and New South Wales gas network increased $2.8 million, or 5.3%, from
$52.8 million in ﬁnancial year 2005 to $55.6 million in ﬁnancial year 2006. This was primarily due to an increase in the cost of Unaccounted for Gas (UAFG) for
the New South Wales gas network.
– Employee expenses increased $40.8 million, or 13.8%, from $295.0 million in ﬁnancial year 2005 to $335.8 million in ﬁnancial year 2006. The increase in
labour related costs was primarily due to the utilisation of an extended work force, primarily sub contractors, to undertake the capital works program relating to
United Energy Distribution and external works programs which drove the revenue increases of $60.9 million in AAM revenue (refer above).
– Repairs and maintenance increased $4.4 million, or 7.8%, from $56.5 million in ﬁnancial year 2005 to $60.9 million in ﬁnancial year 2006. This was primarily
due to related costs associated with the $60.9 million increase in AAM revenue (refer above).
– Other operating expenses increased $66.2 million, or 32.2%, from $205.4 million in ﬁnancial year 2005 to $271.6 million in ﬁnancial year 2006. This was
primarily due to redundancy costs associated with the Agility acquisition of $24.8 million, one-off write downs of acquired Agility assets $26.0 million and
related costs associated with the $60.9 million increase in AAM revenue (refer above).

7.6.2. EIGHT MONTH PERIOD ENDED 31 AUGUST 2007 COMPARED TO EIGHT MONTH PERIOD ENDED 31 AUGUST 2006
REVENUE
Electricity distribution regulated revenue relating to the Alinta Victorian electricity network increased $7.8 million, or 6.3%, from $123.5 million in the 2006 interim
period to $131.3 million in the 2007 interim period. This was primarily due to a 3.2% increase in average tariffs due to the completion of a regulatory price reset
for the network that came into effect for the 2006 calendar year. In addition, customer numbers increased by 2% and volumes increased 3.0%.
Gas distribution regulated revenue relating to the New South Wales gas network increased $4.7 million, or 2.1%, from $220.8 million in the 2006 interim period to
$225.5 million in the 2007 interim period. This was primarily due to a 4.8% increase in average tariffs, being only partially offset by a 2.3% fall in volumes.
Gas Transmission relating to EGP, QGP and the VicHub Interconnect Facility increased $3.3 million, or 5.3%, from $62.1 million in the 2006 interim period to
$65.4 million in the 2007 interim period. This was primarily due to a $3.9 million increase in EGP revenue, driven by an increase in ﬁrm forward contracted revenue.
Asset Management Services decreased $14.3 million, or 4.8%, from $295.8 million in the 2006 interim period to $281.5 million in the 2007 interim period.
This was primarily due to a fall in external works revenue in the 2007 interim period compared to the 2006 interim period.
Share of proﬁt from equity-accounted and jointly-controlled entities increased $3.6 million, or 12.3%, from $29.3 million in the 2006 interim period to
$32.9 million in the 2007 interim period. This was primarily due to the improved proﬁtability of ActewAGL Distribution Partnership.
EXPENSES
Operating expenses decreased by $11.5 million or 2.7% from $430.7 million for the eight months to 31 August 2006 compared to $419.2 million for the eight
months to 31 August 2007. This increase was due to the following:
– Employee expenses increased $14.3 million, or 6.8%, from $209.9 million in the 2006 interim period to $224.2 million in the 2007 interim period. This was
primarily due to normal annual inﬂationary internal labour costs.
– Repairs and maintenance decreased $5.3 million, or 14.1%, from $37.6 million in the 2005 interim period to $32.3 million in the 2007 interim period.
This was primarily a result of a reduction in the AAM external works revenue of $14.3 million (refer above).
– Other operating expenses decreased $20.5 million, or 13.9%, from $147.3 million in the 2006 interim period to $126.8 million in the 2007 interim period.
This was primarily due to cost beneﬁts from the integration of the acquired Agility business into AAM during 2007, in addition to lower costs as a result of a
reduction in the AAM external works revenue of $14.3 million (refer above).
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8. FORECAST FINANCIAL INFORMATION

8.1. INTRODUCTION
SP AusNet does not as a matter of course make public projections as to future sales, earnings, or other results. However, SP AusNet has prepared the ﬁnancial
forecasts below to assist investors in understanding its anticipated ﬁnancial results from operations giving effect to the Transaction for the ﬁnancial years ending
31 March 2008 and 31 March 2009 (Forecast Period).
The Forecast Financial Information has been prepared by the Directors and comprises:
(a) forecast ﬁnancial information of the Existing SP AusNet Group comprising:
– the forecast combined income statements of the Existing SP AusNet Group for the year ending 31 March 2008 and the year ending 31 March 2009;
– the forecast combined statements of cash ﬂows before ﬁnancing activities and tax of the Existing SP AusNet Group for the year ending 31 March 2008 and the
year ending 31 March 2009;
collectively the Forecast Existing SP AusNet Group Financial Information.
(b) pro forma forecast combined ﬁnancial information of the Acquired Businesses comprising:
– the pro forma forecast combined income statements before interest and tax of the Acquired Businesses for the year ending 31 March 2008 and the year
ending 31 March 2009;
– the pro forma forecast combined statements of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses for the year ending 31 March 2008
and the year ending 31 March 2009;
collectively the Pro Forma Forecast Acquired Businesses Financial Information.
(c) pro forma forecast combined ﬁnancial information of the New SP AusNet Group comprising:
– the pro forma forecast combined income statements of the New SP AusNet Group for the year ending 31 March 2008, being the aggregation of:
– the forecast combined income statement of the Existing SP AusNet Group for the year ended 31 March 2008 (comprising the historical ﬁve month period
ended 31 August 2007, plus the forecast seven month period ending 31 March 2008) and the pro forma forecast combined income statement before
interest and tax of the Acquired Businesses for the year ended 31 March 2008 (comprising the historical ﬁve month period ended 31 August 2007, plus the
forecast seven month period ending 31 March 2008);
– the forecast combined income statement of the New SP AusNet Group for the year ended 31 March 2009, being the aggregation of:
– the forecast combined income statement of the Existing SP AusNet Group for the year ended 31 March 2009 and the pro forma forecast combined income
statement before interest and tax of the Acquired Businesses for the year ended 31 March 2009;
– the pro forma forecast combined statement of cash ﬂows of the New SP AusNet Group for the ﬁnancial year ended 31 March 2008, being the aggregation of:
– the forecast combined statement of cash ﬂows of the Existing SP AusNet Group for the year ended 31 March 2008 (comprising the historical 12 month
period ended 31 August 2007, plus the forecast seven month period ending 31 March 2008) and the pro forma forecast statement of cash ﬂows before
ﬁnancing activities and tax of the Acquired Businesses for the year ended 31 March 2008 (comprising the historical ﬁve month period ended 31 August
2007, plus the forecast seven month period ending 31 March 2008);
– the forecast combined statement of cash ﬂows of the New SP AusNet Group for the year ended 31 March 2009 being the aggregation of:
– the forecast combined statement of cash ﬂows of the Existing SP AusNet Group for the 12 month period ended 31 March 2009 and the pro forma forecast
combined statement of cash ﬂows before ﬁnancing activities and tax of the Acquired Businesses for the year ended 31 March 2009;
collectively referred to as the Pro Forma Forecast New SP AusNet Group Financial Information.
Set out below is forecast ﬁnancial information for the Existing SP AusNet Group, the Acquired Businesses, and the New SP AusNet Group for the Forecast Period.
Subject to the continuous disclosure rules of the ASX Listing Rules and/or the SGX-ST Listing Manual and any obligation under the Corporations Act and/or the
Securities and Futures Act of Singapore to issue a supplementary or replacement Explanatory Memorandum, SP AusNet does not intend to update or otherwise
revise the forecast ﬁnancial information to reﬂect circumstances subsequent to its preparation or to reﬂect the occurrence of unanticipated events or changes in
general economic or industry conditions. SP AusNet does not intend to publish forecast ﬁnancial information in the future.
The forecast ﬁnancial information presented should be read together with the material assumptions underlying its preparation and the sensitivity analysis set out
below, the Historical and Pro Forma Historical Financial Information set out in section 7, the disadvantages and risk factors set out in section 9 and other
information contained in this Explanatory Memorandum.
In the view of SP AusNet, the forecast ﬁnancial information reﬂects the best currently available estimates and presents the expected course of action of SP
AusNet’s expected future ﬁnancial performance as of the date of this Explanatory Memorandum. However, this information is not fact and investors are cautioned
not to place undue reliance on the forecast ﬁnancial information.
The assumptions and estimates underlying the forecast ﬁnancial information are inherently uncertain and, although considered reasonable by SP AusNet as of the
date of this Explanatory Memorandum, are subject to regulatory, business and economic risks and uncertainties that could cause actual results to differ materially
from those contained in the forecast ﬁnancial information. Investors should be aware that the timing of events and the magnitude of their impact might differ
from that assumed in preparing the forecast ﬁnancial information, and that this may have a material positive or negative effect on the ﬁnancial performance of
SP AusNet and its ability to make distributions to Securityholders.
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8. FORECAST FINANCIAL INFORMATION CONTINUED

There can be no assurance that the forecast results are indicative of SP AusNet’s future performance or that actual results will not differ materially from those
presented in the forecast ﬁnancial information. In particular, we cannot assure Securityholders that our assumptions regarding the Transaction and the Acquired
Businesses will prove to be accurate over time. Inclusion of the forecast ﬁnancial information in this Explanatory Memorandum should not be regarded as a
representation by any person that the results contained in the forecast ﬁnancial information will be achieved. See section 8.9 below for a summary of the sensitivity
of the forecast ﬁnancial information to changes in certain of these key variables.
The Existing SP AusNet Group forecast has been produced for the purpose of enabling Securityholders to compare the position of SP AusNet if the Transaction
were not to proceed with the position of SP AusNet in the event that the Transaction does proceed.

8.2. FORECAST EXISTING SP AUSNET GROUP FINANCIAL INFORMATION
8.2.1. FORECAST INCOME STATEMENTS OF THE EXISTING SP AUSNET GROUP
The following table sets out the forecast income statements for the year ending 31 March 2008 and the year ending 31 March 2009 for the Existing SP AusNet
Group:

(A$ in millions)
Total revenue

Year Ended
31 March
2007
Actual

Year Ending
31 March
2008
Forecast

Year Ending
31 March
2009
Forecast

1,019.5

1,053.2

1,086.4

Total expenses(i)

(394.8)

(407.2)

(417.1)

EBITDA

624.7

646.0

669.3

Depreciation and amortisation

(200.0)

(202.3)

(214.6)

EBIT

424.7

443.7

454.7

Net ﬁnance costs

(219.5)

(235.4)

(273.7)

Proﬁt before income tax

205.2

208.3

181.0

Income tax expense

(44.0)

(41.0)

(33.5)

Proﬁt from discontinued operations (after tax)

17.1

–

–

178.3

167.3

147.5

Net proﬁt after tax

(i) Should the Transaction not Complete, an expected A$25.6 million of transaction costs will be incurred. This amount is not currently included in total expenses.

8.2.2. FORECAST STATEMENTS OF CASH FLOWS BEFORE FINANCING ACTIVITIES AND TAX OF THE EXISTING SP AUSNET GROUP
The following table sets out the forecast statements of cash ﬂows before ﬁnancing activities and tax for the year ending 31 March 2008 and the year ending
31 March 2009 for the Existing SP AusNet Group:
Year Ended
31 March
2007
Actual

Year Ending
31 March
2008
Forecast

Year Ending
31 March
2009
Forecast

624.7

646.0

669.3

9.8

(8.1)

(4.5)

Cash ﬂow available from operations before ﬁnancing activities and tax

634.5

637.9

664.8

Distribution capital expenditure

(251.9)

(257.5)

(274.6)

Transmission capital expenditure

(154.2)

(135.0)

(143.1)

Gas pipelines capital expenditure

–

–

–

Asset management capital expenditure

–

–

–

Total capital expenditure

(406.1)

(392.5)

(417.7)

Cash ﬂows before ﬁnancing activities and tax

228.4

245.4

247.1

(A$ in millions)
EBITDA
Non-cash items and changes in working capital

Please refer to section 7 in respect of one-off, non-recurring items in relation to the historical ﬁnancial information and to section 8.2.4 in relation to forecast
ﬁnancial information.
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8.2.3. MANAGEMENT DISCUSSION AND ANALYSIS OF THE FORECAST EXISTING SP AUSNET GROUP FINANCIAL INFORMATION
– YEAR ENDED 31 MARCH 2007 COMPARED TO YEAR ENDING 31 MARCH 2008
REVENUE
Revenue is forecast to increase by approximately $33.7 million, or 3.3%, from $1,019.5 million in ﬁnancial year 2007 to $1,053.2 million in ﬁnancial year 2008.
A portion of this forecast increase in revenue is due to increased distribution and transmission charges. The indexation of revenue that is inherent in the CPI-X form
of regulation used to set the regulated revenue cap for the transmission businesses underlies the gradual increase observed for regulated transmission revenue.
For the regulatory period up to 31 March 2008, the indexation is set at CPI plus 1.12%. The forecast increase in regulated distribution revenue is primarily due to
the regulated price path for the gas and electricity distribution businesses, and strong customer growth supporting increasing volumes on the distribution networks.
EXPENSES
Expenses are forecast to increase by approximately $12.4 million, or 3.1%, from $394.8 million in ﬁnancial year 2007 to $407.2 million in ﬁnancial year 2008.
This is due to a $3.7 million increase in asbestos-related environmental provisions and an increase in management company fees of $3.3 million (which includes
an uplift to service charges plus an increase in network performance fees due to the improvement in the S-Factor component). The increase also includes higher
asset retirement costs and general cost escalation.
DEPRECIATION AND AMORTISATION
Depreciation and amortisation is forecast to increase by approximately $2.3 million, or 1.2%, from $200 million in ﬁnancial year 2007 to $202.3 million in ﬁnancial
year 2008. This is due to additional depreciation on new assets coming into service as a result of the capital works program as well as some additional
depreciation resulting from a review of the economic life of assets.
NET FINANCE COSTS
Net ﬁnance costs are forecast to increase by approximately $15.9 million, or 7.2%, from $219.5 million in ﬁnancial year 2007 to $235.4 million in ﬁnancial year
2008. This is primarily due to an increase in net debt of $259.3 million.
INCOME TAX EXPENSE
Income tax expense is forecast to decrease by approximately $3.0 million, or 6.8%, from $44.0 million in ﬁnancial year 2007 to $41.0 million in ﬁnancial year
2008. This is due to the effective tax rate decreasing from 21.4% in ﬁnancial year 2007 to 19.7% in ﬁnancial year 2008.
CAPITAL EXPENDITURE
Capital expenditure is forecast to decrease by $13.6 million, or 3.3%, from $406.1 million in ﬁnancial year 2007 to $392.5 million in ﬁnancial year 2008.
The reduction is primarily due to fewer transmission terminal station rebuild projects expected to be undertaken in ﬁnancial year 2008.

8.2.4. MANAGEMENT DISCUSSION AND ANALYSIS OF THE FORECAST EXISTING SP AUSNET GROUP FINANCIAL INFORMATION
– YEAR ENDING 31 MARCH 2008 COMPARED TO YEAR ENDING 31 MARCH 2009
REVENUE
Revenue is forecast to increase by approximately $33.2 million, or 3.2%, from $1,053.2 million in ﬁnancial year 2008 to $1,086.4 million in ﬁnancial year 2009.
A portion of this forecast increase in revenue is due to increased network charges and reﬂects regulated price path adjustments and strong customer growth
supporting increasing volumes on the gas and electricity distribution networks. Expected outcomes from the gas and transmission price resets are reﬂected in
revenue forecasts with effect from 1 January 2008 and 1 April 2008 respectively.
EXPENSES
Expenses are forecast to increase by approximately $9.9 million, or 2.4%, from $407.2 million in ﬁnancial year 2008 to $417.1 million in ﬁnancial year 2009. This
is due to incremental increases in costs associated with the Advanced Metering Infrastructure (AMI) project along with step changes in transmission and electricity
distribution maintenance in accordance with regulatory determinations, with a particular emphasis on S-Factor reliability improvements in the Electricity network.
These are partly offset by savings in maintenance and support costs resulting from the wind-up of the Tenix alliance contract.
DEPRECIATION AND AMORTISATION
Depreciation and amortisation is forecast to increase by $12.3 million, or 6.1%, from $202.3 million in ﬁnancial year 2008 to $214.6 million in ﬁnancial year
2009. This is due to depreciation of new assets coming into service as a result of the capital works program.
NET FINANCE COSTS
Net ﬁnance costs are forecast to increase by approximately $38.3 million, or 16.3%, from $235.4 million in ﬁnancial year 2008 to $273.7 million in ﬁnancial year
2009. This is primarily due to an increase in net debt of $289.4 million together with an increase in the cost of debt due to existing interest rate swaps rolling off
and being renewed at higher rates, which is expected to add approximately $20.6 million of ﬁnance cost.
INCOME TAX EXPENSE
Income tax expense is forecast to decrease by approximately $7.5 million, or 18.3%, from $41.0 million in ﬁnancial year 2008 to $33.5 million in ﬁnancial year
2009. This is due to the effective tax rate decreasing from 19.7% in ﬁnancial year 2008 to 18.5% in ﬁnancial year 2009.
CAPITAL EXPENDITURE
Capital expenditure is forecast to increase by $25.2 million, or 6.4%, from $392.5 million in ﬁnancial year 2008 to $417.7 million in ﬁnancial year 2009. The
increase is reﬂected within distribution capital expenditure, and is primarily due to the commencement of the new Advanced Metering Infrastructure (AMI) program
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from 1 January 2009, with a forecast increase in metering and information systems investment of $20.6 million, from $14.5 million in ﬁnancial year 2008 to
$35.1 million in ﬁnancial year 2009.

8.3. PRO FORMA FORECAST ACQUIRED BUSINESSES FINANCIAL INFORMATION
8.3.1. PRO FORMA FORECAST INCOME STATEMENTS BEFORE INTEREST AND TAX OF THE ACQUIRED BUSINESSES
The following table sets out the pro forma forecast income statements before interest and tax for the year ending 31 March 2008 and the year ending 31 March
2009 for the Acquired Businesses:
Pro Forma
Year Ended
31 December
2006
Actual

Pro Forma
Year Ending
31 March
2008
Forecast

Pro Forma
Year Ending
31 March
2009
Forecast

Total revenue

1,147.7

1,177.1

1,242.5

Total expenses

(723.9)

(647.7)

(654.5)

EBITDA

423.8

529.4

588.0

Depreciation and amortisation

(132.5)

(141.8)

(144.5)

EBIT

291.3

387.6

443.5

(A$ in millions)

8.3.2. PRO FORMA FORECAST STATEMENTS OF CASH FLOWS BEFORE FINANCING ACTIVITIES AND TAX OF THE
ACQUIRED BUSINESSES
The following table sets out the pro forma forecast statements of cash ﬂows before ﬁnancing activities and tax for the year ending 31 March 2008 and the year
ending 31 March 2009 for the Acquired Businesses:
Pro Forma
Year ended
31 December
2006
Actual

Pro Forma
Year ending
31 March
2008
Forecast

Pro Forma
Year ending
31 March
2009
Forecast

423.8

529.4

588.0

–

46.0

(21.4)

Cash ﬂow available from operations before ﬁnancing activities and tax

423.8

575.4

566.6

Distribution capital expenditure

(167.7)

(176.3)

(193.1)

–

–

–

(A$ in millions)
EBITDA
Non-cash items and changes in working capital

Transmission capital expenditure
Gas pipelines capital expenditure

(8.6)

(21.7)

(65.3)

(23.3)

(35.4)

(52.0)

Total capital expenditure

(199.6)

(233.4)

(310.4)

Cash ﬂows before ﬁnancing activities and tax

224.2

342.0

256.2

Asset management capital expenditure

Please refer to section 7 in respect of one-off non-recurring items in relation to the historical ﬁnancial information and to section 8.3.4 in relation to forecast
ﬁnancial information.
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8.3.3. MANAGEMENT DISCUSSION AND ANALYSIS OF THE ACQUIRED BUSINESSES FINANCIAL INFORMATION
– YEAR ENDED 31 DECEMBER 2006 COMPARED TO YEAR ENDING 31 MARCH 2008
REVENUE
Revenue is forecast to increase by approximately $29.4 million, or 2.6%, from $1,147.7 million in the year ended 31 December 2006 to $1,177.1 million in
ﬁnancial year 2008. The growth in forecast electricity distribution revenue for 2008 is a result of a 5.3% increase in average tariffs for the year, while volumes and
customer numbers are forecast to experience moderate growth. Gas distribution revenue is forecast to grow marginally in 2008 due to a 4.8% increase in average
tariffs, while volumes are forecast to remain ﬂat. Growth in gas transmission revenue in 2008 is as a result of increased capacity, made available by capital
expenditure on compressors. Asset management revenue is forecast to grow in 2008 primarily as a result of increased services to Multinet Gas.
EXPENSES
Expenses are forecast to decrease by approximately $76.2 million, or 10.5%, from $723.9 million in the year ended 31 December 2006 to $647.7 million in
ﬁnancial year 2008. Grid fees and network charges are to decrease slightly over the Forecast Period, primarily due to a decrease in the cost of Unaccounted for
Gas (UAFG) for the NSW gas network. Operating expenses, in particular employee expenses, are forecast to fall as a percentage of sales revenue as synergies are
extracted from the merger of AAM and Agility.
DEPRECIATION AND AMORTISATION
Depreciation and amortisation is forecast to increase by approximately $9.3 million, or 7.0% from $132.5 million in the year ended 31 December 2006 to
$141.8 million in ﬁnancial year 2008. This is due to additional capital expenditure planned for the year.
CAPITAL EXPENDITURE
Capital expenditure is forecast to increase by $33.8 million, or 16.9%, from $199.6 million in the year ended 31 December 2006 to $233.4 million in ﬁnancial
year 2008. The increase is primarily due to new Advanced Metering Infrastructure (AMI) investment of $21.0 million in ﬁnancial year 2008 and gas pipelines
expenditure primarily related to the construction of the Mila compressor station. These increases are expected to be partly offset by a reduction in gas distribution
expenditure due to the completion of the Sydney Primary Loop project in late 2007.

8.3.4. MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL FORECASTS OF THE PRO FORMA ACQUIRED BUSINESSES
FINANCIAL INFORMATION – YEAR ENDING 31 MARCH 2008 COMPARED TO YEAR ENDING 31 MARCH 2009
REVENUE
Revenue is forecast to increase by approximately $65.4 million, or 5.6%, from $1,177.1 million in ﬁnancial year 2008 to $1,242.5 million in ﬁnancial year 2009.
The growth in electricity distribution revenue for 2009 is forecast to slow, as customer numbers and volumes experience subdued growth and average tariffs
remain ﬂat. Gas distribution revenue growth in 2009 is due to a 3.1% increase in volumes combined with a further 2.2% increase in average tariffs. Forecast
growth in gas transmission revenue in 2009 is a result of increased capacity, made available by capital expenditure on compressors. Asset management revenue
is forecast to grow in 2009 due to additional external customers.
EXPENSES
Expenses are forecast to increase by approximately $6.8 million, or 1.0%, from $647.7 million in ﬁnancial year 2008 to $654.5 million in ﬁnancial year 2009.
Although the majority of forecast synergies associated with the merger of AAM and Agility are expected to be achieved in ﬁnancial year 2008, further savings in
employee expenses are forecast in ﬁnancial year 2009, largely offsetting underlying operating cost increases for that year.
DEPRECIATION AND AMORTISATION
Depreciation and amortisation is forecast to increase by $2.7 million, or 1.9%, from $141.8 million in ﬁnancial year 2008 to $144.5 million in ﬁnancial year 2009.
This is due to additional capital expenditure planned for the year.
CAPITAL EXPENDITURE
Capital expenditure is forecast to increase by $77.0 million, or 33.0%, from $233.4 million in ﬁnancial year 2008 to $310.4 million in ﬁnancial year 2009.
A signiﬁcant expenditure increase of $43.6 million is forecast in gas pipelines in ﬁnancial year 2009 for the Mila and Tallawarra compressor projects and capacity
expansion works in QGP. A further increase in Advanced Metering Infrastructure (AMI) investment in Alinta Victorian electricity network is forecast prior to the
1 January 2009 AMI commencement date.
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8.4. PRO FORMA FORECAST NEW SP AUSNET GROUP FINANCIAL INFORMATION
The New SP AusNet Group pro forma forecast ﬁnancial information for the year ending 31 March 2008 makes the assumption that the Acquired Businesses were
acquired on 1 April 2007, notwithstanding that the actual date of acquisition for accounting purposes will be different and will depend on a number of factors,
including timing of Securityholder approval. For the purposes of preparing the Directors’ Statutory forecast, the acquisition is assumed to be Completed on
31 December 2007 for accounting purposes.

8.4.1. FORECAST AND PRO FORMA FORECAST INCOME STATEMENTS OF THE NEW SP AUSNET GROUP
The following table sets out the forecast and pro forma forecast income statements for the New SP AusNet Group.
Pro Forma
Year Ended
31 March
2007
Actual

Pro Forma
5 months Ended
31 August
2007
Actual

Pro Forma
7 months Ended
31 March
2008
Forecast

Pro Forma
Year Ending
31 March
2008
Forecast

Year Ending
31 March
2009
Forecast

Electricity transmission

393.9

185.7

222.3

408.0

422.7

Electricity distribution

584.1

271.2

358.5

629.7

655.6

Gas distribution

479.6

254.8

242.0

496.8

507.9

1,457.6

711.7

822.8

1,534.5

1,586.2

50.9

19.5

18.5

38.0

39.2

(A$ in millions)

Regulated and excluded revenue
Customer contributions
Gas transmission
Asset management services

92.0

42.9

59.6

102.5

107.8

464.6

173.5

280.8

454.3

499.0

Share in associates and preference dividends

56.8

26.7

29.7

56.3

55.0

Other revenue

35.1

18.3

20.6

39.0

41.7

Total revenue

2,157.0

992.6

1,232.0

2,224.6

2,328.9

Operating expenses

(1,108.5)

(439.0)

(618.1)

(1,057.1)

(1,058.9)

EBITDA

1,048.5

553.6

613.9

1,167.5

1,270.0

Depreciation and amortisation

(332.5)

(144.7)

(199.4)

(344.1)

(358.5)

EBIT(i)

716.0

408.9

414.5

823.4

911.5

Net interest expense(ii)

(362.4)

(613.9)

(676.0)

Net proﬁt before tax

52.1

209.5

235.5

5.8

(14.2)

(16.0)

57.9

195.3

219.5

Income tax beneﬁt/(expense)(iii)
Net proﬁt after tax
(i)

Please refer to section 8.8 for a reconciliation between the pro forma forecast NPAT for the year ending 31 March 2008 and the statutory accounting
forecast NPAT.

(ii) Net interest expense includes net ﬁnancing costs and represents obligations related to third party interest-bearing borrowings and excludes interest payable
to SP AusNet Finance Trust for the purpose of funding distributions to Securityholders.
(iii) The effective income tax expense shown is reduced below the 30% rate referred to in the material assumptions described in section 8.5 primarily due to the
tax deductibility of interest paid to Securityholders. Interest income derived from SP AusNet Distribution and SP AusNet Transmission by SP AusNet Finance
Trust and paid to Securityholders is assessable in the hands of Securityholders for Australian tax purposes and is not taxable in SP AusNet Finance Trust.
Accordingly such interest income is not included in the calculation of income tax expense.
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8.4.2. FORECAST AND PRO FORMA FORECAST STATEMENTS OF CASH FLOWS OF THE NEW SP AUSNET GROUP
The following table sets out the pro forma forecast statement of cash ﬂows before ﬁnancing activities and tax for the year ending 31 March 2008 and the forecast
statement of cash ﬂows for the year ending 31 March 2009 for the New SP AusNet Group.
Pro Forma
5 months Ended
31 August
2007
Actual

Pro Forma
7 months Ended
31 March
2008
Forecast

Pro Forma
Year Ending
31 March
2008
Forecast

Year Ending
31 March
2009
Forecast

EBITDA

553.6

613.9

1,167.5

1,270.0

Non-cash items and changes in working capital

(41.1)

89.7

48.6

(36.5)

(A$ in millions)

Cash ﬂow available from operations before ﬁnancing activities and tax

512.5

703.6

1,216.1

1,233.5

Distribution capital expenditure

(162.9)

(262.2)

(425.1)

(432.8)
(133.0)

Transmission capital expenditure

(49.1)

(83.4)

(132.5)

Gas pipelines capital expenditure

(3.5)

(18.2)

(21.7)

(65.3)

Asset management capital expenditure

(5.0)

(30.4)

(35.4)

(52.0)

Total capital expenditure(i)

(220.5)

(394.2)

(614.7)

(683.1)

Cash ﬂows before ﬁnancing activities and tax

292.0

309.4

601.4

550.4

Tax (paid)/received

(24.9)

(3.4)

Net drawdown of borrowings

203.0

649.9

178.1

646.5

Cash ﬂow available before debt service

487.5

1,196.9

Net borrowing costs

(370.9)

(647.3)

Cash ﬂow available after debt service

116.6

549.6

Redemption of equity

–

–

(120.9)

(549.6)

Cash ﬂow

(4.3)

–

Opening cash position

9.3

5.0

Closing cash position

5.0

5.0

Distribution payments(ii)

(i)

Approximately 58% in ﬁnancial year 2008 and 67% in ﬁnancial year 2009 of capital expenditure is related to growth of the respective network capabilities.

(ii) Distribution payments of $549.6 million in the year ending 31 March 2009 arise from the activities undertaken by SP AusNet in respect of the six months
ending 31 March 2008 and the ﬁrst six months of the year ending 31 March 2009. Distribution payments of $120.9 million in the seven months ending
31 March 2008 are expected to arise from the activities undertaken by SP AusNet in respect of the ﬁrst six months of the year ending 31 March 2008.

SP AUSNET EXPLANATORY MEMORANDUM

87

8. FORECAST FINANCIAL INFORMATION CONTINUED

8.5. MATERIAL ASSUMPTIONS
The forecast ﬁnancial information has been prepared on the basis of the assumptions set out below. The assumptions underlying the forecasts are provided to
assist prospective investors in assessing the reasonableness of the assumptions on which this ﬁnancial information is based.
The Directors believe that due care and attention has been used in the preparation of the Directors’ Forecast, and consider the assumptions to be reasonable
individually and when viewed as a whole. The assumptions are not fact, and Securityholders are cautioned not to place undue reliance on the Directors’ Forecast.

8.5.1. EXISTING SP AUSNET GROUP SPECIFIC ASSUMPTIONS
VOLUME AND CUSTOMER ASSUMPTIONS – EXISTING SP AUSNET GROUP
7 Months to
31 March

Year Ending 31 March

2008
Forecast

2008
Forecast

2009
Forecast

Residential

1,798

3,273

3,394

Non-residential

2,475

4,259

4,439

Total units distributed

4,273

7,532

7,833

Electricity distribution
Volumes distributed (GWh)

Electricity volume is forecast to grow in line with customer number growth.
Year Ending 31 March
Closing number of customer connections (000’s)
Residential
Non-residential
Total customers

2008
Forecast

2009
Forecast

527

536

72

73

599

609

Growth in customer numbers is forecast to remain consistent with historical trends.
7 Months to
31 March

Year Ending 31 March

2008
Forecast

2008
Forecast

2009
Forecast

Residential

13

32

33

Non-residential

22

39

39

Total units distributed

35

71

72

Gas distribution
Volumes distributed (PJ)

Gas volume is forecast to grow in line with customer connections.
Year Ending 31 March
2008
Forecast

2009
Forecast

522

536

Non-residential

16

16

Total customer

538

552

Closing number of customer connections (000’s)
Residential

Gas network customer growth is forecast to remain consistent with historical trends.
ELECTRICITY DISTRIBUTION-USE-OF-SYSTEM TARIFFS
Forecast electricity revenue tariff assumptions in the forecast periods to 31 March 2009 are as determined by the ESC at the last regulatory review which set price
movements for calendar years 2006 though to 2010. The weighted average tariff basket annual price change was determined by the ESC to be CPI minus 2.5%
and is reﬂected in the forecast electricity prices through to 31 March 2009.
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GAS DISTRIBUTION-USE-OF-SYSTEM TARIFFS
The forecast gas revenue tariff assumptions for the portion of the forecast period ending 31 December 2007 are as determined by the ESC at the last regulatory
review which set price movements for calendar years 2003 to 2007. The weighted average tariff basket annual price change was determined to be CPI plus 0.8%
and is reﬂected in the forecast gas prices to 31 December 2007.
Forecast gas revenue tariff assumptions in the remainder of the forecast period, that is from 1 January 2008 to 31 March 2009 are based on SP AusNet’s
expected gas reset outcome assumption, effective from 1 January 2008 for calendar years 2008 to 2012.
A draft decision was received from the ESC in August 2007 with regards to regulated pricing for the calendar years 2008 through to 2012. A consultation process
prior to the price decision being ﬁnalised is currently underway. The assumptions modelled in this forecast reﬂect management’s estimated outcome from the
consultation process.
ELECTRICITY TRANSMISSION REGULATED NETWORK REVENUE
Electricity transmission regulated network revenues in the forecast period to 31 March 2008 are in accordance with the Victorian Network Revenue Cap
determination previously issued by the ACCC, which covers the period from 1 January 2003 to 31 March 2008. The annual indexation of revenues is accordingly
assumed to be CPI plus 1.12%.
Forecast transmission regulated network revenues in the remainder of the Forecast Period, from 1 April 2008 to 31 March 2009, are based on SP AusNet’s
expected outcome of the transmission revenue re-set, effective from 1 April 2008.
A draft decision was received from the AER in August 2007 with regards to regulated pricing for the ﬁnancial years ending 31 March 2009 through to 2014.
A consultation process prior to the price decision being ﬁnalised is currently underway. The assumptions modelled in this forecast reﬂect management’s estimated
outcome from the consultation process.

8.5.2. ACQUIRED BUSINESSES SPECIFIC ASSUMPTIONS
VOLUME AND CUSTOMER ASSUMPTIONS – ACQUIRED BUSINESSES

Alinta Victorian electricity network
Volumes distributed (GWh)
Closing number of customer connections (000’s)

2008*
Pro Forma
Forecast

2009*
Pro Forma
Forecast

4,363

4,373

301

306

Electricity volume is forecast to grow in line with customer number growth together with increased per customer usage due to increased penetration and utilisation
of high usage appliances such as air conditioning.

NSW gas network
Gas volumes (Tariff PJ net UBG)

Eastern gas pipeline
Total volumes (PJ)

Queensland gas pipeline
Total volumes (PJ)
*

2008*
Pro Forma
Forecast

2009*
Pro Forma
Forecast

33
2008*
Pro Forma
Forecast

34
2009*
Pro Forma
Forecast

75
2008*
Pro Forma
Forecast

77
2009*
Pro Forma
Forecast

27

24

Volume and customer assumption data presented above has been provided based on years ending 31 December 2007 and 31 December 2008. As such, these
assumptions have been taken as a proxy for the ﬁnancial years ended 31 March 2008 and 31 March 2009.

ALINTA VICTORIAN ELECTRICITY NETWORK
Electricity volume is forecast to grow in line with customer number growth. There is no price reset during the forecast period and the forecast assumes that there is
an annual adjustment to network tariffs of CPI –2.5%.
NSW GAS NETWORK
Tariffs for each year are set out through to June 2010 in the 2005 Access Arrangement. The tariff has then been adjusted each 1 July for CPI. Forecast assumes
3.7% tariff adjustment (CPI plus other less material factors) at 1 July 2007 and 2.6% CPI adjustment at 1 July 2008.
Contract revenue is predominantly capacity based and is not sensitive to throughput forecasts. The forecast is based on the assumption that there will be no major
industrial site closures in the forecast period and no material new contracts will be signed.
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EASTERN GAS PIPELINE
Historically, approximately 73% of the EGP revenue is based on existing contracts, the majority of which are take or pay contracts. This is expected to continue
going forward. It is expected that there will be a signiﬁcant growth in revenue from ﬁnancial year 2008 due to the Mila mid-line compressor project which will
increase the pipeline’s capacity. The expected practical completion of the expansion project is August 2008, which is necessary to service a second contract.
Revenue for the second contract is based on additional uptake, which will result in the pipeline running at higher utilisation after the compressor installation.
Given the demand for delivered gas into Sydney via the EGP, it is expected to be able to auction the remaining capacity at competitive prices.
QUEENSLAND GAS PIPELINE
QGP is the sole transporter of gas to the Gladstone and Rockhampton market. Approximately 89% of the QGP revenue is based on existing contracts, the majority
of which are take or pay contracts. Revenue is expected to decrease over the forecast period due to the expiry of several major Backhaul contracts. Forecast capex
spend in 2009 is expected to increase the capacity of the pipeline resulting in revenue increases after the forecast period.
UNITED ELECTRICITY DISTRIBUTION AND THE ACTEW AGL DISTRIBUTION PARTNERSHIP
SP AusNet has made its own best estimates in respect of the forecasts for United Energy Distribution and Actew AGL Distribution Partnership in the preparation of
the ﬁnancial forecasts as SP AusNet does not have a controlling interest in these businesses and therefore does not have access to detailed ﬁnancial information.
ASSET MANAGEMENT
Operating expenditure and associated revenue relating to the operation, management and maintenance of the infrastructure assets has been forecast on the basis
of the ability to execute the operating plan to meet planned network availability and performance efﬁciencies over the Forecast Period.

8.5.3. NEW SP AUSNET GROUP SPECIFIC ASSUMPTIONS
MANAGEMENT SERVICES AGREEMENT
After the Transaction, the services to be provided by SPIMS under the Management Services Agreement (which include supervision and management of the
SP AusNet business and operations) will extend to the Acquired Businesses.
Fees and costs payable to SPIMS during the Forecast Period include those arising under the Management Services Charge and those arising under the
Performance Fee. Elements of the Performance Fee for which amounts have been included in the forecast are the Network Performance Fee, the EBITDA
performance fee component of the Financial Performance Fee, the Capital Works Management Fee and the base fee component of the Business Incentive Fee,
as described in section 6.8.3.
The Management Service Charge will be adjusted to take into account changes relating to the total costs of SPIMS’ employees. Such an adjustment will be
necessary to take into account the additional management employees required to manage the Acquired Businesses. Forecast reductions in the number of
employees of SPIMS arising directly from the beneﬁts of integrating the operations of the Existing SP AusNet Group and the Acquired Businesses will result in a
commensurate reduction in the level of service charge. In addition, costs arising from the reduction in employee numbers are included in the forecast operating
expenses of the New SP AusNet Group.
From 1 January 2008, an increase in the Management Service Charge has been forecast to cater for increased services in respect of the Acquired Businesses.
In addition, elements of the Performance Fee have been included in respect of the Acquired Businesses. Such fees are the Network Performance Fee, the EBITDA
performance fee component of the Financial Performance Fee and the Capital Works Management Fee.
No provision has been included in the forecast for the out performance fee component of the Financial Performance Fee and the market out performance fee
component of the Business Incentive Fee. Details relating to fees and costs payable to SPIMS are contained in section 6.8.
BORROWING ASSUMPTIONS
SP AusNet expects to ﬁnance the purchase of the Acquired Businesses on 21 December 2007 with a mixture of equity and debt. The amount of equity proceeds
reﬂects an assumption that 2542.5 million Securities are issued at an assumed price of $1.20, raising gross proceeds of $3,051 million. The debt component will
initially be funded by a Syndicated Facility of $2,500 million, $1,890 million of which will be used to fund the Transaction, and a Bridge Facility of $3,700 million,
$2,436 million of which will be used to fund the Transaction. Pricing of the Syndicated Facility is at a margin over a base rate. This margin will be determined by
way of a tender process and bookbuild to be conducted closer to the time of the closing of the Transaction. In the event there is insufﬁcient demand to establish
the applicable margin, it will be set by the lenders under the Syndicated Facility, acting reasonably. Pricing of the Bridge Facility is at a margin over a base rate.
However, the applicable interest rates on the Syndicated Facility and the Bridge Facility, as well as any replacement ﬁnancing entered into in respect of the Bridge
Facility, are not known and could be higher than the rate assumed by SP AusNet.
Interest rates on the New SP AusNet Group’s senior debt facilities are assumed to have an effective weighted average rate of 7.03% per annum for the Forecast
Period. This rate is a blended rate that is calculated on the New SP AusNet Group and includes the debt and swaps of existing SP AusNet Group and Alinta as well
as any additional new debt and swaps post acquisition. The unhedged portion of Debt is based on an average interest rate of 7.5% derived from forward bank bill
swap rates plus a weighted average margin of 55 basis points. The average forecast level of hedging in the new SP AusNet Group is 75% for the Forecast Period.
The forecast hedging rate is based on existing and additional new hedging to be entered into during the forecast period. Sensitivity to interest rate changes for the
New SP AusNet Group are detailed in section 8.9 Sensitivity Analysis.
Debt with the existing SP AusNet Group with an original term of greater than one year totalling $562.5 million and $320.0 million is due to mature in the seven
months ending 31 March 2008 and within the year ending 31 March 2009 respectively. It is assumed that these maturities will be reﬁnanced from facilities that
are yet to be established and that adequate cash resources will be available to fund the distributions to Securityholders referred to in section 8.7. This may include,
but is not limited to, senior bank facilities, bonds, a Hybrid Offer and other debt capital market instruments. Please refer to section 7 for details of bank and capital
market borrowings and section 9 for information relating to the associated ﬁnancial risks.
The forecast ﬁnancial information assumes that the current derivatives in place in the Acquired Businesses Group remain effective for the forecast period.
The estimated ﬁnancial impact on the forecasts should the derivatives be redesignated at acquisition date are not considered to be material.
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DISTRIBUTIONS ASSUMPTIONS
Distributions growth of 2.5% per Security from ﬁnancial year 2007 to ﬁnancial year 2008; an increase in the distributions of 5% per Security in respect of ﬁnancial
year 2009 compared to ﬁnancial year 2008.
TAXATION ASSUMPTIONS
The effective tax rate of – 11.1% for the seven months ending 31 March 2008 and 6.8% for the ﬁnancial year ending 31 March 2009 are lower than the statutory
corporate tax rate of 30%. This is due primarily to the tax deductibility of interest paid to SP AusNet Finance Trust by SP AusNet Distribution and SP AusNet
Transmission for the purpose of funding the income amount of distribution paid to Securityholders. Interest income derived from SP AusNet Distribution and
SP AusNet Transmission by SP AusNet Finance Trust and paid to Securityholders is assessable in the hands of Securityholders for Australian tax purposes and is
not taxable in SP AusNet Finance Trust. Accordingly such interest income is excluded in the calculation of income tax expense.
The forecast payment of corporate tax of $24.9 million in the seven months ending 31 March 2008 is in respect of the SP AusNet Transmission business.
The transmission business has nominal tax losses brought forward which are restricted by operation of the available fraction rules to offset against tax payable.
No tax payments are anticipated in respect of the SP AusNet Distribution business and the Acquired Businesses for the seven months to 31 March 2008 and the
year ended 31 March 2009 respectively based on the amount of brought forward losses as at 31 August 2007 relative to taxable income forecast in the Forecast
Period. This is based on the assumption that all value goes to SP AusNet Finance Trust.
ADVANCED METERING INFRASTRUCTURE (AMI)
Forecasts for prescribed electricity metering services revenue reﬂect the IMRO regulatory price control arrangements until 31 December 2008, including a price
path of CPI +20%. Metering revenue forecasts for the remainder of the Forecast Period, that is from 1 January to 31 March 2009, reﬂect the extended Advanced
Metering Infrastructure (AMI) program arrangements.

8.5.4. NEW SP AUSNET GROUP GENERAL ASSUMPTIONS
In addition to the assumptions outlined above, the following general assumptions have been made during the Forecast Period:
– An average annual increase in the Consumer Price Index of 2.6%;
– Average annual salary escalation of 5%;
– That all of the Acquired Businesses, including the 34% interest in United Energy Distribution and all of the Eastern States Asset Management Business,
are acquired and that the relevant revenues are received, pending acquisition (see section 5.12). For further information on the risks associated with this
assumption, refer to sections 9.3.2 and 9.3.3;
– Depreciation expenses are based on existing asset bases on the assumption that fair values from the most recent prior acquisition apply;
– No change in the key management personnel of SPIMS available to provide services to SP AusNet;
– No signiﬁcant disruptions to the continuity of network operations or signiﬁcant environmental events that would materially impact the ﬁnancial performance of
SP AusNet – for further information on the risks associated with this assumption, refer to section 9.2.7;
– No material beneﬁcial or adverse effects arising from the actions of competitors;
– No material changes in the general economic and business conditions that would impact on the operating and ﬁnancing environment of SP AusNet, which
include, inter alia, the levels of interest rates and exchange rates, Government ﬁscal policy, monetary and regulatory policies;
– No material liability will be incurred in relation to any existing claims against SP AusNet that has not been provided for and that no additional material litigation
or contingent liabilities will arise – for further information on the risks associated with this assumption, refer to section 9.3.4;
– Any acquisitions, investments or disposals made during the forecast period will have no material impact on the forecast earnings and cash ﬂows and that no
further issues of Stapled Securities will be made during the Forecast Period;
– Purchasing terms with suppliers have been applied according to existing contracts, except as described in section 5 – for further information on the risks
associated with this assumption, refer to section 9.2.4;
– Current insurance arrangements remain in place to address operational risks during the Forecast Period;
– No material amendment to any material agreements relating to SP AusNet other than as outlined in this Explanatory Memorandum;
– No change to SP AusNet’s funding or capital structure other than as outlined in this Explanatory Memorandum particularly with regard to the assumption that
the New Securities will be issued at an assumed price of $1.20 (see also section 7.5.4);
– No changes to the statutory, legal or regulatory environment, including taxation, which would materially impact the operational and ﬁnancial performance and
cash ﬂows of SP AusNet or its key suppliers or customers other than as outlined in this Explanatory Memorandum – for further information on the risks
associated with this assumption, refer to section 9.2.3;
– Accounting policies are consistent with those adopted in preparing the Financial Information as set out in section 7;
– No material changes in the Australian Accounting Standards, International Financial Reporting Standards and other mandatory ﬁnancial reporting requirements
applicable in Australia to annual ﬁnancial reports prepared in accordance with the Corporations Act;
– Singapore Power Limited maintains majority direct or indirect ownership of SP AusNet;
– No signiﬁcant industrial, contractual, political, or economic disturbances, and no natural disaster or terrorist incident, affecting SP AusNet and the operations of
its business.
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8. FORECAST FINANCIAL INFORMATION CONTINUED

8.6. COST SAVING PROGRAMS
After the acquisition, SP AusNet will commence operating cost saving programs designed to realise the full beneﬁts of the Transaction. SP AusNet’s major cost
savings initiative will be focused on a reduction in full time equivalent employees, both at a management and non-management level, and is expected to result in
a substantial beneﬁt for SP AusNet. The total net contribution from these programs is expected to have a greater impact on results in the 2010 ﬁnancial year.
For a summary of the cost saving programs, refer to section 6.2.4.
Accordingly, these cost savings have been forecast not only for the 2008 and 2009 ﬁnancial years, but also for 2010. SP AusNet is currently in the early stage of
integration planning and expects to establish and implement detailed integration plans once the Transaction has been Completed. There is a risk that the timing
and quantum of estimated Transaction synergies may differ from that forecast once more detailed plans are established. There is also a risk that implementation
and other one-off costs may be greater than anticipated and forecast. In addition, there is a risk that such Transaction synergies may not be achieved, or may not
be achieved within the time period contemplated, given the extent of recent change already experienced in the Alinta business (in relation to the AGL-Alinta
integration project currently underway) and the complexity of running concurrent integration/separation activities, particularly in relation to the AAM business.
As stated in section 8.1, the assumptions and estimates underlying ﬁnancial forecasts are inherently uncertain and the forecasts are subject to regulatory, business
and economic risks and uncertainties that could cause actual results to differ materially from those contained in the ﬁnancial forecast information. The longer the
period over which a forecast is made, the greater are these risks and uncertainties. These synergy beneﬁts and costs set out in section 6.2.4 and included in the
forecast should be read with this in mind, together with the material assumptions and sensitivity analysis set out in this section, the disadvantages and risk factors
in section 9, and the rest of this Explanatory Memorandum.
Forecast labour savings result from a reduction in full time employees commencing 1 April 2008, over a two year period. IT operating expense savings are
expected to result from improved processes, reduced operating expenditure projects and external support contracts, hardware maintenance, network data links
and licensing and software support.
Additional expense savings are expected to be achieved through reductions in both ﬁxed costs (including legal, public relations and insurance) and variable costs
(including entertainment, general materials, equipment purchases, transport and general administration). Many of these additional forecast operating cost savings
are expected to result from the reductions in full time employees mentioned above and the merger of corporate ofﬁces.

8.7. FORECAST DISTRIBUTIONS
The ﬁrst distribution post the scheduled acquisition of the Acquired Businesses is expected to be paid by 30 June 2008 in respect of the accounting period ending
31 March 2008. Subsequent distributions to Securityholders are expected to be payable six monthly within three months of the preceding six month periods ending
30 September and 31 March.
The forecast distributions in respect of the ﬁnancial years ending 31 March 2008 and 31 March 2009 on an accounting composition basis are set out in the
table below:
Year ending
March 2008
Forecast

Year ending
March 2009
Forecast

58.5

44.0

Income

96.0

184.3

Capital(i)

234.6

334.5

389.1

562.8

11.56 cents

12.14 cents

(A$ in millions)
Accounting Composition of Forecast Distributions
SP AusNet Transmission
Franked dividend
SP AusNet Finance Trust

Total
Distributions per Security
(i) Tax deferred for Australian investors.

Subject to approval by the Board of Directors, a forecast cash distribution payable to Securityholders of $120.9 million is expected to be paid in December 2007,
being the interim distribution in respect of the year ending 31 March 2008. The ﬁnal distribution to Securityholders in respect of the year ending 31 March 2008
is expected to be paid in June 2008 and is forecast to be an amount of $268.2 million, being the ﬁrst distribution paid subsequent to the issue of new units to
Securityholders.
Distributions to Securityholders in respect of the year ending 31 March 2009 are forecast to be an amount of $562.8 million. This represents a 5% increase in
the distribution per Security in respect of the year ending 31 March 2009 compared to that of the year ending 31 March 2008.
Subject to approval, a portion of these distributions is expected to comprise a return of capital for accounting and tax purposes. For the year ending 31 March
2008, $234.6 million of the total distributions represent a return of capital for both accounting and Australian tax purposes. For the year ending 31 March 2009,
$334.5 million of the total distributions are expected to represent a return of capital for both accounting and Australian tax purposes. In future years the
composition of distributions may vary.
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8.8. RECONCILIATION BETWEEN THE STATUTORY ACCOUNTING AND PRO FORMA FORECAST NPAT
The Directors’ pro forma forecast results of the New SP AusNet Group for the year ending 31 March 2008 are comprised of the ﬁve months pro forma actual
results of the New SP AusNet Group to 31 August 2007, plus the pro forma forecast results of the New SP AusNet Group for the seven months to 31 March 2008,
and assumes that the Acquired Businesses were acquired on 1 April 2007. This result will be different from the forecast result for statutory accounting purposes,
due to differences in timing of the acquisition of the Acquired Businesses. For statutory accounting purposes, it is assumed that the Acquired Businesses will be
included from 1 January 2008.
The Directors’ statutory accounting forecast NPAT is reconciled to the Directors’ pro forma forecast NPAT for the year ending 31 March 2008 below:
(A$ in millions)
Directors’ Pro Forma Forecast NPAT for the year ending 31 March 2008

195.3

Less: EBIT attributable to Acquired Businesses prior to 1 January 2008

(300.6)

Add back: net ﬁnance costs attributable to Acquired Businesses prior to 1 January 2008

279.0

Less: net tax expense attributable to Acquired Businesses prior to 1 January 2008

(11.5)

Directors’ Statutory Accounting Forecast NPAT for the year ending 31 March 2008

162.2

The Directors’ do not expect any differences between the Directors’ forecast of the New SP AusNet Group for the year ending 31 March 2009 and the Directors’
statutory accounting forecast for that period.

8.9. SENSITIVITY ANALYSIS
The forecast ﬁnancial information is based on certain assumptions about future events. Where such assumptions have been made, their outcome cannot be
predicted with certainty and therefore deviations from the ﬁnancial forecasts presented are to be expected.
Presented below is a summary of the sensitivities of the forecast information for the seven month period ending 31 March 2008 and for the year ending 31 March
2009 to movements in a number of material assumptions.
Care should be taken when interpreting these sensitivities. The sensitivities treat each movement in the variables in isolation, whereas in reality the effects of
movements may be offset or compounded by movements in other variables. In many cases, movements will be inter-dependent and will also be impacted by other
factors resulting from changes to business activities and operating conditions.
The sensitivities presented are not necessarily an indication of what the SP AusNet Directors expect to occur and are merely the measurement of the effect of an
arbitrary move.
CHANGES IN Po FOR GAS PRICE RESET
Impact On

Gas Po changes:
Increase/decrease of 1%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

(0.3)

0.3

(0.4)

0.4

–

–

–

–

(0.3)

0.3

(0.4)

0.4

(1.2)

1.2

(1.7)

1.7

–

–

–

–

(1.2)

1.2

(1.7)

1.7

7 months to 31 March 2008
Existing SP AusNet Group
Acquired Businesses
Total Change
FY 2009
Existing SP AusNet Group
Acquired Businesses
Total Change

The Gas Po price reset sensitivity considers the impact of a 1% movement in Po in the regulator’s ﬁnal determination, in respect of its review of the Gas Access
Agreement, which will take effect from 1 January 2008. There is no impact on the Acquired Businesses as there are no price resets due in the Forecast Period.
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8. FORECAST FINANCIAL INFORMATION CONTINUED

CHANGES IN X-FACTOR FOR ELECTRICITY TRANSMISSION PRICE RESET
Impact On

Electricity X-factor changes:
Increase/decrease of 1%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

7 months to 31 March 2008
Existing SP AusNet Group

–

–

–

–

Acquired Businesses

–

–

–

–

Total Change

–

–

–

–

(2.9)

2.9

(4.2)

4.2

–

–

–

–

(2.9)

2.9

(4.2)

4.2

FY 2009
Existing SP AusNet Group
Acquired Businesses
Total Change

The Electricity Transmission X-factor sensitivity considers the impact of a 1% movement in the X-factor in the AER’s ﬁnal determination of revenue, which will take
effect from 1 April 2008. There is no impact on the Acquired Businesses as there are no price resets due in the Forecast Period.
CHANGES IN ELECTRICITY AND GAS VOLUMES
Impact On

Electricity/Gas volume changes:
Increase/decrease of 1%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

Existing SP AusNet Group

2.1

(2.1)

3.0

(3.0)

Acquired Businesses

1.6

(1.6)

2.3

(2.3)

Total Change

3.7

(3.7)

5.3

(5.3)

7 months to 31 March 2008

FY 2009
Existing SP AusNet Group

4.1

(4.1)

5.9

(5.9)

Acquired Businesses

3.2

(3.2)

4.5

(4.5)

Total Change

7.3

(7.3)

10.4

(10.4)

The distribution businesses carry the risk that actual volumes will differ from those assumed by the regulator when it sets regulated prices at the time of a price
determination process. This applies to both electricity (MWh) and gas (GJ).
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CHANGES IN WEATHER
Impact On

Weather changes:
1 in 10 yr High/Low

Cash Flow Available For
Distributions To
Securityholders

NPAT
High
A$m

Low
A$m

High
A$m

Low
A$m

7 months to 31 March 2008
Existing SP AusNet Group

2.6

(2.7)

3.8

(3.9)

Acquired Businesses

2.2

(2.2)

3.1

(3.1)

Total Change

4.8

(4.9)

6.9

(7.0)

FY 2009
Existing SP AusNet Group

7.3

(6.3)

10.4

(9.0)

Acquired Businesses

6.7

(6.7)

9.7

(9.6)

14.0

(13.0)

20.1

(18.6)

Total Change

This sensitivity considers the impact on expected results if one-in-ten year favourable (high) or unfavourable (low) weather was to occur in the Forecast Period.
CHANGES IN CPI
Impact On

CPI changes:
Increase/decrease of 1%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

0.9
–

(0.9)

1.3

(1.3)

–

(0.1)

0.1

0.9

(0.9)

1.2

(1.2)

7 months to 31 March 2008
Existing SP AusNet Group
Acquired Businesses
Total Change
FY 2009
Existing SP AusNet Group

5.8

(5.8)

4.0

(4.0)

Acquired Businesses

1.8

(1.8)

1.7

(1.7)

Total Change

7.6

(7.6)

5.7

(5.7)

A sensitivity in respect of CPI has been considered due to the fact that regulators annually adjust network tariffs with reference to CPI movements.
This sensitivity considers a change in CPI of plus or minus 1%.
Forecast movements in cash ﬂow are smaller in size than movements in NPAT when there is an increase or decrease in forecast CPI in the Forecast Period. This is
due to the fact that an increase or decrease in capital expenditure forecast to arise from a 1% change in CPI will counter the movements in NPAT driven by such
change in CPI.
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8. FORECAST FINANCIAL INFORMATION CONTINUED

CHANGES IN INTEREST RATES
The interest rate sensitivity considers a change in rates of plus or minus 0.5%.
Impact On

Interest rate changes:
Increase/decrease of 0.5%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

New SP AusNet Group

(9.5)

9.5

(13.6)

13.6

Total Change

(9.5)

9.5

(13.6)

13.6

New SP AusNet Group

(10.3)

10.3

(14.7)

14.7

Total Change

(10.3)

10.3

(14.7)

14.7

7 months to 31 March 2008

FY 2009

An interest rate sensitivity has been considered in respect of New SP AusNet as it, as the acquirer, will carry all the debt associated with the purchase of the
Acquired Businesses.
Under the terms of the SSPA, SP AusNet is required to bear Holding Costs from 1 September 2007. As such, should Securityholders approve the Transaction,
SP AusNet will bear the cost of borrowings incurred by SPI in the period through to Completion. The principal amount of debt subject to this condition is forecast
to be $8,305 million. On average, approximately $2,356 million of this debt is subject to ﬁxed interest rates or ﬂoating to ﬁxed interest rate hedge arrangements
which will reduce the impact of any future changes in interest rates. From an accounting treatment viewpoint, these hedges are assumed to be hedged on a fully
effective basis.
The sensitivity analysis has considered the impact of a 0.5% change on interest rates on the average unhedged debt (approximately $5,949 million) in the four
months to 31 December 2007, being the assumed forecast period prior to Completion. At Completion, the amount of debt exposed to movements in interest rates
has been reduced to an amount of $2,948 million as a result of $3,021 million in net new equity forecast to be raised on 1 January 2008 and $20 million of
forecast debt raising costs.
It is noted that the level of exposure to interest rate movements (in the event Completion occurs) is currently greater than that provided for under SP AusNet’s policy
of hedging a minimum of 90% of debt related to the ﬁnancing of regulatory assets. It is expected that SP AusNet will enter into appropriate hedging arrangements
as soon as practicable on Completion of the Transaction. It is estimated that, had interest rate hedges been transacted at the time of the last price determinations
in respect of the regulated assets of the Acquired Businesses (when interest rates were generally lower those currently prevailing), forecast interest costs would be
approximately $18.0 million lower per year than forecast.
Generally movements in cash ﬂow are greater than movements in NPAT in relation to sensitivities calculated for the distribution business. This is due to the fact
that the distribution business is not in a tax paying position during the Forecast Period.
CHANGES IN CAPITAL EXPENDITURE
Impact On

Capital Expenditure changes:
Increase/decrease of 10%

Cash Flow Available For
Distributions To
Securityholders

NPAT
Increase
A$m

Decrease
A$m

Increase
A$m

Decrease
A$m

Existing SP AusNet Group

0.5

(0.5)

(23.7)

23.7

Acquired Businesses

(0.2)

0.2

(18.6)

18.6

Total Change

0.3

(0.3)

(42.3)

42.3

Existing SP AusNet Group

0.4

(0.4)

(41.6)

41.6

Acquired Businesses

(0.8)

0.8

(34.3)

34.3

Total Change

(0.4)

0.4

(75.9)

75.9

7 months to 31 March 2008

FY 2009

The capital expenditure change sensitivity considers a change in the forecast capital expenditure of plus or minus 10%. The change in expenditure has been
assumed to relate to long-life system assets including that element funded by customer contributions to capital works. From an NPAT perspective, customer
funded contributions are taken to revenue as they are received and therefore they serve to increase NPAT when an increase in capital expenditure is considered.
The increase in NPAT derived from higher customer contributions is in turn offset by an increase in associated depreciation and higher ﬁnancing costs.
Cash ﬂow is affected by the net change in expenditure payable by SP AusNet, which excludes the component assumed to be funded by customer contributions.
In addition the associated ﬁnancing costs and tax depreciation for transmission assets are factors that impact on the total change in cash ﬂow.
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9. DISADVANTAGES AND RISK FACTORS

SP AusNet Securityholders should carefully consider the disadvantages and risks associated with the proposed acquisition of the Acquired Businesses. Speciﬁc
disadvantages and risks associated with the Acquired Businesses and the Transaction are outlined below.
This summary of risk factors is not exhaustive and should be considered in conjunction with other information disclosed in this Explanatory Memorandum.
Securityholders with any doubt, having given due consideration to these disadvantages, risks and other information contained in this Explanatory Memorandum,
should consult their legal, investment or other professional adviser.
There can be no guarantee that the assumptions, forward looking statements or forecasts contained in this Explanatory Memorandum will be met.
The disadvantages, risks and other considerations which may be relevant if the Transaction does not proceed are set out in section 2.10.

9.1. DISADVANTAGES
9.1.1. DILUTION OF EXISTING SECURITYHOLDERS
As a result of the Transaction, SP AusNet intends to issue New Securities to existing eligible Securityholders by way of an Entitlement Offer, and to eligible
institutional investors (including investors who are not existing Securityholders) by way of the Institutional Placement. The funds raised will form part of the
consideration to be paid to SPI. SP AusNet has received a waiver to allow the Entitlement Offer to be made at a ratio greater than one New Security for each
Security held.32
If you do not, or are not eligible to, participate in the Entitlement Offer your ownership in SP AusNet will be diluted.
Even if you are eligible to participate in the Entitlement Offer and choose to do so, your Securityholding may still be diluted, depending upon the extent to which you
are eligible to, and do, participate, the extent of your participation in the Institutional Placement (if any), the extent to which you subscribe for more Securities than
your entitlement and the relative size of the Institutional Placement to the Entitlement Offer.

9.1.2. INCREASED OPERATIONAL COMPLEXITY
As a result of the Transaction, SP AusNet will expand its operations beyond its current scope and scale. This will create additional operational complexity including
an increased number of customers, staff headcount and increased sources of cash ﬂows.

9.1.3. ALTERNATIVE OPPORTUNITIES
The proposed Transaction will result in SP AusNet paying an Acquisition Cost of approximately $8,322 million. This represents a signiﬁcant investment and is not
risk-free. In undertaking the Transaction, SP AusNet may have foregone undertaking other investments or corporate actions.
However, for the reasons set out in this Explanatory Memorandum, SP AusNet’s Independent Directors believe that the Transaction is in the best interests of
SP AusNet Securityholders and are not aware of any better alternative investment options for SP AusNet available at this time. Additionally, the Board is not
considering any other business opportunities which would be precluded by the implementation of this Transaction.

9.1.4. INCREASED INDEBTEDNESS
The proposed Transaction will require SP AusNet to take on additional debt through a mixture of debt facilities and the issuance of debt securities. Concurrently,
SP AusNet will acquire additional assets and raise additional equity funding. The overall levels of indebtedness arising from the Transaction and of the SP AusNet
Group are set out in section 7.
Changes to SP AusNet’s capital structure, including increased levels of indebtedness, will be taken into account by credit rating agencies when considering
SP AusNet’s credit rating. As a result of the Transaction, Standard & Poor’s has indicated that the corporate credit rating of SP AusNet is likely to be downgraded to
“A-” with a stable outlook, from “A” CreditWatch with negative implications.33 Additionally, the terms of the Debt Facilities or instruments may contain covenants
that restrict SP AusNet’s ability to take on additional debt, pay out distributions to Securityholders or take other actions.
SP AusNet’s policy concerning its capital structure is outlined in section 6.3.
The increased indebtedness of SP AusNet will also mean that its after tax earnings will be more sensitive to movements in interest rates (see section 9.3.6).

9.1.5. EARNINGS PER SECURITY DILUTIVE
Securityholders should note that the Transaction is dilutive of earnings per Security during the Forecast Period.
In the forecast 2009 ﬁnancial year, earnings per Security are diluted by 33% (inclusive of Transaction cost saving implementation costs of $20.4 million) and
24% (exclusive of the same implementation costs).

NOTES:
32 No decision in respect of the ratio to apply under the Entitlement Offer will be made until a time closer to the Entitlement Offer.
33 Ratings are statements of opinion, not statements of fact or recommendations to buy, hold or sell securities. Ratings may be changed, withdrawn or suspended at any
time. The ratings contained in this Explanatory Memorandum have been assigned without taking into account any recipient’s objectives, ﬁnancial situation or needs.
Before acting on any rating you should consider the appropriateness of the rating having regard to your own objectives, ﬁnancial situation and needs. In Australia, credit
ratings are assigned by Standard & Poor’s (Australia) Pty Limited, which does not hold an Australian ﬁnancial services license under the Corporations Act for the provision
of credit ratings.
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9. DISADVANTAGES AND RISK FACTORS CONTINUED

9.2. RISKS ASSOCIATED WITH THE ACQUIRED BUSINESSES
9.2.1. REVENUES DERIVED FROM THE ASSET MANAGEMENT BUSINESSES ACQUIRED UNDER THE TRANSACTION
ARE INHERENTLY MORE RISKY THAN SP AUSNET’S EXISTING BUSINESS
The revenues of the Eastern States Asset Management Businesses are more risky than those derived from infrastructure assets.
The Eastern States Asset Management Businesses face intense competition from several strong existing competitors and a number of potential new entrants.
This may reduce the proﬁtability of these businesses.
Several foundation contracts of the asset management businesses are subject to regular price renegotiations which may reduce revenues, particularly as energy
infrastructure regulators have, in several recent determinations, failed to recognise the cost and service quality advantages of outsourcing. Moreover, regulators
have not agreed that external service providers can bring beneﬁts in terms of cost and efﬁciency and have not reﬂected proﬁt margins for large scale outsourcing
of services in tariff determinations. This may reduce the proﬁtability of existing contracts pertaining to the Acquired Businesses, as well as new contracts for these
sorts of services and even potentially eliminate the net earnings from new and future asset management contracts.
In addition, an exposure to contract revenues brings with it the potential for disagreement with contract counterparties. In connection with the transfer of AAM
(part of the Eastern States Asset Management Businesses) to SPIAA, some of the counterparties are seeking to renegotiate contracts, including some
counterparties who must give consent for the transfer of shares in AAM (see section 5.12). This also may result in reduced revenues.

9.2.2. DISPUTES WITH AAM CUSTOMERS EXIST AND FURTHER DISPUTES COULD EMERGE
Certain disputes already exist with some customers of AAM in relation to matters such as charging for subcontracted services and transformer inventories, and
further disputes could emerge in the future. These disputes could impose obligations to refund prior charges and reduce future charges.

9.2.3. CHANGES IN THE STRUCTURE AND REGULATION OF THE ENERGY INDUSTRY COULD IMPAIR THE ACQUIRED BUSINESSES
The energy industry is currently in a state of transition to a nationally based regulatory system. Any changes to the regulatory system may impact on the Acquired
Businesses in a number of areas of oversight including price, costs and compliance. The Acquired Businesses are also directly or indirectly subject to a range of
regulatory issues such as environmental laws and regulations, occupational health and safety requirements and technical and safety standards.
There is a risk that SP AusNet may not be able to fully pass to customers costs incurred in operating or maintaining the Acquired Businesses, or capital
expenditures necessary to maintain or expand them or incorporate new technology, such as advanced metering.
There is also a risk that revenue and synergy savings generated by the proposed Transaction or ongoing performance may be passed through to customers as a
result of regulatory decisions such as pricing reviews.
In addition, the Victorian Supreme Court has recently determined that AAM requires a licence as a gas distributor under the Gas Industry Act and must lodge
an access arrangement in respect of it under the National Gas Code, due to its role as an operator of the Multinet distribution network. This determination is
subject to appeal.
The obligation of AAM to hold a gas distribution licence may have potential adverse implications, including the necessity to provide information to regulators and
customers which may in turn result in adverse tariff determinations for the relevant distribution assets and declining margins for the asset management business,
or impact price renegotiations under contracts with customers.
The decision may also impose direct regulatory obligations on AAM as a licensee.

9.2.4. THE GAS TRANSMISSION ACTIVITIES WOULD INTRODUCE NEW RISKS TO SP AUSNET’S ASSET PORTFOLIO
The Eastern Gas Pipeline, Queensland Gas Pipeline and VicHub Interconnect Facility bring with them different types of risks to those in SP AusNet’s existing asset
mix. These assets have a small number of customers who account for signiﬁcant portions of their respective revenues and are therefore more dependent on their
continual performance and viability.
These gas transmission networks rely on large, complex contracts which bring with them greater potential for disputes, such as the existing dispute between
Queensland Gas Pipeline and Queensland Alumina Ltd which relates to the interpretation of a currency clause in the relevant contract (see section 7.4.6).
The revenues of these assets can be affected by other pipeline developments (bypass risk). In addition, expansion projects, such as those proposed for Eastern Gas
Pipeline and Queensland Gas Pipeline, carry risks, including delays (which can trigger claims from customers) and cost overruns.
Further, the anticipated markets for gas transmission revenue may not emerge as expected or may be delayed.
Also, uncovered pipelines may be subject to coverage applications under a new national gas law due to be introduced in early 2008. A successful application may
impact revenues, change contract terms and conditions and involve additional compliance costs. Access policies and terms and conditions have been developed
for each pipeline to encourage shippers to seek capacity without the need for coverage.

9.2.5. THE PERFORMANCE OF THE ACQUIRED BUSINESSES IS DEPENDENT ON GAS AND ELECTRICITY MARKET CONDITIONS
The performance of the Acquired Businesses is affected by conditions and events in the domestic gas and electricity markets in Australia, including ﬂuctuating use
by customers. In particular, there is a risk that the Acquired Businesses may be adversely affected by a decrease in the demand for gas or electricity due to local
weather patterns, seasonality and general economic conditions, increased competition from within the gas and electricity markets and from other sources of
energy (including renewable energy) and government regulation.
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9.2.6. SP AUSNET WILL BE EXPOSED TO A NUMBER OF OPERATING RISKS ASSOCIATED WITH THE ACQUIRED BUSINESSES
The electricity and gas distribution and transmission businesses are subject to many hazards, including unexpected equipment failures, cost overruns on capital
projects, natural forces, bushﬁres and failures of maintenance programs to adequately provide for infrastructure needs. Such risks could result in unexpected
capital expenditures related to the Acquired Businesses, damage to the Acquired Businesses and monetary losses.
In addition, the occurrence of events for which SP AusNet is not insured, or for which its insurance is not adequate, may adversely affect its cash ﬂows and
overall proﬁtability.

9.2.7. COSTS COULD BE INCURRED IN RELATION TO ENVIRONMENTAL ISSUES ASSOCIATED WITH THE ACQUIRED BUSINESSES
There are environmental risks associated with the Acquired Businesses including remediation costs for contaminated sites. It is also possible that future
environmental laws may impose additional obligations on the Acquired Businesses, as well as SP AusNet’s current assets in respect of pipe and line leakage or loss
and carbon emissions, which costs we may not be able to pass through to customers through tariffs.

9.2.8. THE VALUE OF THE SECURITIES MAY BE IMPACTED BY SHARE MARKET CONDITIONS
There are risks associated with investments in securities where investment values may rise or fall. Regardless of whether the Transaction is approved by
Securityholders, the value of Securities can be expected to ﬂuctuate depending on general worldwide economic conditions, changes in government policy, investor
perceptions, movements in interest rates and security prices. Securityholders should also note the proposed issuance of Securities under the Entitlement Offer and
Institutional Placement to fund the Transaction and, in particular, the likelihood of Securities being issued under each of those at a discount, and the possibility of
the ratio under the Entitlement Offer being greater than one Security for each Security held.

9.2.9. SP AUSNET MAY NOT ACHIEVE ITS FORECAST RESULTS
The ﬁnancial information for the forecast period (set out in section 8) contains forward looking statements. Such statements are only predictions and are subject
to inherent risks and uncertainties. Those risks and uncertainties include factors and risks speciﬁc to the industries in which SP AusNet operates as well as general
economic conditions, prevailing exchange rates and interest rates and conditions in the ﬁnancial markets. There is therefore a risk that actual events or results may
differ materially from the events or results expressed, assumed or implied in any forecasts.

9.3. RISKS ASSOCIATED WITH THE TRANSACTION ITSELF
9.3.1. THE BREAK UP OF ALINTA MAY IMPOSE ADDITIONAL COSTS AND RISKS
The businesses to be acquired under the Transaction have experienced signiﬁcant recent changes. Alinta acquired several of the Acquired Businesses from AGL
in October 2006. Changes to the executive team, systems and processes supporting the Acquired Businesses have occurred within Alinta. Changes are also
occurring as a consequence of the division of Alinta’s assets among SPIAA and the Babcock & Brown entities, BBI and BBP. There are risks in these separation
processes, including in the migration of data systems, access to records and continuing ﬁnancial, treasury and human resource services, which could adversely
affect operating results.
While most of the transition and separation arrangements necessary to support the restructure of Alinta and division of its assets have been agreed, some have not
(including, for example, the ongoing negotiations between SPIAA and BBI relating to the separation of the Tasmanian Gas Pipeline from the Eastern Gas Pipeline
discussed in section 10.1.4). However, there is a risk that agreement with respect to the Tasmanian Gas Pipeline and other arrangements may not be reached.
Alinta was able to generate signiﬁcant synergies from the combination of its various activities. Some of these synergies will be lost as a result of the disaggregation
of Alinta’s assets.
Management of the Acquired Businesses is concentrated amongst a small number of key executives, supported by staff who are not easily replaced. Upon
completion of the Transaction, it is expected that these key executives (numbering approximately 150) will be employed by SPIMS. SP AusNet intends to maintain
access to such employees through SPIMS. There is a risk that some of these key executives may cease employment with the Acquired Businesses or SPIMS
post-acquisition.
In addition, as a result of the restructuring following the implementation of the Alinta Scheme, a limited number of personnel with speciﬁc knowledge and
experience of particular Acquired Businesses have been employed by associates of BBI or BBP and this may affect the performance of the Acquired Businesses.

9.3.2. THE TRANSFER OF AAM MAY BE DISPUTED
As described in section 5.12, although SPIAA holds 49% of the shares in AAM, the transfer of the remaining 51% Alinta interest is subject to various customer
consents, including the consent of entities of which DUET is the majority owner. As at the date of this Explanatory Memorandum, these consents have not
been obtained.
There is no certainty that the consents will be obtained. If they are not, SP AusNet will consider its alternatives, including possible dispute resolution, to determine
whether the consents are being unreasonably withheld in the circumstances. Under the relevant agreements, consent cannot be unreasonably withheld.
If the consents are not obtained, then SPIAA’s current interests in AAM, together with the existing governance structure and revenue arrangements, will remain in
place, but opportunities to integrate AAM with SP AusNet’s asset management operations will be more difﬁcult to achieve.
If the counterparties establish that the current ownership arrangement and governance structure are not in compliance with the relevant asset management
arrangements then the current arrangements concerning AAM may have to be revised or AAM could potentially lose the beneﬁt of the agreements, which would
have an adverse effect on the ﬁnancial performance of AAM and SP AusNet’s interest in respect of it.
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9. DISADVANTAGES AND RISK FACTORS CONTINUED

9.3.3. THE TRANSFER OF THE UNITED ENERGY DISTRIBUTION INTEREST IS BEING DISPUTED
As described in section 5.12, while SP AusNet considers that the intended means of transferring the Alinta interest in United Energy Distribution does not trigger
the pre-emptive rights held by DUET in respect of the Alinta interest in United Energy Distribution, DUET has advised that it considers the pre-emptive rights will
be triggered.
If DUET successfully challenges the transfer, then DUET may be entitled to acquire the Alinta interest in United Energy Distribution for fair market value (in which
case the proceeds will be for SP AusNet’s account). This value may be less than the value which SP AusNet attributed to it under the Transaction. If DUET
successfully acquires the Alinta interest in United Energy Distribution such interest will not be part of the Acquired Businesses.

9.3.4. THE TRANSACTION WILL REQUIRE SP AUSNET TO ASSUME AN UNKNOWN AMOUNT OF TAX AND OTHER LIABILITIES
SP AusNet will be exposed to 65% of any liability for stamp duty, income tax, other tax liabilities or other unidentiﬁed Unallocated Liabilities which are the
responsibility of SPI or SPIAA under the terms of its acquisition of the Acquired Businesses from the Alinta Group (and which will be borne by SP AusNet following
implementation of the Transaction). These may include historical tax or stamp duty liabilities, tax or stamp duty liabilities associated with the acquisition and
restructure of Alinta and other liabilities which are not directly related to one of Alinta’s businesses being acquired by SPIAA, BBI or BBP. These will also include
liabilities which cannot presently be identiﬁed, are unknown or cannot be quantiﬁed.
The current estimate of Unallocated Liabilities ($130.8 million) has been reﬂected in the pro forma acquisition adjustments to the Existing SP AusNet Group
balance sheet (see section 7.5.4). There can be no certainty that all Unallocated Liabilities have been identiﬁed and there remains a risk that such unidentiﬁed
liabilities may emerge or become known over time, in which case SP AusNet will bear 65% of the liability. See the discussion of the Umbrella Agreement in
section 10.4 for further detail.

9.3.5. THE TRANSACTION WILL REQUIRE A RESETTING OF THE TAX COST BASES OF THE ACQUIRED BUSINESSES, WHICH MAY
RESULT IN A DECREASE IN THE TAX COST BASES OF SOME OF THOSE ASSETS
If SP AusNet acquires SPIAA, it will be necessary to reset the tax cost bases of the Acquired Businesses, including plant and equipment, intellectual property,
real property, investments and goodwill. This may result in an increase or a decrease in the tax cost bases of these assets.
An increase in the tax cost bases of these assets could be beneﬁcial to the New SP AusNet Group as it may allow increased tax depreciation deductions to be
claimed in future years or lower tax to be paid on any subsequent disposal of assets. Conversely, a decrease in the tax cost base of assets would be detrimental
and may increase the tax liabilities of the New SP AusNet Group in future years as it would limit tax depreciation deductions to be claimed in future years.

9.3.6. SP AUSNET WILL INCUR ADDITIONAL INDEBTEDNESS IN CONNECTION WITH THE TRANSACTION AND ITS NEW
FINANCIAL STRUCTURE COULD ADVERSELY AFFECT ITS RESULTS OF OPERATIONS AND FINANCIAL CONDITION AND
IMPAIR ITS PROSPECTS FOR FUTURE GROWTH
SP AusNet will incur additional new indebtedness as part of the Transaction, as described in sections 10.7 and 10.8. This new ﬁnancial structure may make it more
difﬁcult for SP AusNet to borrow more money in the future as well as exposing SP AusNet to other risks, including:
– a reduction in the amount of funds available to pay distributions and ﬁnance operations and other business activities, as a substantial portion of cash ﬂow from
operations will be deducted for repayments of principal and interest on SP AusNet’s indebtedness;
– the risk of increased interest rates on the ﬂoating portion of SP AusNet’s indebtedness;
– the applicable interest rates on the Syndicated Facility and the Bridge Facility, as well as any replacement ﬁnancing entered into in respect of the Bridge Facility,
are not known and could be higher than the rates assumed by SP AusNet in preparing the forecasts included in section 8;
– increased difﬁculty in satisfying SP AusNet’s obligations with respect to SP AusNet’s indebtedness, including any new indebtedness and Alinta’s existing
indebtedness to be assumed in the Transaction, with any such failure, including failure to comply with restrictive covenants and borrowing conditions, possibly
resulting in an event of default under SP AusNet’s debt instruments;
– the potential for SP AusNet’s credit rating to be downgraded;
– vulnerability to general economic downturns and adverse industry conditions; and
– a reduction in ﬂexibility in planning for, or responding to, changing business and economic conditions placing SP AusNet at a competitive disadvantage
compared to its competitors who are less leveraged.
If SP AusNet or its subsidiaries do not have enough cash to service their debt, meet other obligations and fund other liquidity needs, SP AusNet may be required to
take actions such as reducing or delaying capital expenditures, selling assets, restructuring or reﬁnancing all or part of its existing debt, or seeking additional equity
capital. Depending on market conditions, SP AusNet may not be able to restructure or reﬁnance any such debt on acceptable terms.
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9.3.7. THE DEBT FACILITIES AND SECURITIES THAT SP AUSNET ENTERS INTO TO FUND THE TRANSACTION AND ALINTA’S
EXISTING DEBT FACILITIES THAT WILL BE ASSUMED IN THE TRANSACTION MAY CONTAIN AFFIRMATIVE AND RESTRICTIVE
COVENANTS THAT COULD ADVERSELY RESTRICT ITS FINANCIAL AND OPERATING FLEXIBILITY AND SUBJECT SP AUSNET
TO OTHER RISKS
SP AusNet will be taking on signiﬁcant amounts of debt via the Syndicated Facility and the Bridge Facility on completion of the Transaction.
The terms of this debt may contain afﬁrmative and restrictive covenants that limit SP AusNet’s ability to, among other things, create liens, incur additional debt, pay
distributions, acquire shares of stock and make payments on subordinated debt, enter into transactions with afﬁliates or consolidate, merge or sell substantially all
of its assets.
In addition, Alinta LGA has existing debt facilities which will remain in place after the Transaction. These are described in Section 10.5. The terms of this retained
debt may also limit the ability of Alinta LGA and its subsidiaries to, among other things, create liens, incur additional debt, acquire assets in certain circumstances,
consolidate or merge with another entity or dispose of assets in certain circumstances.
Such restrictions may limit SP AusNet’s ability to operate its businesses and may prohibit or limit its ability to enhance its operations or take advantage of further
potential business opportunities as they arise. The breach of any such covenants or the failure to meet any such conditions could result in a default under the Debt
Facilities. SP AusNet’s ability to comply with such covenants may be affected by events beyond its control, including prevailing economic, ﬁnancial and industry
conditions and the decisions of regulatory authorities.

9.3.8. IF THE EQUITY UNDERWRITING OR DEBT COMMITMENTS ARE TERMINATED, SP AUSNET MAY BE OBLIGED TO
COMPLETE THE PURCHASE OF THE ACQUIRED BUSINESSES
As described in sections 10.7 and 10.8, SP AusNet has entered into debt commitment arrangements to fund a proportion of the Acquisition Cost of the Acquired
Businesses and proposes to enter into equity underwriting commitments for the remainder (other than the contribution by SPI) (see section 10.6). The retail
component of the Entitlement Offer will be used to reﬁnance part of the debt commitments.
The debt arrangements are subject to events of termination which are summarised in sections 10.7 and 10.8. The terms of the equity underwriting have not been
agreed and may not be agreed until after the Resolutions are passed. The equity underwriting arrangements will also include termination events which are likely to
include a termination event if SPI does not fully subscribe for its pro rata entitlement under the Entitlement Offer and subscribe for 51% of the total number of
Securities offered under the Institutional Placement.
If:
(a) any of the equity underwriting arrangements (once entered into) or debt commitments obtained prior to the date of the Meeting are terminated at any time prior
to completion of the Transaction in accordance with their respective terms; and
(b) SPI fully subscribes for its pro rata entitlement under the Entitlement Offer and subscribes for 51% of the total number of Securities offered under the
Institutional Placement,
then SP AusNet may still be obliged to complete the purchase of the Acquired Businesses under the terms of the SSPA. In order to do this, SP AusNet may be
forced to seek more expensive sources of funds (which would impact on ﬁnancial forecasts), and this may in turn require negotiations of SP AusNet’s existing
ﬁnancial arrangements. Under such circumstances, if sufﬁcient and timely alternative funding could not be arranged, SP AusNet may be forced to default under the
SSPA, and may be liable to SPI for that default.

9.3.9. SP AUSNET MAY NOT DERIVE THE BENEFITS IT ANTICIPATES FROM THE TRANSACTION IF EXPECTED SYNERGIES
ARE NOT REALISED
The assessment of the beneﬁt of the Transaction has assumed that various cost savings and synergy beneﬁts may be obtained over time through the integration of
the Acquired Businesses with SP AusNet (see section 6.2.4).
There is a risk that results of operations and proﬁtability will be negatively impacted if SP AusNet does not realise these cost synergies, or if the cost synergies are
not realised in the time anticipated. SP AusNet is currently in the early stage of integration planning and expects to establish and implement detailed integration
plans once the Transaction has been Completed. There is a risk that the timing and quantum of estimated Transaction synergies may differ from that forecast once
more detailed plans are established. There is also a risk that implementation and other one-off costs may be greater than anticipated and forecast. In addition,
there is a risk that such Transaction synergies may not be achieved, or may not be achieved within the time period contemplated, given the extent of recent change
already experienced in the Alinta business (in relation to the AGL/Alinta integration project currently underway) and the complexity of running concurrent
integration/separation activities.
Similarly, SP AusNet’s results of operations and proﬁtability may be negatively impacted if it is unable to realise cost savings arising from synergy programs
associated with acquisitions previously undertaken by Alinta, particularly Alinta’s acquisition of AGL and Agility.
The transition of IT systems and data, technical, ﬁnancial and legal information and resources associated with the Acquired Businesses from Alinta to SP AusNet
may not proceed smoothly and may divert SP AusNet’s management’s attention from managing the business. There is a risk that revenue streams or operations
could be disrupted or that the costs associated with the transition may be greater than expected. There may also be some employee resistance to changes as
part of integration.
Finally, integration of the Acquired Businesses and SP AusNet’s existing operating systems and management may create additional organisational complexity.
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9.3.10. REQUIREMENTS IN SP AUSNET’S CREDIT WRAP ARRANGEMENTS WITH AMBAC CONFLICT WITH THE TERMS OF
OUTSTANDING DEBT HELD BY THE ACQUIRED BUSINESSES, WHICH COULD RESULT IN AMBAC DECLARING AN EVENT OF
DEFAULT WITH RESPECT TO SP AUSNET’S NOTES IF CERTAIN CONSENTS ARE NOT OBTAINED FROM AMBAC
Under SP AusNet’s existing ﬁnancing arrangements, AMBAC Assurance Corporation (AMBAC) is a credit wrap provider in relation to $185 million worth of medium
terms notes (Notes) issued by SP AusNet.
The Reimbursement Agreement with AMBAC contains an obligation to ensure that the total assets of the guarantors represent in aggregate not less than 90% of
the total assets of the SP AusNet Group. However, under the terms of the 1998 Indenture of Alinta LGA Limited, subsidiaries of Alinta LGA Limited are prevented
from granting additional guarantees. As a result, SPIAA will not be able to comply with the 90% guarantor test and has sought a waiver and amendment
from AMBAC.
SP AusNet currently expects to receive this consent from AMBAC by mid-November. However, in the unlikely scenario that consent is not obtained from AMBAC by
the time the Transaction is scheduled to Complete, AMBAC will be able to declare an event of default under the Notes and demand repayment in full of the principal
outstanding and accrued interest in respect of the Notes.
This would require SP AusNet to put in place alternative ﬁnancing arrangements which may impact on costs or SP AusNet’s ability to execute the Transaction in a
timely manner.

9.3.11. UNDER THE TERMS OF THE SSPA, SP AUSNET IS EXPOSED TO SEVERAL ADDITIONAL RISKS IN CONNECTION
WITH THE ACQUISITION OF THE ACQUIRED BUSINESSES FROM SPI
The terms of the SSPA are summarised in section 10.3.
You should be aware of the following risks arising from the terms of the SSPA.
Completion of the Transaction is not conditional on the fundraising being completed. As discussed in section 9.3.8, if the equity underwriting or debt commitments
are terminated or satisfactory equity underwriting arrangements cannot be agreed, and alternative funding can not be arranged in time, SP AusNet would not be
able to Complete the Transaction and may be in breach of its obligations to SPI under the SSPA.
The interest and rights are being sold to SP AusNet on an “As Is Where Is” basis. This means that no warranties are provided by SPI in relation to the Acquired
Businesses other than:
– warranties relating to SPI’s ownership of the shares in SPIAA and authority to enter into the Transaction) (which are capped at $10 million); and
– a warranty in relation to there being no undisclosed liabilities of SPIAA (which is capped at $100 million– including any claims under the other warranties
mentioned above).
In addition, SP AusNet is not entitled to rely on any information provided by SPI or its representatives in relation to the Acquired Businesses, except to the extent
that it relates to an express warranty in the SSPA. However, subject to certain conditions, SP AusNet has been provided with access to certain due diligence reports
prepared by SPI’s advisers in relation to the Acquired Businesses.
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10.1. SPI/BABCOCK & BROWN ACQUISITION OF ALINTA
10.1.1. ALINTA SCHEME
Pursuant to a scheme of arrangement (Alinta Scheme) approved by Alinta securityholders and the Federal Court, a bidding vehicle (Bidco) controlled by SPI and
the relevant Babcock & Brown entities acquired all of the issued capital of Alinta on 31 August 2007. Alinta was delisted by ASX on 5 September 2007.
Following the implementation of the Alinta Scheme, the Consortium commenced restructuring Alinta’s existing assets amongst SPI and the relevant Babcock
& Brown entities, on the basis described in section 2.1.
The consideration paid under the Alinta Scheme to Alinta securityholders consisted of a combination of cash and securities in the relevant Babcock & Brown
entities. Alinta securityholders also received a distribution of all the APA Group securities previously held by Alinta.

10.1.2. CONSORTIUM ARRANGEMENTS AND ALINTA RESTRUCTURE
SPI, Babcock & Brown, BB and Bidco are parties to an Umbrella Agreement which provides for:
– the funding of the acquisition of Alinta and the reﬁnancing of certain Alinta Group debt facilities;
– the restructuring and allocation of the assets of the Alinta Group to SPI and BB or their nominated purchasers (SPIAA for SPI and BBI, BBP and BBW for
Babcock & Brown); and
– certain other separation arrangements including transitional arrangements (see section 10.1.3).
Babcock & Brown guarantees BB’s performance of its obligations under the Umbrella Agreement.
COMMITTEES AND GOVERNANCE
A Consortium Committee and an Implementation Committee have been established with equal SPI and BB representation. The Consortium Committee has
responsibility for overall strategy and separation of the Alinta Group amongst the Consortium members, and provides a forum for decision-making. The Consortium
Committee may delegate its functions to the Implementation Committee and any matter before the Implementation Committee may be referred to the Consortium
Committee.
Although Bidco and Alinta have become subsidiaries of BBI, SPI has a right to equal representation on the boards of those companies until the later of (i) 75%
(by value) of the assets of the Alinta Group allocated to SPI have been transferred, or (ii) the separation of Alinta’s asset management business is complete.
For all other Alinta Group entities, the nominated purchaser may appoint all the Directors of the relevant entity. In some circumstances, the nominated purchaser
may also have additional management rights in respect of the relevant Alinta Group entities.
FUNDING OBLIGATIONS AND LOAN NOTES
SPI and BB contributed cash and/or scrip to Bidco equal to the agreed value of the assets of the Alinta Group allocated to them (or other related companies).
In return, Bidco issued loan notes. Each loan note is equal in value to the agreed value of a particular asset of the Alinta Group and is redeemed when that asset
is transferred to the nominated purchaser. Currently, the only assets allocated to SPI which have not been transferred to SPI (and thus still have outstanding loan
notes relating to them) are United Energy Distribution and AAM (see section 5.12).
Since 31 August 2007, the cash ﬂows of each relevant asset have been retained within each relevant business, save for monies to service retained debt or
transferred to the nominated purchaser of the relevant asset or business through interest or loan payments under the applicable loan note.
ASSETS, LIABILITIES AND EMPLOYEES
Under the Umbrella Agreement:
– each Consortium member enjoys the revenues generated by all assets, and is responsible for all liabilities, that relate solely to any business of the Alinta Group
allocated to it;
– assets used by more than one business, where the relevant businesses have been allocated to different Consortium members, are allocated to the Consortium
member whose allocated business was the principal user of that asset and shared (through a transitional arrangement) with the other Consortium member
whose allocated business had also used the asset;
– liabilities that relate to more than one business, where the relevant businesses have been allocated to different Consortium members, are shared between SPI
and the Babcock & Brown entities on a 65%/35% basis (respectively) as an Unallocated Liability (as deﬁned under the Umbrella Agreement);
– employees have been allocated to a particular business, although some employees will be performing transitional roles for some time; and
– transaction costs (including stamp duty and other deﬁned costs) and Unallocated Liabilities (liabilities that relate to more than one business) are to be shared
between SPI and the Babcock & Brown entities on a 65%/35% basis (respectively).
Initial funding for certain anticipated transaction costs and Unallocated Liabilities was paid into an escrow account on 31 August 2007. SPI and BB have ongoing
obligations to provide additional funding if required. Each of SPI and BB must provide letters of credit to the value of $10 million, which must be replenished if
drawn down, until 31 August 2008. Drawdowns must generally be approved by the Consortium Committee and, whilst SPI and BB can force a drawdown in certain
circumstances, it must pay all costs if the drawdown is improper. SPI and BB must disclose all details of, maintain a register of, and agree a strategy for managing,
all potential transaction costs and Unallocated Liabilities.
SPI, BBP and BBI are currently examining whether a $90 million liability of the former Alinta Group is an Unallocated Liability for the purposes of the
Umbrella Agreement.
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RESTRUCTURE OF ALINTA
Following implementation of the Alinta Scheme, the Consortium commenced a restructure of Alinta. The restructure has progressively resulted in various assets of
the Alinta Group being allocated to SPIAA, BBP, BBW or Babcock & Brown. The remaining assets are retained within Alinta which is owned by BBI.
As each asset was transferred to a Consortium member, corresponding funding of Bidco by that member was discharged. As described in section 5.12, SPIAA
holds loan notes from Bidco in relation to the interests in United Energy Distribution and holds debt instruments in AAM which largely reﬂect the funding derived
from management contracts with United Energy Distribution and Multinet.
POST-SEPARATION ADJUSTMENTS
The Umbrella Agreement and related Alinta Restructure Documents provide for certain post-separation adjustments to be made between the Consortium members,
including in relation to working capital, capital expenditure and the sharing of the proceeds of Alinta’s sale of certain assets. If SPI or BB disputed an adjustment,
and that dispute cannot be resolved, the disputed adjustment will be determined by an independent accountant.
The Umbrella Agreement also contemplates that post-separation adjustments may be required in relation to payment of certain transaction costs and Unallocated
Liabilities, as well as business valuations and revaluations.
JOINT BIDDING AGREEMENT
SPI, Bidco and BBI entered into a Joint Bidding Agreement to establish the basis on which the proposed acquisition of Alinta would be undertaken by the parties.
Several provisions of the Joint Bidding Agreement will continue to apply until the separation of the assets of the Alinta Group is complete, including:
– entitlement to nominate directors of Bidco, Alinta and various entities within the Alinta Group, as well as members of the Consortium Committee (which has the
role speciﬁed in the Umbrella Agreement);
– requirements to include the other Consortium members in dealings with third parties on the separation of the assets of the Alinta Group; and
– restrictions on the operations and conduct of Bidco and the Alinta Group.

10.1.3. TRANSITIONAL SERVICES
SPIAA, BBI and BBP entered into a Transitional Services Agreement on 31 August 2007.
The general objective of the agreement is to achieve an orderly migration of the head ofﬁce, corporate and information technology functions of Alinta to the
Consortium members. Responsibility for the management of services relating to these functions is allocated to SPIAA.
An IT Workstream Steering Committee has been established comprising the Chief Information Ofﬁcers of SPIAA, BBI and BBP and a person nominated by SPIAA to
oversee the day-to-day management of the information technology transition services. Any dispute before the IT Workstream Steering Committee may be referred
to the Implementation Committee.
SEPARATION ARRANGEMENTS
Nominated third party information technology agreements are being novated to relevant Consortium members, as determined by the IT Workstream
Steering Committee.
If a third party agreement is not able to be novated, alternative arrangements will be determined by the IT Workstream Steering Committee. For example, the third
party agreement may remain with the current contracting party with the terms being “mirrored” for another Consortium member such that a new agreement is
created on terms as close as possible to the original third party agreement.
TRANSITION PROCESS
The transition process will be achieved by allocating employees, assets and liabilities forming part of the Alinta corporate function to SPIAA, BBI and BBP. SPIAA
is entitled to use the Alinta employees SPIAA reasonably requires from the BB business to perform the head ofﬁce and information technology services. These
resources are being seconded to SPIAA for the purposes of providing transition services.
The transition services are being funded by each of SPIAA, BBI and BBP contributing to the cost of the transition services based on respective use of employees,
assets and liabilities by the SPI businesses and the BB businesses. The parties share the costs of transition services which are not able to be allocated in this way
according to their respective Participation Percentages.
The parties must use reasonable endeavours to obtain any required third party approvals for the provision of the transition services. Liabilities arising from failure to
obtain a third party approval will be shared according to agreed percentages.
DURATION
The Transitional Services Agreement has an initial term of 12 months from 31 August 2007 and either party may extend the term for a maximum of two further
periods of three months. Either party may terminate the agreement for a material unremedied breach by the other party or if an insolvency event occurs in relation
to the other party.
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PERTH CONTROL ROOM
BBI has agreed to provide services to SPIAA for the operation of the EGP, QGP, VicHub Interconnect Facility and TGP (which will be a BBI entity) for 12 months,
including:
– services for the safe and efﬁcient regulation of gas ﬂows through the EGP, QGP, TGP and VicHub Interconnect Facility; and
– services to regulate the interrelationship between the TGP and EGP.
The control room services are provided at cost for the initial 12 month period. A 15% margin applies after the initial 12 month term.
SPIAA may terminate the agreement with 30 days notice, and has indemniﬁed BBI for claims or liabilities brought by a third party in connection with the agreement.

10.1.4. SEPARATION OF TASMANIAN GAS PIPELINE FROM EASTERN GAS PIPELINE
SPIAA and BBI are negotiating in relation to a mechanism to account for imbalances between the quantity of gas actually delivered into the TGP against the
quantity of gas that was intended to be delivered. Positive and negative limits for these imbalances have been agreed. If the imbalance exceeds these limits, the
parties must cooperate to restore them within 30 days. If this is not possible, the parties are required to “cash out” the imbalance, using an agreed price for the
gas multiplied by the imbalance.
SPIAA and BBI are negotiating in relation to the provision of operating services to BBI in relation to the TGP. Under a draft agreement, SPIAA will perform asset
management services, marketing services and general fault emergency and maintenance services for an initial ﬁve year term. The agreement will automatically
renew for a further ﬁve years if speciﬁc performance indicators are met. SPIAA will also provide certain services that are transitional in nature and that can be
terminated by BBI at any time. SPIAA will be reimbursed for operating expenses and will receive a ﬁxed management fee. Negotiations are not yet complete.
The owners of the EGP and Alinta EATM, the former Alinta wholesale gas business acquired by BBP, are negotiating a gas transportation agreement for the
transportation of gas on a short section of the EGP that connects to the TGP. Transportation charges will be on standard commercial rates.
SPIAA and BBI are negotiating the terms of a capacity reservation deed for compression and transfer services from the Longford Compressor Station to the point
where the TGP connects with the EGP. Under the terms to date TGP will “reserve” 100 TJ of capacity on the EGP for use by TGP shippers. EGP and EGP shippers
are entitled to use this capacity for ﬁrm forward haul services with the consent of BBI (such consent not to be unreasonably withheld). In turn BBI or TGP shippers
can claim the capacity back upon 12 months notice, where TGP is using less than 85 TJ or, otherwise, upon 24 months notice. As part of this arrangement,
SPIAA’s ownership of a compressor will be clariﬁed. These negotiations are not yet complete.

10.2. ACCC INFORMAL CLEARANCE PROCESS FOR ALINTA ACQUISITION, ESC DETERMINATIONS
AND AER TRANSMISSION RING-FENCING
The ACCC undertook a comprehensive review of the acquisition of Alinta by the Consortium under section 50 of the Trade Practices Act and decided not to
intervene in the transaction after accepting court-enforceable undertakings by which SPI undertook to:
– divest to an ACCC approved purchaser or legally terminate the Moomba to Sydney Pipeline and Parmelia Pipeline asset management contracts by no later than
a conﬁdential divestment date;
– maintain the ring-fencing arrangement put in place by Alinta in late 2006 in relation to the Moomba to Sydney Pipeline and Parmelia Pipeline asset
management businesses until the divestitures or legal terminations referred to above occur;
– accept restrictions upon appointing, employing, or obtaining consultancy services from former ofﬁcers or employees of Australian Pipeline Limited or Australian
Pipeline Trust in certain roles within SPI or its subsidiaries which potentially relate to the operation or management of the Eastern Gas Pipeline;
– refrain from providing pipeline management or maintenance services to the Moomba to Sydney Pipeline for a period of ﬁve years;
– appoint (jointly with BBI) an independent auditor, which will report periodically to the ACCC on compliance with each undertaking until each obligation comes to
an end; and
– agree to indemnify gas shippers for loss or damage resulting from a breach of any of SPI’s undertaking obligations.
The undertakings relating to the divestment of the asset management contracts for the Moomba to Sydney Pipeline and the Parmelia Pipeline (and the associated
ring-fencing) have been complied with and are no longer relevant. However, the other obligations continue and will need to be observed by SPI and SP AusNet
following the Transaction.
SPI’s proposed acquisition of Alinta’s electricity and gas distribution businesses could also have potentially resulted in a prohibited interest arising under section 68
of the Electricity Industry Act 2000 (Vic) (EI Act) or s 128 of the Gas Industry Act 2001 (Vic) (GI Act).
However, following the ACCC’s favourable informal clearance decision, the ESC determined that no such prohibited interest arose as a result of the proposed
acquisition of the distribution businesses.
Following the Transaction, and pursuant to clause 7.1(a)(ii) of the AER’s Transmission Ring-Fencing Guidelines, SP AusNet may be required to maintain legal and
operational separation between the Victorian electricity transmission network (owned by SP AusNet) and the electricity distribution businesses formerly operated by
Alinta (namely, the Alinta Victorian electricity network, ActewAGL Distribution Partnership and United Energy Distribution).
However, so that operational synergies in all of these businesses can be achieved it is likely that SPI PowerNet (a member of the SP AusNet Group) will seek a
waiver from the requirement for operational separation from the AER. Such a waiver will be granted if the ACCC is satisﬁed that the administrative and other costs
of compliance with the Transmission Ring-Fencing Guidelines outweigh the public beneﬁts of compliance.
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10.3. SSPA
Sections 10.3 and 10.4 summarise in general terms the material contracts entered into by SP AusNet in relation to the acquisition of the Acquired Businesses by
SP AusNet.
The main Transaction document is the SSPA. The key terms of the SSPA are described below.

10.3.1. SALE AND PURCHASE
SP AusNet, through SP AusNet Transmission, will acquire SPI’s interests in, or rights to receive revenue in connection with, the Acquired Businesses by purchasing
all of the issued shares in SPIAA, a subsidiary of SPI. SP AusNet is being offered the Acquired Businesses as a package and is not able to acquire them on an
individual basis. SP AusNet Distribution and SP AusNet Finance Trust are parties to the SSPA and will also be bound by the terms of the agreement.

10.3.2. TRANSACTION CONSIDERATION
SPIAA is to be sold to SP AusNet on the basis that SPI will be held whole for all amounts paid in connection with the Acquired Businesses.
The Transaction consideration comprises a number of elements. As at the date of the Explanatory Memorandum, some of these elements can only be estimated.
The elements of the Transaction consideration, together with the current estimates, are described in section 2.5 of this Explanatory Memorandum.
RECOVERABLE COSTS
SP AusNet will reimburse SPI’s recoverable costs comprising all of SPI’s costs (including reasonable internal costs of executive resources and expenses) and
external expenses (such as advisers’ fees and travel and accommodation) incurred in developing and implementing the Transaction up to Completion (collectively
Recoverable Costs).
UNALLOCATED LIABILITIES AND TRANSACTION COSTS
SP AusNet will bear SPI’s share of any and all unallocated liabilities (Unallocated Liabilities) and transaction costs (Transaction Costs) incurred by SPI under the
Umbrella Agreement (see section 10.1.2). SP AusNet will also assume SPI’s obligation to provide a rolling $10 million letter of credit to support the payment of
future Unallocated Liabilities or Transaction Costs.
In addition, SP AusNet will pay to SPI a holding cost adjustment equal to SPI’s ﬁnancing costs (including interest, establishment fees and other fees) and interest
forgone from 1 September 2007 to Completion (Holding Costs).
As SP AusNet has the economic beneﬁt of the Acquired Businesses from 1 September 2007, it will obtain the beneﬁt of the Acquired Businesses (including its cash
ﬂows) which accrue between 1 September 2007 and Completion.
LATE COMPLETION CHARGE
The Transaction consideration may be increased for an accumulated daily deferral fee payable in the event of delay in Completion beyond 31 December 2007 or a
later date up to 31 January 2008 deemed reasonably necessary by the due diligence committee (Target Date), calculated as follows:
Daily Fee = (0.02/365) x Transaction consideration
APA PROCEEDS
Under the SSPA, SPI is entitled to the APA Proceeds. If SPI has not distributed the APA Proceeds by Completion, then the proceeds will remain in the Acquired
Businesses. This will result in SP AusNet acquiring extra unanticipated working capital. However, SP AusNet will pay for the proceeds via an adjustment to the
Transaction consideration.

10.3.3. PAYMENT OF ACQUISITION COST
Under the SSPA, SP AusNet will settle payment of the Acquisition Cost partly in cash and partly by (indirectly) assuming retained debt of the Acquired Businesses
(see section 10.5.1). The sources of funds are outlined in section 2.5.

10.3.4. CONDITIONS PRECEDENT
The SSPA is subject to the best efforts by SP AusNet to satisfy the following conditions precedent:
(a) (Securityholder approval) approval of each of the Resolutions by the requisite majorities of Securityholders;
(b) (debt and equity ﬁnancing) SP AusNet obtaining by the date the condition in paragraph (a) is satisﬁed, committed funding arrangements to underwrite the
raising of debt and equity to fund the acquisition of the Acquired Businesses; and
(c) (FIRB approval) the approval of the Transaction by the Treasurer under the Foreign Acquisition and Takeovers Act is obtained. SP AusNet has lodged an
application under the Foreign Acquisition and Takeovers Act and currently expects the application to be dealt with prior to the Meeting.
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10.3.5. WARRANTIES/NO RELIANCE
The interests and rights are being sold to SP AusNet on an “As Is Where Is” basis with no warranties to be provided by SPI, except for warranties that:
– SPI has the relevant corporate power and authority to enter into the Transaction;
– SPI owns the shares in SPIAA;
– SPIAA was established for the purposes of the acquisition of the Acquired Businesses from Alinta and has no business or liabilities other than relating to the
Acquired Businesses and the consortium arrangements except as disclosed to SP AusNet at the date of the SSPA;
– SPI enters into the SSPA on its own account and not as trustee for, or nominee of, any other person;
– SPI is not the subject of any winding up process or under receivership, liquidation or administration;
– SPI is solvent; and
– SPI is not aware of any undisclosed liabilities of SPIAA.
This is consistent with the basis of the acquisition under the Alinta Scheme by SPI and no representations or warranties, other than those described above, are or
will be provided to SP AusNet by SPI or any of its representatives in respect of the Acquired Businesses. SP AusNet acknowledges that at no time has SPI or any of
its representatives made or given, nor has SP AusNet relied on any representation, warranty, promise or undertaking in relation to the Acquired Businesses. As SP
AusNet has conducted an independent investigation, assessment and appraisal of the Acquired Businesses, there is no reliance on any information provided by SPI
or any of its representatives to SP AusNet. However, subject to certain conditions, SP AusNet has been provided with access to certain due diligence reports
prepared by SPI’s advisers in relation to the Acquired Businesses.

10.3.6. THIRD PARTY CONSENT RIGHTS AND/OR PRE-EMPTIVE RIGHTS
SP AusNet acknowledges that various Acquired Businesses are subject to third party consent rights and/or pre-emptive rights which are not within the control of
SPI and SPI cannot guarantee that all of the Acquired Businesses will be available. However, SPI and SP AusNet have agreed that:
– SPI will not undertake any legally binding action (including selling assets, waiving rights, varying agreements, settling disputes or commencing legal
proceedings) in relation to any third party consent rights and/or pre-emptive rights that would have an adverse impact on SP AusNet of more than $20 million
without obtaining SP AusNet’s approval; and
– if any Acquired Businesses are subject to rights exercised by other parties, any cash proceeds, if available, will accrue to SP AusNet.

10.3.7. RECEIVING WRONG ASSETS
If SPI received an asset from the acquisition of Alinta that was allocated to Babcock & Brown under the Umbrella Agreement, and that asset is transferred to
SP AusNet, SP AusNet is required to transfer that asset to Babcock & Brown. SP AusNet (through SPI) has the same right to require a transfer by Babcock & Brown
in the event of the reverse occurring.

10.3.8. TERMINATION
The SSPA will automatically terminate if Securityholder approval of each of the Resolutions is not obtained. SP AusNet and SPI both have the right to terminate the
SSPA if the other conditions precedent are not satisﬁed by 28 February 2008.
If the conditions precedent are satisﬁed but SPI does not fully subscribe for its pro rata entitlement under the Entitlement Offer and subscribe for 51% of the total
number of Securities offered under the Institutional Placement, then SP AusNet will not be required to Complete the acquisition.

10.3.9. RIGHTS AND LIABILITIES
From the date of implementation of the Alinta Scheme and up until Completion:
(a) SPI holds the interests and rights in the Acquired Businesses but SP AusNet has the economic risk and beneﬁt in the Acquired Businesses from
1 September 2007;
(b) SPI holds its rights under the Umbrella Agreement (and all other transaction documents) for SP AusNet’s beneﬁt and is required to exercise all material rights
and perform all material obligations in consultation with SP AusNet and, if the relevant transaction document cannot be novated or assigned to SP AusNet by
Completion, then this obligation continues beyond Completion;
(c) SP AusNet enjoys the synergy beneﬁts and bears all other costs and risks incurred by SPI in connection with the integration of the Acquired Businesses with
SP AusNet, the separation of the Acquired Businesses from Alinta and the provision of transitional services in relation to the Acquired Businesses; and
(d) SPI has agreed (unless otherwise approved by SP AusNet) to:
(i) conduct the Alinta business in the ordinary course;
(ii) not dispose of any material Acquired Business;
(iii) not commit to or undertake any transactions (including acquisitions, joint ventures or other ﬁnancial commitments) involving a commitment of greater than
$20 million (other than with respect to any reﬁnancing or replacing of existing debt facilities, existing construction projects or security given in the ordinary
course of business);
(iv) not cause any dividend, distribution or loan note repayment (principal or interest) to be paid by any entity associated with the Acquired Businesses or borrow
any amounts from those entities,
except in relation to:
(v) transactions contemplated by the Umbrella Agreement or the Consortium arrangements; or
(vi) the disposal of the APA contracts and distribution of the proceeds from the disposal.
Where SP AusNet’s approval is required or sought under the SSPA, SP AusNet must not unreasonably withhold or delay any such approval.
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10.3.10. RELEASE OF SPI AND SPI REPRESENTATIVES
Apart from any rights SP AusNet may have against SPI in relation to a breach of the speciﬁc warranties relating to SPIAA, SP AusNet has agreed (to the extent
permitted by law) to release and discharge SPI and speciﬁed SPI representatives against any claim that SP AusNet or its subsidiaries may have against SPI and the
SPI representatives.
SP AusNet agrees to indemnify and keep indemniﬁed SPI and the SPI representatives against any claim brought by SP AusNet against SPI and the SPI
representatives in relation to, or arising out of, any claim, other than a claim for breach of warranty.
The terms of the SSPA may be pleaded by SPI or the SPI representatives and will be accepted by SP AusNet as a bar to any claim that SP AusNet or its subsidiaries
may have against SPI and the SPI Representatives.

10.3.11. STEP IN OBLIGATIONS OF SP AUSNET
From Completion, subject to BB’s consent, SPI will use reasonable endeavours and SP AusNet will reasonably assist such that SP AusNet can be represented on
committees established under the Umbrella Agreement or any other agreement relating to the acquisition of the Acquired Businesses.
From Completion, SP AusNet will perform all of SPI’s obligations under the Umbrella Agreement, transitional service agreements or any other agreement relating to
the Transaction.

10.4. OTHER AGREEMENTS
10.4.1. UMBRELLA AGREEMENT AND SCHEME IMPLEMENTATION AGREEMENT
SPI is required to perform all of its obligations and enforce its rights arising from its participation in the Alinta Scheme and the consortium with Babcock & Brown
(including without limitation rights and obligations under the Umbrella Agreement and the Scheme Implementation Agreement (including any amended or revised
versions of these agreements)) for SP AusNet’s beneﬁt and, in respect of material obligations or rights, after having consulted SP AusNet and, in relation to any
corporate action that would have a material adverse effect, after obtaining SP AusNet’s approval.

10.4.2. OTHER AGREEMENTS
SP AusNet must enter into, or agree to be bound by and comply with, the terms of any side agreements, arrangements or undertakings entered into by SPI in
relation to the Acquired Businesses with Babcock & Brown, Alinta or other third parties and that have been disclosed to SP AusNet as at the date of the Terms
Sheet or provided for therein. SPI must consult in good faith with SP AusNet in relation to any agreements, arrangements or undertakings proposed to be
entered into by SPI in relation to the Acquired Businesses, with Babcock & Brown. SPI must seek SP AusNet’s approval before entering into any such agreement,
arrangement or undertaking with Babcock & Brown where the value of such agreement, arrangement or undertaking exceeds $20 million. Such agreements,
arrangements or undertakings may be required to give effect to acquisition arrangements between SPI and Babcock & Brown.

10.5. BANKING AND FINANCE – RETAINED DEBT FACILITIES OF THE ALINTA LGA GROUP
10.5.1. RETAINED DEBT FACILITIES
Certain existing debt facilities of Alinta LGA Limited (now a wholly owned subsidiary of SPIAA) will remain in place following the proposed acquisition by SP AusNet
of SPIAA. This total debt balance of $975 million comprises:
– $275 million in notes outstanding under the Alinta LGA $1.25 billion MTN Program;
– Alinta LGA 1998 Indentures; and
– Alinta LGA 2003 Indenture,
including the hedges Alinta has on the associated debt.
The principal outstanding under these facilities (as at 31 October 2007) is as follows:
Relevant Agreement

Facility description

A$1.25 billion MTN Programme

A$ MTN

Amounts drawn (A$)

Amounts drawn (US$)

275,000,000

Facility maturity
September 2009

1998 Indenture

US$ Notes

250,000,000

April 2008

1998 Indenture

US$ Debentures

130,000,000

April 2018

2003 Indenture

US$ Notes

150,000,000

September 2015

The acquisition of SPIAA by SP AusNet will not trigger any requirement to repay these facilities.

10.5.2. BRIDGE FACILITY
SPIAA obtained a $6.2 billion bridge facility to fund its portion of the acquisition of Alinta and subsequent restructure. It will be repaid at or before Completion.
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10.5.3. BANK GUARANTEES
Bank guarantees totalling approximately $13 million supporting the business activities of Alinta LGA and its subsidiaries and $10 million supporting the obligations
of SPI/SPIAA under the Umbrella Agreement relating to the acquisition of Alinta are outstanding (as at 5 November 2007). These bank guarantees are, or are
expected to be, supported by indemnities from SPI in favour of the issuing banks contained in facility agreements with those banks. These bank guarantees
(or the supporting indemnity) are required to be replaced by SP AusNet at or before the time of Completion.

10.5.4. SWAPS
Alinta LGA has in place interest rate and currency swaps partially hedging its interest rate exposure and fully hedging its US$ exposure under the retained debt
facilities described above. The acquisition by SP AusNet of SPIAA is not expected to trigger termination of these swap transactions.

10.6. UNDERWRITING AGREEMENT
SP AusNet proposes to enter into an Underwriting Agreement with Morgan Stanley Australia Securities Limited, Goldman Sachs JBWere Pty Ltd and UBS AG,
Australia Branch (Underwriters).
Under the proposed Underwriting Agreement, it is expected that the Underwriters will agree to manage the Entitlement Offer and Institutional Placement,
and underwrite subscriptions for New Securities to raise such amounts as the Underwriters and SP AusNet may agree.
The terms of the Underwriting Agreement have not been agreed. In particular, the offer price for the Entitlement Offer and Institutional Placement (and the offer
ratio and the exact and relative sizes of the Entitlement Offer and the Institutional Placement) have not yet been determined, and will only be determined closer to
the time of the Entitlement Offer and may not be ﬁnally determined until after the Resolutions are passed. The offer price (and these other matters) will need to be
agreed by SP AusNet and the Underwriters. If SP AusNet and the Underwriters do not agree an offer price (and these other matters) by the agreed time, the
Underwriters will not be obliged to subscribe for any New Securities or enter into any Underwriting Agreement.
If required to subscribe for any shortfall Securities under the Underwriting Agreement, each Underwriter will do so at the agreed offer price. The Underwriters do not
underwrite subscriptions for New Securities in respect of SPI’s entitlement under the Entitlement Offer or that proportion of the Institutional Placement which is
equivalent to SPI’s holding in SP AusNet.

10.6.1. REPRESENTATIONS, WARRANTIES AND UNDERTAKINGS
Under the Underwriting Agreement, SP AusNet will be expected to make various representations and warranties with respect to itself and, in certain cases, to the
Acquired Businesses, in relation to this Explanatory Memorandum and the Offer Information Statement and the Prospectus and PDS, compliance with applicable
laws (including the Corporations Act and ASX Listing Rules), the ﬁnancial information in the Explanatory Memorandum and the Offer Information Statement and the
Prospectus and PDS and the due diligence undertaken by it.

10.6.2. TERMINATION EVENTS
The Underwriting Agreement is expected to include termination events which are customary for transactions of this nature. In addition the termination events are
likely to include:
– SPI does not fully subscribe for its pro rata entitlement under the Entitlement Offer and subscribe for 51% of the total number of Securities offered under the
Institutional Placement;
– a debt ﬁnance commitment for the Transaction ceases to be in effect;
– any Resolution is not passed; and
– the fall of an agreed index by more than a speciﬁed percentage.

10.7. SYNDICATED FACILITY
SP AusNet, through its funding vehicle SPI Electricity & Gas Australia Holdings Pty Ltd (SPIEG), will have available a $2,500 million syndicated term loan and
revolving facility (Syndicated Facility) which it has agreed to enter into with National Australia Bank Limited, Westpac Banking Corporation, The Royal Bank of
Scotland plc, Australia Branch, Citibank N.A., Sydney Branch and Commonwealth Bank of Australia. The syndicated term loan portion of the facility ($1,250 million)
will mature in March 2013, while the revolving facility portion ($1,250 million) will expire in March 2011.
The features of this facility will be based substantially on the existing facility documentation to which SPIEG is a party.
SPIEG has signed commitment letters (attaching term sheets) in relation to the Syndicated Facility under which the ﬁnanciers have committed to provide the
Syndicated Facility. SPIEG will be able to draw down the facilities, subject to satisfaction of the conditions precedent.
Key terms of the facility are set out below.

10.7.1. PURPOSE OF SYNDICATED FACILITY
The Syndicated Facility will be available for the following purposes:
– on-lending to members of the SP AusNet Group, for their use in funding the acquisition of the shares in SPIAA pursuant to the acquisition documents;
– repaying or reﬁnancing certain ﬁnancial indebtedness of the SP AusNet Group; or
– for general corporate purposes.
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10.7.2. PRICING OF THE SYNDICATED FACILITY
Pricing of the Syndicated Facility is at a margin over a base rate. This margin will be determined by way of a tender process and bookbuild to be conducted closer
to the time of the closing of the Transaction. In the event there is insufﬁcient demand to establish the applicable margin, it will be set by the lenders under the
Syndicated Facility, acting reasonably.

10.7.3. GUARANTEE
The Facility will be guaranteed by the following SP AusNet Group members:
–
–
–
–
–
–
–
–

SPIAA;
SPI PowerNet Pty Ltd (ABN 78 079 798 173);
SPI Electricity Pty Ltd (ABN 91 064 651 118);
SPI Networks (Gas) Pty Ltd (ABN 43 086 015 036);
SPI Australia Finance Pty Ltd (ABN 69 092 341 690);
SPI (No. 8) Pty Ltd (ABN 15 085 235 776);
SPI Networks Pty Ltd (ABN 27 075 826 881); and
subject to completing the ﬁnancial assistance approval process, Alinta LGA Limited, the owners of the Queensland Pipeline and the owners of the
Eastern Pipeline.

Except with the prior written consent of the lenders, SPIEG must ensure that members of the SP AusNet Group which hold at least 90% of the total group assets
(excluding assets of certain Excluded Subsidiaries) are Guarantors. Excluded Subsidiaries includes all subsidiaries of Alinta LGA Limited.

10.7.4. FINANCING CONDITIONS
The ability to make a drawing under the Syndicated Facility will be subject to the conditions precedent being and remaining satisﬁed. Among the conditions
precedent are (i) that the proceeds of the equity issuance to SPI and institutional equity investors (being an amount of not less that $2.5 billion) has been received,
directly or indirectly, in full by SP AusNet and (ii) conﬁrmation that all conditions to the Bridge Facility have been satisﬁed or waived (or waived prior to funding).
The remaining conditions precedent are in general customary for facilities of this nature and will be based on the existing ﬁnancing documentation for the Existing
SP AusNet Group. SPIEG is not aware of any reason why the conditions precedent will not be satisﬁed in time to allow a drawing to be made by SPIEG in order to
allow the acquisition to proceed when required.

10.7.5. REPRESENTATIONS AND WARRANTIES
The representations and warranties to be given by each of SPIEG and the Guarantors to each of the Financiers under the Syndicated Facility will be customary for
facilities of this nature and will be based on the existing ﬁnancing documentation for the Existing SP AusNet Group. SPIEG and all of the Guarantors are not aware
of any event or circumstance that would give rise to a breach of any of the representations or warranties.

10.7.6. EVENTS OF DEFAULT
The Syndicated Facility will be subject to events of default which are customary for transactions of this nature and will be based on the existing ﬁnancing
documentation for the Existing SP AusNet Group. They will include non-payment, failure to comply with an obligation under a ﬁnancing document, incorrect
statement or representation, cross acceleration, insolvency, deregistration, the unenforceability or invalidity of a ﬁnancing document or any of its material
provisions, or the cessation or abandonment of business.
SPIEG is not aware of any event or circumstance that would give rise to an event of default.

10.8. BRIDGE FACILITY
SP AusNet through its funding vehicle SPIEG will have available a $3,700 million bridge facility (Bridge Facility) to fund Completion which it has agreed to enter
into with Morgan Stanley Bank, Citibank N.A., Sydney Branch, UBS AG, Australia Branch, The Hongkong and Shanghai Banking Corporation Limited, BNP Paribas,
The Royal Bank of Scotland plc, Australia Branch, HSBC Bank Australia Limited, Goldman Sachs JBWere Capital Markets Limited, Commonwealth Bank of Australia
and Westpac Banking Corporation. The Bridge Facility will expire 364 days from the closing date, at which point the loan must be reﬁnanced or repaid in full.
The features of this facility will be based substantially on the existing facility documentation to which SPIEG is a party.
Key terms of the Bridge Facility are set out below.

10.8.1. PURPOSE OF BRIDGE FACILITY
The Bridge Facility will be available for the following purposes:
– on-lending to members of the Existing SP AusNet Group, who in turn will use the funds to acquire the shares in SPIAA pursuant to the acquisition documents;
– to fund the capital expenditure requirements of the Stapled Group; or
– repaying or reﬁnancing certain ﬁnancial indebtedness of the Existing SP AusNet Group.

10.8.2. PRICING OF THE BRIDGE FACILITY
Pricing of the Bridge Facility is at a margin over a base rate. The margin varies based on the credit rating of SP AusNet and the length of time the Bridge Facility is
outstanding, with the margin increasing the longer the Bridge Facility is outstanding or if SP AusNet’s credit rating drops.
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10.8.3. COMMITMENTS
SPIEG has signed commitment letters (attaching term sheets) in relation to the Bridge Facility under which the lenders have offered to provide the Bridge Facility.
SPIEG will be able to draw down the facilities, subject to satisfaction of the conditions precedent.

10.8.4. GUARANTEE
The Bridge Facility will be guaranteed by the following Stapled Group members:
–
–
–
–
–
–
–
–

SPIAA;
SPI PowerNet Pty Ltd (ABN 78 079 798 173);
SPI Electricity Pty Ltd (ABN 91 064 651 118);
SPI Networks (Gas) Pty Ltd (ABN 43 086 015 036);
SPI Australia Finance Pty Ltd (ABN 69 092 341 690);
SPI (No. 8) Pty Ltd (ABN 15 085 235 776);
SPI Networks Pty Ltd (ABN 27 075 826 881); and
subject to completing the ﬁnancial assistance approval process, Alinta LGA Limited, the owners of the Queensland Pipeline and the owners of the
Eastern Pipeline.

Except with the prior written consent of the lenders, SPIEG must ensure that members of the Stapled Group which hold at least 90% of the total group assets
(excluding assets of certain Excluded Subsidiaries) are Guarantors. Excluded Subsidiaries includes all subsidiaries of Alinta LGA Limited.

10.8.5. FINANCING CONDITIONS
The ability to make a drawing under the Bridge Facility is subject to the conditions precedent being and remaining satisﬁed. Among the conditions precedent is
that (i) the proceeds of the equity issuance to SPI and institutional equity investors (being an amount of not less that $2.5 billion) has been received, directly or
indirectly, in full by SP AusNet and (ii) conﬁrmation that all conditions to funding under the Syndicated Facility have been satisﬁed or waived or will be satisﬁed or
waived prior to funding. The remaining conditions precedent are customary for facilities of this nature and will be based on the existing ﬁnancing documentation for
the Existing SP AusNet Group. SPIEG is not aware of any reason why the conditions precedent will not be satisﬁed in time to allow a drawing to be made by SPIEG
in order to allow the acquisition to proceed when required.

10.8.6. REPRESENTATIONS AND WARRANTIES
The representations and warranties given by each of SPIEG and the Guarantors to each of the Financiers under the Bridge Facility are customary for facilities of this
nature and will be based on the existing ﬁnancing documentation for the Existing SP AusNet Group. SPIEG and all the Guarantors are not aware of any event or
circumstance that would give rise to a breach of any of the representations or warranties.

10.8.7. EVENTS OF DEFAULT
The Bridge Facility is subject to events of default which are customary for transactions of this nature and will be based on the existing ﬁnancing documentation
for the Existing SP AusNet Group. They will include non-payment, failure to comply with an obligation under a ﬁnancing document, incorrect statement or
representation, cross acceleration, insolvency, deregistration, the unenforceability or invalidity of a ﬁnancing document or any of its material provisions, or the
cessation or abandonment of business.
SPIEG is not aware of any event or circumstance that would give rise to an event of default.

10.9. SECURITYHOLDER APPROVAL
This section sets out the reasons why SP AusNet Securityholder approval of each of the Resolutions is required for the Transaction to proceed in accordance with
certain provisions of the Corporations Act, ASX Listing Rules and Singapore law.

10.9.1. APPROVAL OF RELATED PARTY TRANSACTIONS UNDER PART 2E.1 OF THE CORPORATIONS ACT
Part 2E.1 of the Corporations Act regulates transactions between a public Stapled Group like SP AusNet and parties who are related to it. In particular, section 208
of the Corporations Act requires Securityholder approval where a public Stapled Group gives a “ﬁnancial beneﬁt” to a “related party”.
WHO IS A RELATED PARTY?
For the purposes of both the Corporations Act and ASX Listing Rules, a “related party” of a listed Stapled Group includes an entity that controls a Stapled Group.
SPI is a related party of SP AusNet because it controls SP AusNet through its 51% securityholding. SPIMS is a related party of SP AusNet because it is controlled by
SPI which is a related party of SP AusNet.
WHEN DOES A RELATED PARTY “GIVE A FINANCIAL BENEFIT”?
APPROVAL OF THE TRANSACTION
Pursuant to section 229 of the Corporations Act, a Stapled Group gives a related party a “ﬁnancial beneﬁt” where it directly or indirectly buys an asset from the
related party and/or issues securities to a related party.
Under the proposed terms of the Transaction and pursuant to the SSPA, SP AusNet will buy the Acquired Businesses directly from SPI who is a related party of
SP AusNet.
This aspect of the Transaction constitutes the giving of a ﬁnancial beneﬁt by SP AusNet to a related party. The giving of such a beneﬁt is permitted under the
Corporations Act if it is approved by SP AusNet’s Securityholders.
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APPROVAL FOR INCREASE IN MANAGEMENT FEES
An entity gives a related party a “ﬁnancial beneﬁt” where it supplies services to, or receives services from, the related party.
Following implementation of the Transaction, SP AusNet will be required to pay increased Management Fees to SPIMS in relation to services provided for the
New SP AusNet Group.
This increase in Management Fees pursuant to the Management Services Agreement may constitute the giving of a ﬁnancial beneﬁt by SP AusNet to a related
party. The giving of such a beneﬁt is permitted under the Corporations Act if it is approved by SP AusNet’s Non-associated Securityholders.
Section 6.8 contains further information regarding the increase in Management Fees.

10.9.2. APPROVAL OF THE RELATED PARTY TRANSACTIONS UNDER THE ASX LISTING RULES
APPROVAL OF THE TRANSACTION
ASX Listing Rule 10 also regulates transactions between publicly-listed Stapled Groups and their related parties. In particular, Listing Rule 10.1 requires a listed
Stapled Group to obtain securityholder approval where it acquires a “substantial asset” from a “related party” or an associate of a related party. The Acquired
Businesses are a substantial asset for the purposes of Listing Rule 10.1.
APPROVAL FOR ISSUE OF SECURITIES TO SPI
ASX Listing Rule 10.11 requires a listed Stapled Group to obtain Securityholder approval where it proposes to issue securities to a “related party” or other person
whose relationship with the listed Stapled Group is, in ASX’s opinion, such that approval should be obtained.
WHO IS A RELATED PARTY?
For the purposes of ASX Listing Rules 10.1 and 10.11, SPI is a “related party” of SP AusNet.

10.9.3. SECURITY ISSUE RESOLUTION
As a result of SP AusNet’s secondary listing on the SGX-ST, SP AusNet is required to comply with certain Singapore securities laws. In particular, SP AusNet is not
permitted to issue any new Securities (including options over Securities) unless it has received prior approval from its Securityholders to issue such Securities.
At SP AusNet’s 2007 Annual General Meeting, a resolution was passed to allow the issue of up to 15% of additional Securities outstanding as at 17 July 2007,
however that is not sufﬁcient for the purposes of funding the Transaction.
Accordingly, Securityholder approval is being sought for the issue of Securities under the Entitlement Offer and the Institutional Placement at the Meeting.

10.9.4. VOTING POWER RESOLUTION
As at the date of this Explanatory Memorandum, the voting power of SPI in SP AusNet is 52.44%. 51% is held by SPI directly with the remaining 1.44% of that
total voting power being attributable to persons in which a related party of SPI has voting power of more than 20%. These persons are as notiﬁed in SPI’s
substantial securityholding notice provided to SP AusNet and ASX on 23 June 2006.
Section 606 of the Corporations Act effectively prohibits SPI from acquiring Securities if the acquisition would increase SPI’s holding in Securities above its current
holding, unless an exception contained in section 611 of the Corporations Act applies.
Section 611 Item 7 of the Corporations Act allows an acquisition of securities above the speciﬁed thresholds if the acquisition is approved by a resolution passed at
a general meeting of Securityholders, provided that no votes are cast in favour of the resolution by SPI or its associates and Securityholders are given prescribed
information.
SPI intends to make the acquisitions of Securities in SP AusNet in respect of which approval is sought under section 611, Item 7 of the Corporations Act.
SPI intends to make these acquisitions by participating in the Entitlement Offer to the full extent of its entitlement and to subscribe for 51% of the Institutional
Placement, subject to all conditions precedent in the SSPA being satisﬁed, in order to maintain its existing 51% Securityholding in SP AusNet.
SPI intends to subscribe for all Securities to which it is entitled under the pro rate Entitlement Offer, subject to all conditions precedent in the SSPA being satisﬁed.
Accordingly, if all Securityholders in SP AusNet similarly subscribed for their entire entitlement, no increase in SP AusNet’s voting power would result. However, to
the extent that Securityholders do not take up their entitlements under the Entitlement Offer, and SPI did, then SPI’s voting power in SP AusNet will be expanded.
Assuming that the Institutional Placement remains fully underwritten, SPI’s participation in the Institutional Placement should not result in any permanent increase
in its voting power because SPI only intends to subscribe for 51% of the Placement. However, if the Institutional Placement is not underwritten, and is not fully
subscribed, SPI’s voting power in SP AusNet may increase even though it only subscribed for 51% of Securities offered under the Institutional Placement.
It is not possible to state the maximum extent of SPI’s potential increase in voting power, or the voting power it will have at the completion of the Transaction.
Those outcomes will depend upon:
(a)
(b)
(c)
(d)

the relative sizes of the Entitlement Offer and the Institutional Placement;
the extent that Securityholders take up their entitlement under the Entitlement Offer;
the extent to which the Institutional Placement is not fully subscribed; and
whether or not the Underwriters terminate the underwriting arrangements.

However, it is considered that it is unlikely that the various factors stated above could combine to produce an outcome where SPI’s voting power would increase
beyond 60%. Accordingly, approval is sought from Securityholders for SPI to increase its voting power in SP AusNet to no higher than 60% in the unintended
circumstances set out above.
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Accordingly, if the Voting Power Resolution is approved:
(a) the maximum extent of the increase in SPI’s voting power in SP AusNet that would result from the relevant acquisitions would be 7.56%;
(b) the maximum extent of the increase in the voting power in SP AusNet of an associate of SPI’s that would result from the relevant acquisitions would be 7.56%;
and
(c) the voting power that SPI and its associates would have as a result of such acquisitions is not known, but would potentially be up to 60% (depending on the
factors outlined above).
Depending upon the extent of take-up by retail Securityholders of the Entitlement Offer, it is possible that the Securityholding of SPI in SP AusNet may increase
above 51%. Accordingly, Securityholders are being asked to approve any such increase in the voting power of SPI and its associates in SP AusNet that may so
result, up to a maximum of 60%.

10.9.5. AMENDMENT RESOLUTION
In order to conduct the proposed Entitlement Offer and any Institutional Placement, certain changes are required to be made to the constitution of SP AusNet
Finance Trust.
The Corporations Act and the constitution of the SP AusNet Finance Trust (Constitution) permit the Constitution to be amended by a special resolution of
unitholders. The Responsible Entity proposes to amend the provisions in the Constitution which regulate the issue of Securities (including the price at which
Securities may be issued).
The Constitution currently permits the Responsible Entity to issue Securities at a discount in certain circumstances, most relevantly in the event of a placement or
entitlements offer.
In addition, the Responsible Entity may be under an obligation, where it does not offer Securities under a distribution reinvestment plan or an entitlements offer,
or options under an entitlements offer to certain foreign Securityholders to always arrange for the sale of units or options (as applicable) which would otherwise
have been offered and pass on the proceeds to the relevant foreign Securityholders, subject to certain permissible deductions.
In addition the Responsible Entity is also seeking to introduce provisions which permit the price of Securities to be calculated through a bookbuild mechanism.
A bookbuild mechanism is becoming increasingly common as a method of calculating the fair price of a security for listed managed investment schemes.
Under the proposed amendments, the Responsible Entity will be able to determine the issue price of a Security through a bookbuild mechanism where the
Responsible Entity believes that the determination of the issue price using a bookbuild mechanism (conducted in accordance with market practice and the matters
set out in (i) to (iii) below) is a more appropriate measure of the issue price of Securities and the Securities are ofﬁcially quoted.
An independent advisor will be required to conﬁrm that the price determined by the Responsible Entity is independently veriﬁable and is an issue price which is fair
to Securityholders having regard to:
(i) the nature and size of the proposed offer of units or Securities;
(ii) the circumstances in which the proposed offer of units or Securities will be made;
(iii) the interests of Securityholders generally.
These provisions will supplement the current methods in the Constitution for calculating the market price of a Security which are based on:
– a 15 business day daily weighted average price mechanism; or
– the fair market price calculated by an approved valuer in circumstances where the Responsible Entity considers that the weighted average price mechanism
does not provide a fair reﬂection of the market price of a Security.
The Constitution generally reﬂects the requirements of ASIC Class Order 05/26 (Class Order), which permits the Responsible Entity to exercise certain discretions in
relation to the price at which Securities may be issued. There are, however, some drafting differences between the terms of the Class Order and the Constitution
and the Responsible Entity considers it desirable that the Class Order and the Constitution be aligned.
The Responsible Entity proposes to amend the Constitution to:
– permit SPI to participate in the proposed Institutional Placement of Securities;
– permit the Responsible Entity to issue Securities under a non-proportionate issue (such as a placement) in accordance with any applicable ASIC Relief and the
ASX Listing Rules (if applicable) where, in respect of a placement, if voted on by Securityholders, Securityholders approve the placement in accordance with the
ASIC Relief;
– permit the Responsible Entity to offer entitlements not taken up under an entitlements offer to a person who is not a Securityholder and to place Securities with
associates of the Responsible Entity in limited circumstances;
– limit the circumstances in which the Responsible Entity must appoint a nominee to arrange for the sale of entitlements, options over units or units, which would
otherwise have been offered to foreign Securityholders, to renounceable rights issues and to make certain consequential amendments;
– ensure the circumstances in which the Responsible Entity can determine not to make offers to foreign Securityholders are consistent with applicable ASIC relief
and the ASX Listing Rules;
– make technical changes to bring the drafting of clause 6.7 of the Constitution and the Constitution generally into line with the Class Order relief and the ASX
Listing Rules and to make certain consequential amendments; and
– include the main terms of the Class Order in the Constitution by general reference, rather than by repeating them in full in the Constitution to ensure that
further amendments of the Constitution are unlikely to be required should the Class Order be amended.
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The Responsible Entity has identiﬁed the following advantages for Securityholders in relation to the proposed amendments to the Constitution:
– the proposed amendments will facilitate the Transaction;
– there should be an enhanced ability to raise funds for the SP AusNet Finance Trust because:
– the proposed amendments provide more ﬂexibility to the Responsible Entity in raising funds for the SP AusNet Finance Trust, particularly in relation to an
entitlements offer;
– in raising funds for the SP AusNet Finance Trust, the Responsible Entity may be able to take advantage of individual relief from ASIC providing the
Responsible Entity with the discretion to issue Securities at a discount; and
– funds for the SP AusNet Finance Trust may also be raised through the issue of Securities at a price determined in accordance with a bookbuild mechanism;
– there is greater certainty for Securityholders in relation to the interaction between the operation of the Class Order and the operation of the Constitution and the
ASX Listing Rules;
– the proposed amendments would signiﬁcantly reduce existing uncertainty in relation to the circumstances in which the Responsible Entity will be under an
obligation to appoint a nominee to arrange for the sale of “foreign interests” in respect of relevant foreign Securityholders and the circumstances in which the
Responsible Entity may determine not to make an offer to foreign Securityholders; and
– entitlements which otherwise would have been offered to relevant foreign Securityholders under an entitlements offer (in addition to units and options over
units) in respect of units in the SP AusNet Finance Trust will now be “foreign interests” which may and, in the case of a renounceable rights issue, must, be
arranged to be sold by a nominee appointed by the Responsible Entity if they are not offered to those foreign Securityholders. Units in the SP AusNet Finance
Trust which would otherwise be offered to foreign holders under a distribution reinvestment plan may also be sold by a nominee.
The Responsible Entity has identiﬁed the following disadvantages for Securityholders in relation to the proposed amendments to the Constitution:
– under an entitlements issue, the Responsible Entity may offer entitlements to persons other than Securityholders, but only after Securityholders have not taken
up their entitlements. The effect of this is that there may potentially be a dilution in the interests of existing Securityholders but only if they choose to not
participate in the entitlements offer;
– to the extent the Responsible Entity obtains individual relief that permits Securities to be issued at a discount in circumstances other than those contemplated
by the Class Order, then the circumstances in which there may be a dilution of a Securityholder’s interest will change. However, in applying for, or relying on,
individual relief the Responsible Entity is under an obligation to act in the best interests of unitholders and to treat unitholders of the same class equally.
Furthermore, there is an existing power under the Constitution to issue Securities at a discount; and
– there will no longer be a compulsory sale of “foreign interests”, except in relation to renounceable rights issues, where the Responsible Entity makes a
determination not to offer Securities or options to certain foreign Securityholders under a distribution reinvestment plan or an entitlements offer. However, it is
uncertain under the existing provisions of the Constitution whether, in fact, there are units or options to sell in the case of an entitlements offer or a distribution
reinvestment plan.

10.9.6. FINANCIAL ASSISTANCE RESOLUTION
OVERVIEW
The purpose of the Financial Assistance Resolution is for Securityholders to approve the giving of “ﬁnancial assistance” to SP AusNet by SPIAA and certain
subsidiaries of SPIAA pursuant to section 260B of the Corporations Act.
Section 260A of the Corporations Act provides that a company (in this case, a Relevant Entity (as deﬁned below)) may ﬁnancially assist (see details of the
particulars below) a person (in this case, SP AusNet) to acquire shares in the company or holding company of the company (in this case, SPIAA) only if:
– giving the ﬁnancial assistance does not materially prejudice the interests of the company or its shareholders or the company’s ability to pay its creditors; or
– the assistance is approved by shareholders pursuant to section 260B of the Corporations Act; or
– the assistance is exempted.
It has been decided that shareholder approval will be sought in accordance with section 260B of the Corporations Act.
PARTICULARS OF THE FINANCIAL ASSISTANCE TO BE GIVEN
GUARANTEES
As part of the debt funding for the Transaction, and after Completion of the Transaction, SPIAA and certain subsidiaries of SPIAA being:
– Alinta LGA Limited;
– Alinta DEGP Pty Ltd and Alinta DEEGP Pty Ltd (as owners of the Eastern Gas Pipeline); and
– Alinta DEQP Pty Ltd and Alinta DQP Pty Ltd (as owners of the Queensland Gas Pipeline),
and including any other subsidiary of SPIAA which becomes a guarantor under the Debt Facilities or any subsequent reﬁnancing thereof (together referred to as
the Relevant Entities), will provide guarantees in respect of the debt funding facilities being established for the purposes of funding the Transaction and may be
required to provide guarantees in respect of the existing ﬁnancial indebtedness of SPIEG, including the existing bond issuance by SPIEG (collectively referred to as
the Guarantees).
TRANSACTION COMPLETION ARRANGEMENT
In addition, as part of the Completion of the Transaction, SPIAA may be required to repay funds, discharge its obligations, or incur ﬁnancial indebtedness as part of
or in connection with the Completion of the Transaction (Transaction Completion Arrangement).
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“FINANCIAL ASSISTANCE”
Under section 260A of the Corporations Act:
– the granting of the Guarantees by Relevant Entities; and
– the repayment of funds, discharge of obligations or the incurrence of any ﬁnancial indebtedness by SPIAA as part of or in connection with the Transaction
Completion Arrangement,
may constitute “ﬁnancial assistance” for the purposes of Part 2J.3 of the Corporations Act.
STATUTORY REQUIREMENTS UNDER SECTION 260B OF THE CORPORATIONS ACT
To enable the Relevant Entities to provide the ﬁnancial assistance, the following member approvals are required:
– special resolution of the Securityholders of SP AusNet by virtue of section 260B(2) of the Corporations Act; and
– unanimous resolution of the shareholders of each Relevant Entity by virtue of section 260B(1) of the Corporations Act.
This section sets out all information known to SP AusNet that is material to the decision on how to vote on the Financial Assistance Resolution, other than any
information that it would be unreasonable to require SP AusNet to set out because SP AusNet has previously disclosed that information to the Securityholders.
WHY IS SECURITYHOLDER APPROVAL REQUIRED?
As the granting of the Guarantees by each Relevant Entity and the repayment of funds, discharge of obligations or the incurrence of any ﬁnancial indebtedness by
SPIAA as part of or in connection with the Transaction Completion Arrangement constitutes or is likely to constitute “ﬁnancial assistance”, shareholder approval has
been sought from the Securityholders to avoid a contravention of the Corporations Act and is a requirement under the terms of the proposed Debt Facilities.
EFFECT OF THE PROPOSED FINANCIAL ASSISTANCE
The giving of the ﬁnancial assistance by each Relevant Entity will enable SP AusNet to obtain the debt funding facilities for the Transaction.
The Directors of SP AusNet consider that the debt funding facilities are the most efﬁcient means of ﬁnancing available to ﬁnance the Transaction.
The repayment of funds, discharge of obligations or the incurrence of any ﬁnancial indebtedness by SPIAA as part of or in connection with the Transaction
Completion Arrangement are necessary to ensure a ﬂow of funds to Complete the Transaction and the directors are satisﬁed they are the most efﬁcient means to
establish the new capital structure.
If the Financial Assistance Resolution is not approved and the other requirements under section 260B of the Corporations Act are not satisﬁed:
– SP AusNet may not be able to obtain the proposed debt funding facilities; and
– SP AusNet may have to renegotiate ﬁnance which may be on less favourable terms; or
– SP AusNet may not be able to proceed with the Transaction because it cannot obtain the required funding.
GUARANTEES
However, there are potential disadvantages and risks associated with each Relevant Entity providing the Guarantees.
The substantial effect of the Guarantees is that each Relevant Entity may be required to pay all amounts owing under the debt funding facilities. In this regard, each
Relevant Entity will be jointly and severally liable to make outstanding repayments on demand from the lenders under the debt funding facilities or under other
SPIEG ﬁnancial indebtedness (to the extent that the Relevant Entity becomes a guarantor) if there are amounts unpaid when due and payable.
TRANSACTION COMPLETION ARRANGEMENTS
There could also be potential disadvantages in relation to ﬁnancial assistance proposed. In particular, the terms and margins on which SPIAA or a Relevant Entity
obtains ﬁnancial accommodation in connection with the Transaction Completion Arrangement may be less favourable than their existing funding arrangements.
EFFECT ON THE GROUP
The New SP AusNet Group (of which SPIAA forms part) will enjoy the beneﬁt of the group ﬁnancing arrangements and the support of other members in the
New SP AusNet Group through the giving of the ﬁnancial assistance contemplated above. This should provide more efﬁcient funding arrangement for the New SP
AusNet Group.

10.9.7. VOTING RESTRICTIONS
Both the Corporations Act and the ASX Listing Rules contain provisions which restrict voting by SPI and its associates on the Related Party Resolution and the
Voting Power Resolution. As SP AusNet directors are classiﬁed as associates of SPI, this prevents all SP AusNet directors, including the Independent Directors,
from voting their personal securities on these resolutions.
Accordingly, all SP AusNet directors, including the Independent Directors, will not vote their personal Securities on the Related Party Resolution and the Voting
Power Resolution and the Chairman is not permitted to vote any undirected proxies on the Related Party Resolution or the Voting Power Resolution. However, the
Chairman (and any other director) is permitted to vote as proxy for a Securityholder who is entitled to vote if the Securityholder speciﬁes how the Chairman or other
director (acting as proxy) is to vote on the Related Party Resolution or the Voting Power Resolution. The Chairman intends to vote undirected proxies in favour of the
Security Issue Resolution, the Financial Assistance Resolution and the Amendment Resolution.
If the ﬁnal offer ratio under the Entitlement Offer is greater than one New Security for each Security held, then any proposed underwriter or sub-underwriter under
the Entitlement Offer may not vote on the Related Party Resolution.
All persons holding Securities at 10.00am (Melbourne time) on 9 December 2007 are entitled to vote on all other Resolutions, including SPI and any associates
of SPI.
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10.9.8. MAINTAINING SPI SECURITYHOLDING
Section 606 of the Corporations Act prohibits the acquisition of a relevant interest in securities in a listed Stapled Group by a person whose voting power is above
20% and, as a result of the proposed acquisition, that person’s voting power would increase. However, item 7 of section 611 of the Corporations Act permits such
an acquisition if it results from an issue such as the Entitlement Offer.
As at the date of this Explanatory Memorandum, the voting power of SPI in the Securities was 52.44%, with 1.44% of that voting power attributable to persons in
which a related party of SPI has voting power of more than 20%.
SPI intends to take up its pro rata rights offered under the Entitlement Offer and to apply for 51% of the Securities to be offered under the Institutional Placement,
subject to all conditions precedent in the SSPA being satisﬁed. SPI makes no commitment to underwrite any equity raising by SP AusNet in relation to the
Transaction.
Whilst it does not intentionally wish to produce this result, there is a possibility that SPI’s Securityholding in SPI may increase to more than 51% to the extent that
retail Securityholders do not take up Securities offered under the Entitlement Offer. Shareholder approval under section 611, Item 7 of the Corporations Act is being
sought for an increase in SPI’s Securityholding so that it may increase up to 60%. This will ensure that, if this incidental outcome results, no technical breach of
section 606 of the Corporations Act occurs.

10.10. ASX AND ASIC
ASX has granted the following waivers from the ASX Listing Rules and the following conﬁrmation in connection with the Meeting and the approvals being sought at
the Meeting and the decision whether or not to vote in favour of the Resolutions:
– conﬁrmation that ASX does not consider the Transaction to be a signiﬁcant change in the nature of the scale of the activities of SP AusNet within the scope of
ASX Listing Rule 11.1.2; and
– a waiver to allow the Entitlement Offer to be made at a ratio of greater than one Security of each Security held.
ASIC has given relief from item 7(b)(iii) and 7(b)(iv) of section 611 of the Corporations Act so that SP AusNet need only disclose in this Explanatory Memorandum
the maximum voting power that SPI (and SPI’s associates) would have (and the maximum increase in that voting power) as a result of their participation in the
Entitlement Offer and Institutional Placement.

10.11. CONSENTS AND DISCLAIMERS
The following persons have given and have not, before the date of this Explanatory Memorandum, withdrawn their consent to the inclusion of their respective
statements and reports (where applicable) noted next to their names and the references to those statements and reports in the form and context in which they are
included in this Explanatory Memorandum:
– Grant Samuel – in connection with its Independent Expert’s Report;
– Standard & Poor’s – in connection with references to credit ratings issued by it;
– KPMG Transaction Services (Australia) Pty Limited – in connection with the Investigating Accountant’s Report on the Director’s Forecasts and Financial Services
Guide; and
– KPMG – in connection with the Investigating Accountant’s Report Historical and Pro Forma Historical Financial Information.
Each person referred to in this section 10.11:
– does not make, or purport to make, any statement in this Explanatory Memorandum other than those statements referred to above in respect of that person’s
name (and as consented to by that person); and
– to the maximum extent permitted by law, expressly disclaims and takes no responsibility for any part of this Explanatory Memorandum other than as described
in this section with that person’s consent.
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11. GLOSSARY

AAM

Alinta Asset Management Pty Ltd (ABN 52 104 352 650).

AASB

Australian Accounting Standards Board.

ACCC

Australian Competition and Consumer Commission.

Acquired Businesses

the interests and rights in the assets of Alinta allocated to SPI under the Umbrella Agreement, which SP AusNet is proposing
to acquire from SPI (as described in section 5) through its acquisition of all of the issued share capital in SPIAA.

Acquisition Cost

has the meaning given in section 2.5 of this Explanatory Memorandum.

ActewAGL Distribution Partnership the Acquired Business described in section 5.4 of this Explanatory Memorandum.
Advanced Metering
Infrastructure or AMI

the government coordinated project to install new interval meters with two-way communications capabilities for all Victorian
electricity consumers from 2008.

AEMC

Australian Energy Market Commission.

AER

Australian Energy Regulator.

AFSL

Australian Financial Services Licence.

Agility Asset Management Business the asset management business operating under Agility Management Pty Ltd prior to the Alinta Scheme, the eastern states
operations of which form part of the Acquired Businesses.
AGL Assets

the assets acquired by Alinta under the AGL Merger.

AGL Merger

means the merger of Alinta 2000 Limited (087 857 001) with Alinta LGA Limited (052 167 405), which was implemented
by schemes of arrangement on 25 October 2006.

AGL/Alinta synergies

capital expenditure and operating cost savings resulting from the AGL Merger.

Alinta

Alinta Limited (ABN 11 119 985 590).

Alinta DEEGP Pty Ltd

Alinta DEEGP Pty Ltd (ABN 15 068 570 847).

Alinta DEGP Pty Ltd

Alinta DEGP Pty Ltd (ABN 77 006 919 115).

Alinta DEQP Pty Ltd

Alinta DEQP Pty Ltd (ABN 70 083 050 104).

Alinta DQP Pty Ltd

Alinta DQP Pty Ltd (ABN 97 083 050 284).

Alinta Group

Alinta and its subsidiaries.

Alinta Infrastructure Holdings

means the stapled entities comprising Alinta Infrastructure Limited, Alinta Infrastructure Investment Trust and Alinta
Infrastructure Trust.

Alinta Restructure Documents

the agreements and other documents pursuant to which the assets of the Alinta Group have been and are being transferred
to the entities nominated by SPI and Babcock & Brown under the Umbrella Agreement.

Alinta Scheme

has the meaning in section 10.1.1 of this Explanatory Memorandum.

Alinta Victorian electricity network the Acquired Business described in section 5.3 of this Explanatory Memorandum.
Amendment Resolution

Resolution 5 as set out in the Notice of Meeting.

APA Group

an ASX listed entity comprising Australian Pipeline Trust and APT Investment Trust.

APA Proceeds

The APA Proceeds represent SPI’s share of the proceeds in relation to an arrangement entered into between Alinta and the
APA Group which terminated certain operating service agreements between APA and Alinta. Under the terms of the SSPA,
the APA Proceeds are to SPI’s account and are excluded from the Transaction.

ASIC

Australian Securities and Investments Commission.

ASIC Relief

relief provided by ASIC from statutory or other obligations.

associate

has the meaning given in sections 10 to 17 of the Corporations Act.

ASX

ASX Limited (ABN 98 008 624 691).

ASX Listing Rules

the Listing Rules of ASX and any other rules of ASX which are applicable while the relevant entity is admitted to the ofﬁcial
list of ASX, each as amended or replaced from time to time, except to the extent of any express written waiver by ASX.

Australian Accounting Standards

the accounting standards made by the Australian Accounting Standards Board in accordance with the Corporations Act.

Babcock & Brown

Babcock & Brown Limited (ABN 53 108 614 955).

BB

Babcock & Brown International Pty Ltd (ABN 76 108 617 483).

BBI

Babcock & Brown Infrastructure Limited (ABN 61 100 364 234).

BBP

Babcock & Brown Power Limited (ABN 67 116 665 608).

BBW

Babcock & Brown Wind Partners Limited (ABN 39 105 051 616).

Bidco or bid vehicle

ES&L Pty Ltd (ABN 46 124 513 971).

Board or SP AusNet Board

the Board of Directors of SP AusNet.

Bridge Facility

the bridge ﬁnancing facility of $3,700 million described in section 10.8 of this Explanatory Memorandum.

Business Incentive Fee

has the meaning given in section 6.8.3 of this Explanatory Memorandum.

Capital Efﬁciency Incentive Fee

has the meaning given in section 6.8.3 of this Explanatory Memorandum.

Capital Works Management Fee

has the meaning given in section 6.8.3 of this Explanatory Memorandum.
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Carved-Out Financial Information

information prepared in relation to the Acquired Businesses for the eight month period ended 31 August 2007, and, as at
31 December 2006, and, as at 31 August 2007 compiled from the underlying books and records of the Acquired
Businesses.

CDP

The Central Depository (Pte) Limited.

Completion or Complete

completion of the acquisition of the Acquired Businesses by the parties to the SSPA.

Completion Date

the date on which Completion occurs, currently expected to be 21 December 2007.

Computershare

Computershare Investor Services Pty Limited (ABN 48 078 279 277).

Consortium

the consortium comprising SPI, Bidco, BBP, BBI and BBW.

Corporations Act

the Corporations Act 2001 (Cwlth) as amended.

CPI

Consumer price index.

CPI-X

the method of determining annual adjustments to regulated rates under which price controls for the regulatory period are
adjusted for in the following years by the rate of inﬂation (CPI) minus a percentage (the X-factor) set by the regulator.

Debt Facilities

the Bridge Facility and the Syndicated Facility.

Directors’ Forecast

has the meaning given in section 8.1 of this Explanatory Memorandum.

DMS

Data and Measurement Solutions Pty Ltd (ABN 73 097 962 395).

DUET

Diversiﬁed Utilities and Energy Trust.

Eastern States Asset Management the Acquired Business described in section 5.9 of this Explanatory Memorandum.
Businesses
EBIT

Earnings before interest and taxes.

EBITDA

Earnings before interest, taxes, depreciation and amortisation.

EGP or Eastern Gas Pipeline

the Acquired Business described in section 5.6 of this Explanatory Memorandum.

Entitlement Offer

the pro rata offer of New Securities to eligible Securityholders to partly fund the Transaction.

ESC

Victorian Essential Services Commission.

ESC Act

Essential Services Commission Act 2001 (Vic).

Existing SP AusNet Group

the Stapled Group as it exists prior to the Transaction.

Explanatory Memorandum

this document.

Financial Assistance Resolution

Resolution 4, a special resolution, as set out in the Notice of Meeting.

Financial Information

has the meaning given in section 7 of this Explanatory Memorandum.

Financial Performance Fee

has the meaning given in section 6.8.3 of this Explanatory Memorandum.

FIRB

Foreign Investment Review Board.

Forecast Period

the ﬁnancial years ending 31 March 2008 and 31 March 2009.

GIA

Gas Industry Act 2001 (Vic).

Grant Samuel

Grant Samuel & Associates Pty Limited (ABN 28 050 036 372).

Guarantees

has the meaning given in section 10.8.4 of this Explanatory Memorandum.

HIN

Holder Identiﬁcation Number.

Holding Costs

has the meaning given in section 10.3.2 of this Explanatory Memorandum.

Hybrid Offer

any offer of hybrid securities conducted for the purpose of raising funds for (or associated with) the reﬁnancing of any
bridging debt facilities.

ICRC

Independent Competition and Regulatory Commission.

Identiﬁcation Form

the form by that name which accompanies this Explanatory Memorandum, the purpose of which is to assist SP AusNet in
identifying Securityholders for the purposes of the Anti-Money Laundering and Counter-Terrorism Financing Act 2006
(Cwlth).

IMRO

interval meter rollout.

Independent Directors

Antonino (Tony) Mario Iannello, Martyn Kenneth Myer and Ian Andrew Renard. These three Directors of SP AusNet are
regarded as being independent of the Vendor of the Acquired Businesses (SPI) because none of them has any connection
with SPI other than being a Director of SP AusNet which is a 51% owned subsidiary of SPI. However, as stated in section
10.9.7, every Director of SP AusNet is deemed by the Corporations Act to be an associate of SPI because SP AusNet is a
subsidiary of SPI.

Independent Expert

Grant Samuel & Associates Pty Limited (ABN 28 050 036 372).

Independent Expert’s Report

the report prepared by the Independent Expert and set out in Appendix A of this Explanatory Memorandum.

Institutional Placement

any offer of New Securities to eligible institutional, professional and sophisticated investors to partly fund the Transaction.

International Financial Reporting
Standards

the International Financial Reporting Standards adopted by the International Accounting Standards Board.
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Investigating Accountant

KPMG (in relation to the Investigating Accountant’s Report on Historical Pro Forma Historical Financial Information) and
KPMG Transaction Services (Australia) Pty Ltd (in relation to the Investigating Accountant’s Report on the Director’s
Forecasts and Financial Services Guide).

Investigating Accountant’s Report
on the Director’s Forecasts and
Financial Services Guide

the report prepared by the Investigating Accountant and set out in Appendix C of this Explanatory Memorandum.

Investigating Accountant’s Report
on the Historical and Pro forma
Historical Financial Information

the report prepared by the Investigating Accountant and set out in Appendix B of this Explanatory Memorandum.

IPART

Independent Pricing and Regulatory Tribunal of NSW.

MAIFI

Momentary Average Interruption Frequency Index.

Management Services Agreement

has the meaning given in section 2.7.1 of this Explanatory Memorandum.

Management Services Charge

the charge to compensate SPIMS for remuneration and other employment expenses as described in section 2.7.1 of this
Explanatory Memorandum.

Meeting

the meeting of the Securityholders of SP AusNet to be held at The Auditorium, Melbourne Exhibition Centre, 2 Clarendon
Street, Southbank, Victoria, Australia at 10.00am (Melbourne time) on 11 December 2007, the notice of which is set out in
Appendix D of this Explanatory Memorandum.

National Gas Code

National Third Party Access Code for Natural Gas Pipeline Systems.

NEM

National Electricity Market.

NEMMCO

National Electricity Market Management Company.

Network Performance Fee

has the meaning given in section 6.8.3 of this Explanatory Memorandum.

New Security

a Security offered for subscription on the basis of, and under the terms of, the Entitlement Offer or the Institutional
Placement, as applicable.

New South Wales gas network

the Acquired Business described in section 5.2 of this Explanatory Memorandum.

New SP AusNet Group

the Stapled Group as it exists after the Transaction.

Non-associated Securityholders

the SP AusNet Securityholders who are not associated with SPI (for the purposes of the ASX Listing Rules and
Corporations Act).

Notice of Meeting

the notice of meeting set out in Appendix D of this Explanatory Memorandum.

NPAT

Net proﬁt after tax.

Offer Information Statement

the offer information statement to be issued by SP AusNet for the purposes of the Entitlement Offer and the Institutional
Placement in Singapore.

Po

Po is the term used to refer to the X-factor adjustment in the ﬁrst year of a given regulatory period, which reﬂects the
change in prices from the last year of the previous regulatory period to the ﬁrst year of the new regulatory period.

PDS

Product Disclosure Statement.

Performance Fee

the performance fee to incentivise SPIMS as described in section 2.7.1 of this Explanatory Memorandum.

PJ

Petajoule.

Prospectus and PDS

the document under which the Entitlement Offer will be made.

QGP or Queensland Gas Pipeline

the Acquired Business described in section 5.7 of this Explanatory Memorandum.

QIB

a “qualiﬁed institutional buyer” as deﬁned in Rule 144A of the US Securities Act, as amended.

Receipt Time and Date

5.00pm (Singapore time) on 5 December 2007.

Recoverable Costs

has the meaning in section 10.3.2 of this Explanatory Memorandum.

related party

has the meaning it has in the Corporations Act.

Related Party Resolution

Resolution 1 as set out in the Notice of Meeting.

Relevant Entity

has the meaning given in section 10.9.6 of this Explanatory Memorandum.

Resolutions

the Related Party Resolution, the Security Issue Resolution and the Voting Power Resolution (being the ordinary resolutions
relating to the Transaction set out in the Notice of Meeting) and the Amendment Resolution and the Financial Assistance
Resolution (being special resolutions relating to the Transaction set out in the Notice of Meeting).

Responsible Entity

SP Australia Networks (RE) Ltd (ABN 46 109 977 371).

SAIDI

System Average Interruption Duration Index.

SAIFI

System Average Interruption Frequency Index.

SEC

Securities and Exchange Commission, of the US.

Securities or Stapled Securities

stapled securities of SP AusNet, each consisting of one share in SP AusNet Transmission, one share in SP AusNet
Distribution and one unit in SP AusNet Finance Trust.

Security Issue Resolution

Resolution 2 as set out in the Notice of Meeting.

Securityholder or SP AusNet
Securityholder

a registered holder of Securities.
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Securityholding

the holding of Securities by a Securityholder.

Services Charge Reduction

the net savings achieved by SPIMS in delivering the services to SP AusNet as described in section 6.8.2 of this Explanatory
Memorandum.

SGX-ST

Singapore Securities Exchange Trading Limited.

SGX-ST Listing Manual

The listing manual of the SGX-ST.

SGXNET

a system network used by companies listed on SGX-ST to send information and announcements to SGX-ST.

S-Factor

regulatory revenue adjustment mechanism applied by the ESC that provides the electricity distribution network services
provider with a ﬁnancial reward or penalty for annual changes in electricity distribution network reliability performance.

SP AusNet

SP AusNet Transmission, SP AusNet Distribution, SP AusNet Finance Trust and their consolidated subsidiaries (or, where
the context refers to the Responsible Entity of SP AusNet Finance Trust, SP Australia Networks (RE) Ltd) (including, after
implementation of the Transaction, SPIAA and its subsidiaries).

SP AusNet Distribution

SP Australia Networks (Distribution) Ltd (ABN 37 108 788 245), incorporated in Australia on 21 April 2004.

SP AusNet Finance Trust

SP Australia Networks (Finance) Trust (ARSN 116 783 914), established in Victoria on 19 July 2004.

SP AusNet Transmission

SP Australia Networks (Transmission) Ltd (ABN 48 116 124 362), incorporated in Australia on 7 September 2005.

SPI

Singapore Power International Pte Ltd, a wholly-owned subsidiary of Singapore Power Limited.

SPIAA

SPI (Australia) Assets Pty Ltd (ABN 60 126 327 624) and, where applicable, its subsidiaries.

SPIEG

SPI Electricity & Gas Australia Holdings Pty Ltd (ABN 97 086 006 859).

SPIMS

SPI Management Services Pty Ltd (ABN 47 115 858 396).

SRN

Securityholder Reference Number.

SSPA

the Share Sale and Purchase Agreement between SPIAA, SP AusNet Transmission and SP AusNet Distribution dated
2 November 2007.

Stapled Group

SP AusNet Transmission, SP AusNet Distribution and SP AusNet Finance Trust (or, where the context refers to the
Responsible Entity of SP AusNet Finance Trust, SP Australia Networks (RE) Ltd).

subsidiary

has the meaning it has in Part 1.2, Division 6 of the Corporations Act.

Syndicated Facility

the syndicated loan facility of $2,500 million described in section 10.7 of this Explanatory Memorandum.

tax deferred distributions

a return of capital by SP AusNet Finance Trust which reduces the cost base of the units in SP AusNet Finance Trust for
capital gains purposes.

TGP

Tasmanian Gas Pipeline.

TJ

Terajoule.

Trade Practices Act

Trade Practices Act 1974 (Cwlth).

TransACT

the Acquired Business described in section 5.10 of this Explanatory Memorandum.

Transaction

the proposed acquisition by SP AusNet, through SP AusNet Transmission, of the Acquired Businesses in the manner and
on the terms (including associated amendments to the Management Services Agreement) described in this Explanatory
Memorandum.

Transaction Completion
Arrangement

has the meaning in section 10.9.6 of this Explanatory Memorandum.

Transaction Costs

has the meaning in section 10.3.2 of this Explanatory Memorandum.

Transaction synergies

capital expenditure and operating cost savings resulting from the merger of SP AusNet and the Acquired Businesses.

UED or United Energy Distribution

United Energy Distribution Holdings Pty Ltd (ABN 15 104 381 660).

Umbrella Agreement

the Umbrella Agreement between SPI, BB Space Cat Holdings Pty Ltd, BB and Bidco dated 23 March 2007 (as amended by
a deed between those parties dated 30 August 2007).

Unaccounted for Gas or UAFG

the quantity of gas measured as having entered the gas distribution system, but not measured as having been delivered to
customers.

Unallocated Liabilities

has the meaning in section 10.3.2 of this Explanatory Memorandum.

Underwriters

Morgan Stanley Australia Securities Limited, Goldman Sachs JBWere Pty Ltd and UBS AG, Australia Branch.

US

United States of America.

US Person

has the meaning given in Rule 902(k) under Regulation S of the US Securities Act.

US Securities Act

US Securities Act of 1933, as amended.

VENCorp

Victorian Energy Network Corporation, an instrumentality of the government of Victoria which is responsible for the planning
and augmentation of the shared electricity transmission system.

VicHub Interconnect Facility

the interconnect facility described in section 5.8 of this Explanatory Memorandum.

Voting Instruction Form

the form which accompanies this document to be used by persons whose Securities are listed on SGX-ST and deposited
with CDP to lodge voting instructions with CDP.

Voting Power Resolution

Resolution 3 as set out in the Notice of Meeting.

X-factor

the percentage factor used in the determination of annual adjustments to regulated rates.
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GRANT

SAMUEL

&

ASSOCIATES

LEVEL 19 GOVERNOR M ACQUARIE TOWER
1 F ARRER PL ACE SYDNEY NSW 2000
GPO BOX 4301 SYDNEY NSW 2001

5 November 2007

T: +61 2 9324 4211

/

F: +61 2 9324 4301

www.grantsamuel.com.au

The Directors
SP Australia Networks (RE) Ltd
as responsible entity for
SP Australia Networks (Finance) Trust
Level 31
2 Southbank Boulevard
Southbank VIC 3006

The Directors
SP Australia Networks (Transmission) Ltd
Level 31
2 Southbank Boulevard
Southbank VIC 3006

The Directors
SP Australia Networks (Distribution) Ltd
Level 31
2 Southbank Boulevard
Southbank VIC 3006

Dear Directors
Acquisition of the Alinta Assets
1

Introduction
On 31 August 2007, a consortium comprising Babcock & Brown International Pty Limited and Singapore
Power International Pte Ltd (“SPI”) (“the Consortium”) completed the acquisition of Alinta Limited
(“Alinta”). SPI is a wholly owned subsidiary of Singapore Power Limited, the largest electricity and gas
utility company in Singapore.
The Consortium is in the process of distributing the assets and liabilities of Alinta between its members.
Under this process SPI is to acquire various interests in a number of Alinta’s transmission and distribution
assets and the Alinta asset management business outside of Western Australia (the “Alinta Assets”). The
Alinta Assets comprise:





New South Wales Gas Distribution Network (“NSW Gas Network”);







a 34.1% interest in United Energy Electricity Distribution Network1 (“United Energy”);

Alinta Victorian Electricity Network (“Victorian Electricity Network”);
a 50% interest in ActewAGL Distribution Partnership (“ActewAGL Distribution”) including 7.6%
of TransACT;
Queensland Gas Pipeline;
Eastern Gas Pipeline;
VicHub Interconnect Facility (“VicHub”); and
Eastern States Asset Management2 (“Asset Management”).

SP AusNet is an Australian based 51% owned subsidiary of SPI. It listed on the Australian Securities
Exchange (“ASX”)3 in December 2005. SPI Management Services Pty Limited (“SPIMS”), a wholly
owned subsidiary of SPI, provides management services to SP AusNet. SP AusNet is a triple stapled
group and the boards of directors of each of the three entities are the same. At the time of SP AusNet’s
listing, SPI expressed its intention to invest in electricity and gas transmission and distribution growth
opportunities in Australia and New Zealand through SP AusNet.
On 20 September 2007, SP AusNet announced that it had agreed to acquire the Alinta Assets from SPI
(“the Transaction”). Under the terms of the Transaction:

1



SP AusNet will acquire all of the shares in the SPI subsidiary which owns the Alinta Assets;



SP AusNet will be entitled to the economic benefits and risks of the Alinta Assets from 1 September
2007;

Subject to claimed pre-emptive rights.

2

Transfer of control of part of Asset Management is subject to certain customer consents.

3

SP AusNet has a secondary listing on the main board of the Singapore Exchange Securities Trading Limited (“SGX-ST”).
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the consideration payable to SPI is a cash payment equal to $8,142 million less $975 million of
existing debt plus transaction costs incurred by SPI in developing and implementing the Alinta
transaction4;



the amount payable to SPI is subject to a number of adjustments as follows:
•

for adjustments arising under the Consortium agreement including adjustments to enterprise
values and SPI’s 65% share of unallocated liabilities and transaction costs;

•

for SPI’s holding costs from 1 September 2007 to completion. Holding costs represent SPI’s
financing costs and interest income forgone plus establishment and other fees incurred by SPI
prior to 1 September 2007;

•

for SPI’s transaction costs in excess of the current estimate of $133 million; and

•

if completion is delayed beyond the target date of 31 December 2007 SP AusNet is to pay SPI
a deferral fee calculated as 2% per annum of the enterprise value of the Alinta Assets from
31 January 2008;



the management services agreement between SP AusNet and SPIMS is to be amended to encompass
the Alinta Assets and the services that those businesses may require; and



SPI will provide no substantive warranties.

SP AusNet plans to fund the payment for the acquisition of the Alinta Assets (including transaction costs)
by way of a $3.0 billion equity raising and a $4.3 billion debt raising. The equity raising is planned to
include:



a non-renounceable pro-rata entitlement offer to eligible existing securityholders (“Entitlement
Offer”). In the event of an overall undersubscription, eligible securityholders will have the right to
elect to receive more securities than their entitlement. The institutional component of the
Entitlement Offer is to be underwritten; and



a placement of securities to eligible institutional and professional investors (“Institutional
Placement”). The Institutional Placement is to be underwritten.

The equity issues have not yet been underwritten and their exact and relative sizes (including pricing)
have not yet been determined and will only be determined closer to the time of the offering (which may
not be until after the securityholder meeting to approve the Transaction). In this regard, the board of
SP AusNet has decided that it will not issue securities for the equity raising at a price less than $1.10.
SPI intends (subject to obtaining relevant approvals) to take up its pro-rata rights under the Entitlement
Offer and to apply for 51% of the securities offered under the Institutional Placement (thereby
maintaining its interest in SP AusNet at a minimum of 51%)5.
The $4.3 billion debt raising will include a syndicated facility and a 12 month bridge facility. SP AusNet
has received signed letters of commitment (with attached term sheets) in respect of a $2.5 billion
syndicated facility and a $3.7 billion bridge facility (of which $1.9 billion and $2.5 billion respectively
will be used for the Transaction)6. It is intended that the bridge facility will be refinanced during 2008.
The elements of the Transaction are subject to the approval of SP AusNet stapled securityholders.
Securityholders will be asked to approve three ordinary resolutions and two special resolutions. Failure
to approve any of the resolutions will result in the Transaction not proceeding. SPI is not entitled to vote
on two of the ordinary resolutions (i.e. in relation to the related party aspects of the Transaction and in
relation to the potential increase in its voting power). In addition, if the Entitlement Offer ratio is greater
than 1 for 1 then any underwriter or sub-underwriter of the Entitlement Offer may also not vote on the
related party ordinary resolution.
4

5
6

SP AusNet’s total acquisition price is currently estimated at $8,322 million being the enterprise value of $8,142 million plus the
reimbursement of SPI’s transaction costs ($133 million) and transaction costs (including stamp duty) incurred directly by SP AusNet
($47 million). Costs associated with the capital raising ($50 million) are to be offset against the amount of equity or debt raised (as the
case may be).
Depending on the extent to which retail securityholders subscribe to the Entitlement Offer, SPI’s interest may exceed 51%.
The bridge facility will be used to temporarily fund any amount required to cover the proceeds of the retail component of the
Entitlement Offer which will not close under early 2008 and to fund any shortfall in the retail component of the Entitlement Offer.
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In addition to securityholder approval, the Transaction is conditional upon:



SP AusNet obtaining committed funding arrangements to underwrite the capital raising to fund the
acquisition of the Alinta Assets by the date of the securityholders meeting to approve the
Transaction; and



approval under the Foreign Acquisitions and Takeovers Act, 1995 (Cth).

If these conditions precedent are satisfied but SPI does not fully subscribe for its pro rata entitlement
under the Entitlement Offer and for 51% of the securities offered under the Institutional Placement, then
SP AusNet will not be required to complete the acquisition. The Transaction may also be terminated by
either SP AusNet or SPI without liability (apart from any breach prior to termination) if any condition is
not satisfied or waived by 28 February 2008.
The directors of SP AusNet have engaged Grant Samuel & Associates Pty Limited (“Grant Samuel”) to
prepare an independent expert’s report stating whether, in its opinion, the Transaction is fair and
reasonable to, and in the best interests of, the non associated securityholders for the purposes of Listing
Rule 10.1 and Section 208. A copy of the report is to accompany the Notice of Meeting and Explanatory
Memorandum (“the Explanatory Memorandum”) to be sent to securityholders by SP AusNet. This letter
contains a summary of Grant Samuel’s opinion and main conclusions.
2

Opinion
In Grant Samuel’s opinion, the Transaction is fair and reasonable to the non associated
securityholders and, therefore, in the best interests of those securityholders.

3

Summary of Conclusions
The acquisition of the Alinta Assets transforms SP AusNet into one of the largest energy infrastructure
owners in Australia. The acquisition meets a number of SP AusNet’s strategic objectives, providing
revenue diversification and enhancing its growth outlook without significantly increasing risk. Key
attractions for SP AusNet securityholders include the following:





the quality of the Alinta Assets;



the potential to capture substantial synergies through merging the asset management activities and
reducing duplication in corporate overheads; and



an enhanced growth profile and growth platform.

the Alinta Assets complement SP AusNet’s existing portfolio of assets;
the benefits of increased diversity of asset exposure (geographic mix, operational mix, regulatory
arrangements);

Grant Samuel has estimated the value of the Alinta Assets to be in the range of $7,485-8,365 million
(before deducting the $975 million of debt to be assumed). This is a standalone valuation of the Alinta
Assets and does not reflect any value for synergies and cost savings specific to SP AusNet. The value
attributed to the various operating businesses is an overall judgement having regard to a number of
valuation methodologies and parameters, including capitalisation of earnings or cash flows (multiples of
EBITDA and EBIT), discounted cash flow analysis and other measures commonly used in the energy
infrastructure sector (including multiples of regulated asset base and customer accounts). The valuation is
summarised below:
Alinta Assets - Valuation Summary ($ millions)

Transmission and Distribution
Asset Management
Corporate overheads
Value of operations
Other assets and liabilities
Ungeared value of Alinta Assets

Report
Section
Reference
8.3
8.4
8.5

Value Range
Low

High

6,050
1,900
(480)

6,650
2,100
(400)

8.6

7,470
15

8,350
15

7,485

8,365
Page 3
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As the price to be paid to SPI for the Alinta Assets of $8,142 million (before the debt to be assumed) is
within Grant Samuel’s value range, the purchase price represents fair value to SP AusNet. The purchase
price is at the top of Grant Samuel’s value range but this is justifiable given the strategic benefits of the
acquisition for SP AusNet and the level of cost savings and synergies expected (around $90 million per
annum by the year ending 31 March 2010). Other factors that are relevant to SP AusNet securityholders
in considering the financial terms of the Transaction include:



the price to be paid is effectively the same price paid by SPI under the Consortium arrangements;



the price paid by the Consortium for Alinta was the result of a competitive arm’s length process;



SPI will derive no profit or fees from the Transaction (unless completion is delayed beyond 31
January 2008 but that fee is not material); and



the reimbursement of SPI’s transaction and holding costs in relation to the Alinta Assets is
reasonable as:
•

SP AusNet would have incurred a similar level of transaction costs if it had participated
directly in the Consortium;

•

SPI’s participation in the Consortium was critical to the successful acquisition of Alinta. It is
unlikely that SP AusNet would have been able to participate in the Consortium on its own
account within the timeframe and structure of that transaction; and

•

SP AusNet is entitled to the economic benefits and risks of the Alinta Assets from 1 September
2007.

A number of other benefits for SP AusNet securityholders will result from the Transaction:



securityholders are expected to enjoy an uplift in distributions per security;



the larger market capitalisation and the position as a leading energy infrastructure owner should lead
to greater investor interest and analyst focus which should ultimately enhance share trading liquidity
although its restricted free float (due to SPI’s 51% interest) will continue to affect liquidity;



there is no change in control of SP AusNet despite an increase in SPI’s ownership interests
(depending on the participation of retail investors in the Entitlement Offer); and



there is no substantial increase in financial risk (except that the absolute quantum of indebtedness
has grown substantially).

The Transaction is to be funded by one of the largest capital raisings in the Australian capital markets in
the last year. The capital raising includes a $3.0 billion equity raising and a $4.3 billion debt raising.
SP AusNet has received signed letters of commitment (with attached term sheets) for the debt raising.
Therefore, the terms and pricing for the debt raising are, for practical purposes, determined (although
subject to movement in market interest rates and certain “out clauses”). In comparison, neither the
institutional component of the Entitlement Offer nor the Institutional Placement are currently
underwritten and the exact and relative sizes and the terms (including pricing) of the equity raising are not
yet determined and may not be “locked in” until after the securityholder meeting to approve the
Transaction. This is an unusual circumstance in the Australian capital markets and is a result of
SP AusNet being subject to Singaporean law in relation to the offering of securities.
The terms of the equity raising are important to existing securityholders as the placement will have a
dilutionary impact, involves significant cost and the Entitlement Offer is non-renounceable (i.e.
securityholders will receive no value for their entitlement). The financial implications of the Transaction
for securityholders have been presented in the Explanatory Memorandum based on a subscription price
for the equity raising of $1.20. An analysis of the implications for distribution based on a range of
pricing from $1.10 to $1.30 has also been presented. Furthermore, if any of the debt commitments or
underwriting arrangements (once entered into) are terminated prior to completion of the Transaction and
SPI fully subscribes for its pro rata entitlement under the Entitlement Offer and 51% of the Institutional
Placement, then SP AusNet may still be obliged to complete the purchase of the Alinta Assets with
implications for New SP AusNet’s forecast earnings.
Consequently, the outcome of the capital raising (both debt and equity) and the Transaction may be more
or less favourable for securityholders than that set out in the Explanatory Memorandum. However, the
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Board of SP AusNet has decided not to issue securities in the equity raising at a price of less than $1.10.
Therefore, in relation to price, downside risk for securityholders is limited. Furthermore, the Board
retains the ability to postpone or cancel the equity raising if not satisfied with the overall terms.
Securityholders should monitor the position in relation to the capital raising up until the date of the
meeting but, in view of the timing issues, there may be no greater certainty at that time.
There are a number of other costs, disadvantages and risks for securityholders including:



the decrease in earnings per security. However, distributions paid by SP AusNet are based on free
cash flow (not accounting profits) which are expected to increase;



the dilution in ownership interests of existing (non SPI) securityholders unless they are in a position
to participate in the Institutional Placement or they subscribe for more securities in the event of an
overall undersubscription;



the potential increase in SPI’s ownership interest above 51% (but to no more than 60%);



the potential for continued weakness in the SP AusNet security price as the capital raising is
digested by the market;



the possibility that SP AusNet’s future sharemarket rating may not appropriately reflect the growth
profile implicit in its business mix (from the acquisition of the higher growth asset management
business);



integration risk exists to the extent to which estimated costs savings and synergies are not achieved
or take longer to achieve or that issues during integration of the businesses may impact on
SP AusNet’s existing operations; and



regulatory uncertainty in relation to the separation of asset ownership and management may be
exacerbated by the intended integration of the asset management activities.

Furthermore, securityholders need to recognise that there will be complications for SP AusNet in relation
to management of its existing assets and future growth opportunities if the Transaction does not proceed
and SPI continues to own and/or manage the Alinta Assets while at the same time managing (and owning
a 51% interest in) SP AusNet.
In Grant Samuel’s opinion, these risks and disadvantages are not insignificant but do not outweigh the
benefits of the Transaction.
In summary, notwithstanding the relatively full price being paid for the Alinta Assets and the
uncertainties associated with the capital raising, Grant Samuel considers that non associated
securityholders are likely to be better off if the Transaction proceeds than if it does not.
4

Other Matters
This report is general financial product advice only and has been prepared without taking into account the
objectives, financial situation or needs of individual SP AusNet securityholders. Accordingly, before
acting in relation to their investment, securityholders should consider the appropriateness of the advice
having regard to their own objectives, financial situation or needs. Securityholders should read the
Explanatory Memorandum issued by SP AusNet in relation to the Transaction.
The decision of each securityholder as to whether to vote in favour of the Transaction is a matter for
individual securityholders based on each securityholder’s views as to value and future market conditions,
risk profile, liquidity preference, investment strategy, portfolio structure and tax position. In particular,
taxation consequences may vary from securityholder to securityholder. If in any doubt, securityholders
should consult an independent professional adviser.
The report does not address the investment merits of SP AusNet and New SP AusNet, make any
recommendation for securityholders in relation to their rights under the entitlement offer or address
factors relevant to any person participating in the capital raising including the provision of financial
accommodation to SP AusNet. Whether to buy, hold or sell securities in SP AusNet or New SP AusNet
(including participation in the Entitlement Offer or the Institutional Placement) or to provide financial
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accommodation to SP AusNet is a separate investment decision upon which Grant Samuel does not offer
an opinion. Securityholders should consult their own professional adviser in this regard.
Grant Samuel has prepared a Financial Services Guide as required by the Corporations Act, 2001. The
Financial Services Guide is included at the beginning of the full report.
This letter is a summary of Grant Samuel’s opinion. The full report from which this summary has been
extracted is attached and should be read in conjunction with this summary.
The opinion is made as at the date of this letter and reflects circumstances and conditions as at that date.

Yours faithfully
GRANT SAMUEL & ASSOCIATES PTY LIMITED
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Financial Services Guide

T: +61 2 9324 4211

/
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www.grantsamuel.com.au

Grant Samuel & Associates Pty Limited (“Grant Samuel”) holds Australian Financial Services Licence No. 240985 authorising it
to provide financial product advice on securities and interests in managed investments schemes to wholesale and retail clients.
The Corporations Act, 2001 requires Grant Samuel to provide this Financial Services Guide (“FSG”) in connection with its
provision of an independent expert’s report (“Report”) which is included in a document (“Disclosure Document”) provided to
members by the company or other entity (“Entity”) for which Grant Samuel prepares the Report.
Grant Samuel does not accept instructions from retail clients. Grant Samuel provides no financial services directly to retail
clients and receives no remuneration from retail clients for financial services. Grant Samuel does not provide any personal retail
financial product advice to retail investors nor does it provide market-related advice to retail investors.
When providing Reports, Grant Samuel’s client is the Entity to which it provides the Report. Grant Samuel receives its
remuneration from the Entity. In respect of the Report for SP AusNet in relation to the proposed acquisition of the Alinta Assets
from Singapore Power International Pte Limited (“SPI”) (“the SP AusNet Report”), Grant Samuel will receive a fixed fee of
$1,250,000 plus reimbursement of out-of-pocket expenses for the preparation of the Report (as stated in Section 9.3 of the
SP AusNet Report).
No related body corporate of Grant Samuel, or any of the directors or employees of Grant Samuel or of any of those related
bodies or any associate receives any remuneration or other benefit attributable to the preparation and provision of the Report.
Grant Samuel is required to be independent of the Entity in order to provide a Report. The guidelines for independence in the
preparation of Reports are set out in Regulatory Guideline 42 issued by the Australian Securities Commission (the predecessor
to the Australian Securities & Investments Commission) on 8 December 1993. The following information in relation to the
independence of Grant Samuel is stated in Section 9.3 of the SP AusNet Report:
“Grant Samuel and its related entities do not have at the date of this report, and have not had within the previous two years, any
shareholding in or other relationship with SP AusNet or SPI that could reasonably be regarded as capable of affecting its ability
to provide an unbiased opinion in relation to the Transaction. Grant Samuel advises that it:









prepared an independent expert’s report dated 2 July 2007 for Alinta shareholders in relation to the proposed acquisition
of Alinta by the Consortium;
prepared an independent expert’s report dated 4 December 2006 for AIH securityholders in relation to a takeover offer by
Alinta;
was appointed by AIH to prepare a review of certain aspects of a tax consolidation valuation of its initial assets in
September 2006. The fees involved were less than $30,000;
prepared independent expert’s reports dated 28 August 2006 for the shareholders of Alinta and AGL in relation to the
transaction to merge their respective infrastructure businesses and enter into a retail energy joint venture in Western
Australia;
commenced work on an independent valuation of AGL in April 2006 in relation to a takeover offer by Alinta. This
assignment was not completed and was terminated following the announcement of the Alinta/AGL merger on 26 April
2006;
prepared an independent expert’s report dated 13 February 2006 for AGL shareholders in relation to a transaction to
demerge AGL into two new listed entities by separating its retail and merchant energy assets from its infrastructure
assets; and
provided non-public independent reviews for an Australian institution in 2003 of the Aquila transaction (which
encompassed a series of transactions involving Aquila Inc, United Energy, AMP Henderson Global Investors and Alinta)
and of a third party valuation of Multinet Gas.

Grant Samuel commenced analysis for the purposes of this report in September 2007 prior to the announcement of the
Transaction. This work did not involve Grant Samuel participating in the setting the terms of, or any negotiations leading to, the
Transaction.
Grant Samuel had no part in the formulation of the Transaction. Its only role has been the preparation of this report.
Grant Samuel will receive a fixed fee of $1,250,000 for the preparation of this report. This fee is not contingent on the outcome
of the Transaction. Grant Samuel’s out of pocket expenses in relation to the preparation of the report will be reimbursed. Grant
Samuel will receive no other benefit for the preparation of this report.
Grant Samuel considers itself to be independent in terms of Regulatory Guideline 42 issued by the ASIC (previously known as
Australian Securities Commission) on 8 December 1993.”

Grant Samuel has internal complaints-handling mechanisms and is a member of the Financial Industry Complaints Services’
Complaints Handling Tribunal, No. F 4197.
Grant Samuel is only responsible for the Report and this FSG. Complaints or questions about the Disclosure Document should
not be directed to Grant Samuel which is not responsible for that document. Grant Samuel will not respond in any way that
might involve any provision of financial product advice to any retail investor.
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1

Terms of the Transaction
Background
On 31 August 2007, a consortium comprising Babcock & Brown International Pty Limited and Singapore
Power International Pte Ltd (“SPI”) (“the Consortium”) completed the acquisition of Alinta Limited
(“Alinta”). SPI is a wholly owned subsidiary of Singapore Power Limited, the largest electricity and gas
utility company in Singapore. Singapore Power Limited is wholly owned by Temasek Holdings (Private)
Limited (“Temasek”), an investment company whose sole shareholder is a body corporate constituted
under the Minister for Finance (Incorporation) Act, Chapter 183 of Singapore.
The Consortium is in the process of distributing the assets and liabilities of Alinta between its members.
Under this process SPI is to acquire interests in a number of Alinta’s transmission and distribution assets
and the Alinta asset management business outside of Western Australia (the “Alinta Assets”). The Alinta
Assets comprise:










New South Wales Gas Distribution Network (“NSW Gas Network”);
Alinta Victorian Electricity Network (“Victorian Electricity Network”);
ActewAGL Distribution Partnership1 (“ActewAGL Distribution”) (50%);
United Energy Electricity Distribution Network2 (“United Energy”) (34.1%);
Queensland Gas Pipeline;
Eastern Gas Pipeline;
VicHub Interconnect Facility (“VicHub”); and
Eastern States Asset Management3 (“Asset Management”).

SP AusNet is an Australian based 51% owned subsidiary of SPI. It listed on the Australian Securities
Exchange (“ASX”)4 in December 2005. SPI Management Services Pty Limited (“SPIMS”), a wholly
owned subsidiary of SPI, provides management services to SP AusNet. SP AusNet is a triple stapled
group that comprises SP Australia Networks (Transmission) Ltd (“SP AusNet Transmission”), SP
Australia Networks (Distribution) Ltd (“SP AusNet Distribution”) and SP Australia Networks (Finance)
Trust (“SP AusNet Finance Trust”) (for which SP Australia Networks (RE) Ltd (“SP AusNet RE”) acts as
responsible entity). The boards of directors of each of these entities are the same.
At the time of SP AusNet’s initial public offering in December 2005, SPI expressed its intention to invest
in electricity and gas transmission and distribution growth opportunities in Australia and New Zealand
through SP AusNet. Consequently, on 30 March 2007 SP AusNet announced that discussions had
commenced with SPI and that it was establishing a process to assess the opportunity to invest in the
Alinta Assets.
Overview of the Transaction
On 20 September 2007, SP AusNet announced that it had agreed to acquire the Alinta Assets5 from SPI
(“the Transaction”). Under the terms of the Transaction:

1
2

3

4
5

Including 7.6% of TransACT, a broadband communications network operator in Canberra and surrounding areas.
The 34.1% interest in United Energy has not yet been transferred within the Consortium as DUET, the co-owner of United Energy,
had claimed that pre-emptive rights under the United Energy shareholders’ agreement would be triggered if the proposed transactions
are effected allowing DUET to acquire the 34.1% interest for fair value. The Consortium and SP AusNet do not consider that the preemptive rights will be triggered. This matter remains under discussion between the parties. Arrangements have been put in place such
that a revenue stream which largely reflects the earnings from the interest is received by SPI. SP AusNet would receive the benefit of
those arrangements.
Asset Management includes a 50% interest in the Camellia Project and excludes the agreements with APA Group for services in
relation to the Moomba-to-Sydney Pipeline, Parmelia Gas Pipeline and associated infrastructure assets which were terminated under
separate arrangements on 2 October 2007. The transfer of control of part of Asset Management requires customer consents (including
from DUET, the majority owner of United Energy and Multinet Gas). Such consents are outstanding and subject to discussions
between the parties. Arrangements have been put in place such that a revenue stream which largely reflects the earnings of the
relevant component of Asset Management is received by SPI. SP AusNet would receive the benefits of those arrangements.
SP AusNet has a secondary listing on the main board of the Singapore Exchange Securities Trading Limited (“SGX-ST”).
Former Alinta management executives allocated to SPI under the Consortium agreement do not form part of the Alinta Assets and are
to be offered employment by SPIMS.
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SP AusNet will acquire all of the shares in the SPI subsidiary which owns the Alinta Assets;



the consideration payable to SPI is a cash payment equal to $8,142 million6 less $975 million of
existing debt7 plus transaction costs incurred by SPI in developing and implementing the Alinta
transaction (estimated at $133 million)8;



the amount payable to SPI is subject to a number of adjustments (as detailed in Section 10.3 of the
Explanatory Memorandum) as follows:

SP AusNet will be entitled to the economic benefits and risks of the Alinta Assets from 1 September
2007;

•

for adjustments arising under the Consortium agreement including adjustments to enterprise
values and SPI’s 65% share of unallocated liabilities and transaction costs;

•

for SPI’s holding costs from 1 September 2007 to completion (estimated at $165 million).
Holding costs represent SPI’s financing costs and interest income forgone plus establishment
and other fees incurred by SPI prior to 1 September 2007;

•

for SPI’s transaction costs in excess of the current estimate of $133 million; and

•

if completion is delayed beyond the target date of 31 December 2007 SP AusNet is to pay SPI
a deferral fee calculated as 2% per annum of the enterprise value of the Alinta Assets from
31 January 2008;



the management services agreement between SP AusNet and SPIMS is to be amended to encompass
the Alinta Assets and the services that those businesses may require. As a consequence, the
management services charge paid by SP AusNet (which effectively represents the remuneration cost
of senior management, see Section 4.3) will increase to take account of the additional management
personnel employed by SPIMS to manage the Alinta Assets. SP AusNet will receive the benefit of
any synergies derived by SPIMS in combining the management teams and it will also bear the costs
associated with those savings. The calculation basis for the performance fee is to be amended to
adjust the capital works management component such that it also applies to capital expenditure on
unregulated assets and acquisitions by New SP AusNet. However, the annual performance fee will
remain capped at 0.75% of market capitalisation; and



SPI will provide no substantive warranties in relation to the Alinta Assets. However, SPI has
provided access for SP AusNet to all of its due diligence materials in relation to the Alinta Assets
(subject to necessary confidentiality undertakings and, in some cases, non-reliance letters).

SP AusNet plans to fund the acquisition of the Alinta Assets (including transaction costs) by way of a
$3.0 billion equity raising and a $4.3 billion debt raising (the “Capital Raising”). The equity raising is
planned to include:



a non-renounceable pro-rata entitlement offer to eligible existing securityholders (“Entitlement
Offer”). In the event of an overall undersubscription, eligible securityholders will have the right to
elect to receive more securities than their entitlement. The institutional component of the
Entitlement Offer is to be underwritten; and



a placement of securities to eligible institutional and professional investors (“Institutional
Placement”). The Institutional Placement is to be underwritten.

The equity issues have not yet been underwritten and their relative and exact sizes (including pricing
terms) have not yet been determined and will only be determined closer to the time of the offering (which
may not be until after the securityholder meeting to approve the Transaction). In this regard, the Board of
SP AusNet has decided that it will not issue securities for the equity raising at a price of less than $1.10.
SPI intends (subject to obtaining relevant approvals) to take up its pro-rata rights under the Entitlement
Offer and to apply for 51% of the securities offered under the Institutional Placement (thereby
6
7
8

Equal to the enterprise value of the Alinta Assets except for the 34.1% interest in United Energy which is an equity value.
Incorporating the value of associated derivative instruments.
SP AusNet’s total acquisition price is currently estimated at $8,322 million being the enterprise value of $8,142 million plus the
reimbursement of SPI’s transaction costs ($133 million) and transaction costs (including stamp duty) incurred directly by SP AusNet
($47 million). Costs associated with the capital raising ($50 million) are to be offset against the amount of equity raised or debt raised
(as the case may be).
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maintaining its interest in SP AusNet at a minimum of 51%)9.
The $4.3 billion debt raising will include a syndicated facility and a 12 month bridge facility. SP AusNet
has received letters of commitment in respect of a $2.5 billion syndicated facility and a $3.7 billion bridge
facility (of which $1.9 billion and $2.4 billion respectively will be used to fund the Transaction)10. It is
intended that the bridge facility will be refinanced during 2008 by accessing local and international
capital markets. This refinancing may include a hybrid offering, senior bank facilities, bonds and other
debt capital markets instruments.
Approvals Required
The elements of the Transaction are subject to the approval of SP AusNet stapled securityholders.
Securityholders will be asked to approve three ordinary resolutions in relation to:



the related party aspects of the Transaction including:
•
the acquisition of the Alinta Assets from SPI pursuant to Listing Rule 10.1 of the ASX Listing
Rules and Section 208 of the Corporations Act, 2001 (“Corporations Act”);
•
the amendment of the Management Services Agreement pursuant to Section 208 of the
Corporations Act; and
•
the issue to SPI of securities up to such number that equals 51% of the Institutional Placement
and any other issue of securities conducted to fund the Transaction pursuant to Listing Rule
10.11 of the ASX Listing Rules;



the issue of new stapled securities under the Entitlement Offer, the Institutional Placement and the
possible hybrid offer pursuant to Listing Rule 7.1 of the ASX Listing Rules and Singaporean law;
and



the increase of SPI’s interest in SP AusNet as a direct result of SPI’s participation in any issue of
securities to fund the Transaction up to a maximum of 60% pursuant to Item 7 of Section 611 of the
Corporations Act;

Securityholders will also be asked to approve two special resolutions in relation to:



the provision of financial assistance that may result from the debt raisings and the giving of financial
guarantees by the SPI subsidiary which owns the Alinta Assets (and certain of its subsidiaries) in
respect of the syndicated debt facilities and other existing debt of SP AusNet pursuant to Section
260B(2) of the Corporations Act; and



the amendment of the SP AusNet Finance Trust constitution to enable the Entitlement Offer and
Institutional Placement.

Each of these resolutions is interdependent. Failure to approve any of the resolutions will result in the
Transaction not proceeding. SPI is not entitled to vote on the first ordinary resolution (i.e. in relation to
the related party aspects of the Transaction) or the third ordinary resolution (i.e. in relation to the potential
increase in its voting power). In addition, if the Entitlement Offer ratio is greater than 1 for 1 then any
underwriter or sub-underwriter of the Entitlement Offer may also not vote on the first ordinary resolution.
In addition to securityholder approval, the Transaction is conditional upon:



SP AusNet obtaining committed funding arrangements to underwrite the Capital Raising to fund the
acquisition of the Alinta Assets by the date of the securityholders meeting to approve the
Transaction; and



approval under the Foreign Acquisitions and Takeovers Act, 1995 (Cth).

If these conditions precedent are satisfied but SPI does not fully subscribe for its pro rata entitlement
under the Entitlement Offer and for 51% of the securities offered under the Institutional Placement, then
SP AusNet will not be required to complete the acquisition. The Transaction may also be terminated by
either SP AusNet or SPI without liability (apart from any breach prior to termination) if any condition is
not satisfied or waived by 28 February 2008.
9

10

Depending on the extent to which retail securityholders subscribe to the Entitlement Offer and if the Institutional Placement is not
underwritten and is not fully subscribed, SPI’s securityholding may increase to in excess of 51%.
The bridge facility will be used to temporarily fund any amount required to cover the proceeds of the retail component of the
Entitlement Offer which will not close under early 2008 and to fund any shortfall in the retail component of the Entitlement Offer.
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2

Scope of the Report
2.1

Purpose of the Report
The Transaction is subject to the approval of SP AusNet securityholders other than SPI (“the
non associated securityholders”) in accordance with:



Listing Rule 7.1 of the ASX Listing Rules (“Listing Rule 7.1”);



Listing Rule 10.1 of the ASX Listing Rules (“Listing Rule 10.1”);



Listing Rule 10.11 of the ASX Listing Rules (“Listing Rule 10.11”);



Section 208 of the Corporations Act (“Section 208”);



Section 260B(2) of the Corporations Act (“Section 260B(2)”); and



Item 7 of Section 611 of the Corporations Act (“Item 7 of Section 611”).

Listing Rule 7.1 prohibits, subject to a number of exceptions, a public entity from issuing equity
securities in excess of 15% of the existing equity securities on issue in any 12 month period. In
addition, under Singaporean law applicable due to SP AusNet’s secondary listing on SGX-ST,
securityholder approval for any issue of securities is required. In this regard, SP AusNet has
already obtained securityholder approval to issue up to 15% of securities per annum. However,
securities exceeding 15% of existing securities on issue are to be issued under the proposed equity
raising and it is possible that other securities (e.g. hybrid securities) may be issued in order to
refinance the bridge debt facility. Therefore, SP AusNet is seeking approval for the issue of
securities under the Entitlement Offer, the Institutional Placement and any subsequent hybrid
offer. An independent expert’s report is not required for the purpose of Listing Rule 7.1.
Listing Rule 10.1 prohibits an entity from acquiring an asset worth more than 5% of its net assets
from a related party without the prior approval of non associated securityholders. In this case, the
consideration to be paid for the Alinta Assets amounts to an acquisition of greater than 5% of
SP AusNet’s net assets of $2,652.6 million as at 31 March 2007 and the approval of non
associated securityholders is required. Listing Rule 10.10 requires the notice of meeting at which
such approval is sought to include an independent expert’s report stating whether the Transaction
is fair and reasonable having regard to the interests of non associated securityholders.
Listing Rule 10.11 prohibits, subject to a number of exceptions, an entity from issuing equity
securities to a related party or a person whose relationship to the listed entity or related party is
such that, in the opinion of the ASX, approval should be obtained. Therefore, in order for SPI to
participate in the Institutional Placement securityholder approval is required. An independent
expert’s report is not required for the purpose of Listing Rule 10.11.
Section 208 prohibits a public entity giving a financial benefit to a related party unless the giving
of the benefit is approved by securityholders or it falls within specified exceptions. The
Transaction involves the provision of financial benefits to SPI, a 51% securityholder, including the
payment of the consideration, transaction costs and holding costs and amendments to the
Management Services Agreement (including an increase in the management services charge).
Therefore, SP AusNet is seeking approval of non associated securityholders under Section 208 for
the giving of those financial benefits. An independent expert’s report is not required for the
purpose of Section 208.
Section 260B(2) prohibits an entity providing financial assistance to a person to acquire securities in
the entity unless the giving of the assistance is approved by securityholders or it falls within
specified exceptions. The Transaction involves the provision of financial assistance by the SPI
subsidiary which owns the Alinta Assets (and certain of its subsidiaries) in connection with the debt
raising and refinancing of existing debt. Therefore, SP AusNet is seeking approval of non
associated securityholders under Section 260B(2) for the giving of that financial assistance. An
independent expert’s report is not required for the purpose of Section 260B(2).
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Section 606 of the Corporations Act effectively prohibits a person from acquiring a relevant
interest in a public company where that person’s voting power increases from 20% or below to in
excess of 20% or, if that person already has voting power in excess of 20%, their voting power
would increase further, except in certain limited circumstances. Depending on the take up of the
Entitlement Offer by retail securityholders, SPI’s interest in SP AusNet may increase above 51%
and therefore breach Section 606. Item 7 of Section 611 allows non associated securityholders to
waive the Section 606 prohibition by passing a resolution in a general meeting. Consequently,
SP AusNet is seeking securityholder approval for any increase in SPI’s interest (up to a limit of
60%) that may result upon implementation of the Transaction. Item 7(b) of Section 611 requires
that securityholders voting pursuant to Item 7 of Section 611) be provided with a comprehensive
analysis of the proposed transaction. The directors of the entity may satisfy their obligations to
provide such an analysis by commissioning an independent expert’s report.
The directors of SP AusNet have engaged Grant Samuel & Associates Pty Limited (“Grant
Samuel”) to prepare an independent expert’s report stating whether, in its opinion, the Transaction
is fair and reasonable to, and in the best interests of, the non associated securityholders for the
purposes of Listing Rule 10.1 and Section 208. A copy of the report is to accompany the Notice of
Meeting and Explanatory Memorandum (“the Explanatory Memorandum”) to be sent to
securityholders by SP AusNet.
This report is general financial product advice only and has been prepared without taking into
account the objectives, financial situation or needs of individual SP AusNet securityholders.
Accordingly, before acting in relation to their investment, securityholders should consider the
appropriateness of the advice having regard to their own objectives, financial situation or needs.
Securityholders should read the Explanatory Memorandum issued by SP AusNet in relation to the
Transaction.
Approval or rejection of the Transaction is a matter for individual securityholders based on their
views as to value, their expectations about future market conditions and their particular
circumstances including risk profile, liquidity preference, investment strategy, portfolio structure
and tax position. Securityholders who are in doubt as to the action they should take in relation to
the Transaction should consult their own professional adviser.
2.2

Basis of Evaluation
The term “fair and reasonable” has no legal definition although over time a commonly accepted
interpretation has evolved. However, fair and reasonable has different meanings for different
regulatory purposes.
The assessment of whether a proposed transaction is fair and reasonable to non associated
securityholders for the purposes of Listing Rule 10.1 has, historically, involved a comparison of
the likely advantages and disadvantages for non associated shareholders if the proposed
transaction is implemented with the advantages and disadvantages to those shareholders if it is not.
In the absence of guidance from the ASX as to the meaning of the phrase “fair and reasonable”,
assessments for the purpose of Listing Rule 10.1 have been undertaken in accordance with
paragraphs 74.20-74.29 of ASIC Regulatory Guideline 74. These paragraphs implied that “fair
and reasonable” was a single concept to be judged in all the circumstances of the transaction. In
essence, the proposal will be “fair and reasonable” if the non associated shareholders are better off
if the proposal is implemented. They will be better off if the expected benefits to the
non associated shareholders outweigh the disadvantages that might result.
ASIC Regulatory Guideline 111 (issued 30 October 2007 and which replaced, amongst other
matters, paragraphs 74.20-74.29 of ASIC Regulatory Guideline 74) provides that an Item 7 of
Section 611 proposal involving the issue of shares to the vendor of a business should be analysed
as if it were a takeover bid (i.e. a distinction is to be drawn between the terms “fair” and
“reasonable”). In contrast, in relation to an Item 7 of Section 611 proposal involving the sale of
securities, ASIC Regulatory Guideline 111 requires an expert to provide an opinion as to whether
the advantages of the proposal outweigh the disadvantages (i.e. there is no mention of the phrase
“fair and reasonable”).
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In Grant Samuel’s opinion, the most appropriate basis on which to evaluate the Transaction for the
purposes of Listing Rule 10.1 is to assess its overall impact on SP AusNet securityholders and to
form a judgement as to whether the expected benefits to the non associated securityholders
outweigh any disadvantages that might result. As the requirement for approval under Item 7 of
Section 611 is technical (i.e. it comes about primarily because it is anticipated that the Entitlement
Offer will be conducted on an accelerated basis and, as a consequence, the exemption under Item
10 of Section 611 is not available), in Grant Samuel’s opinion, it is not appropriate to assess the
Transaction as a takeover bid in accordance with ASIC Regulatory Guideline 111. Accordingly,
Grant Samuel has assessed the Transaction for the purposes of Item 7 of Section 611 on the same
basis as Listing Rule 10.1 (i.e. to form a judgement as to whether the expected benefits to non
associated shareholders outweigh any disadvantages).
In forming its opinion as to whether the Transaction is fair and reasonable having regard to the
interests of the non associated securityholders, Grant Samuel has considered the following:









the terms of the Transaction;
the value of the Alinta Assets compared to the consideration to be paid by SP AusNet;
the impact on SP AusNet’s business, its market position and its risk profile;
the impact on the earnings, distributions and assets attributable to SP AusNet securityholders;
the likely impact on the market for SP AusNet stapled securities;
the impact on ownership and control of SP AusNet; and
any other benefits or disadvantages of the Transaction.

If the Transaction is fair and reasonable to the non associated securityholders, it will also be in the
best interests of those securityholders.
2.3

Sources of the Information
The following information was utilised and relied upon, without independent verification, in
preparing this report:
Publicly Available Information





the Explanatory Memorandum (including earlier drafts);
annual reports of SP AusNet for the two years ended 31 March 2007;
the prospectus and product disclosure statement dated 4 November 2005 in relation to the
initial public offering for SP AusNet (“IPO Prospectus”);



press releases, public announcements, media and analyst presentation material and other
public filings by SP AusNet including information available on its website;



brokers’ reports and recent press articles on SP AusNet and the energy and energy
infrastructure sectors;



sharemarket data and related information on Australian and New Zealand listed companies
engaged in the energy and energy infrastructure sectors and on acquisitions of companies and
businesses in this sector; and



information relating to the Australian energy and energy infrastructure sectors including
demand/supply forecasts and regulatory decisions and pronouncements.

Non Public Information provided by SP AusNet





management accounts for SP AusNet for the period five months to 31 August 2007;
long term financial models for certain of the Alinta Assets; and
other confidential documents, presentations and working papers.

Grant Samuel has also held discussions with, and obtained information from, senior management
of SP AusNet and its advisers and senior management of the Alinta Assets.
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2.4

Limitations and Reliance on Information
Grant Samuel believes that its opinion must be considered as a whole and that selecting portions of
the analysis or factors considered by it, without considering all factors and analyses together, could
create a misleading view of the process underlying the opinion. The preparation of an opinion is a
complex process and is not necessarily susceptible to partial analysis or summary.
Grant Samuel’s opinion is based on economic, sharemarket, business trading, financial and other
conditions and expectations prevailing at the date of this report. These conditions can change
significantly over relatively short periods of time. If they did change materially, subsequent to the
date of this report, the opinion could be different in these changed circumstances. However,
except as required by law, Grant Samuel has no obligation or undertaking to advise any person of
any change in circumstances which has come to its attention after the date of this report or to
review, revise or update its report or opinion.
This report is also based upon financial and other information provided by SP AusNet and its
advisers. Grant Samuel has considered and relied upon this information. SP AusNet has
represented in writing to Grant Samuel that to its knowledge the information provided by it was
complete and not incorrect or misleading in any material aspect. Grant Samuel has no reason to
believe that any material facts have been withheld or that the financial and other information
provided to it by SP AusNet and its advisers may in any way be incorrect or misleading.
The information provided to Grant Samuel has been evaluated through analysis, inquiry and
review to the extent that it considers necessary or appropriate for the purposes of forming an
opinion as to whether the Transaction is fair and reasonable having regard to the interests of the
non associated securityholders of SP AusNet for the purposes of Listing Rule 10.1 and
Section 208. However, Grant Samuel does not warrant that its inquiries have identified or verified
all of the matters that an audit, extensive examination or “due diligence” investigation might
disclose. While Grant Samuel has made what it considers to be appropriate inquiries for the
purposes of forming its opinion, “due diligence” of the type undertaken by companies and their
advisers in relation to, for example, prospectuses or profit forecasts, is beyond the scope of an
independent expert. In this context, Grant Samuel advises that:



SP AusNet has advised Grant Samuel that it has agreed to acquire the Alinta Assets on an “as
is where is” basis and no warranties in relation to the Alinta Assets will be provided by SPI
and that this is consistent with the basis upon which SPI acquired the Alinta Assets;



it is not in a position nor is it practicable to undertake its own “due diligence” investigation of
the type undertaken by accountants, lawyers or other advisers; and



it has therefore relied on the fact that SP AusNet:
•

has confirmed to Grant Samuel that the directors of SP AusNet are satisfied with the
results of the due diligence process that has been undertaken by it and its advisers; and

•

has obtained review opinions in relation to the financial information set out in the
Explanatory Memorandum:

-

the Investigating Accountant’s Report prepared by KPMG on the historical and
pro forma historical financial information of SP AusNet, the Alinta Assets and
New SP AusNet which is set out as Appendix B to the Explanatory Memorandum;
and

-

the Investigating Accountant’s Report prepared by KPMG Transaction Services
(Australia) Pty Limited (“KPMG Transaction Services”) on the forecast financial
information for SP AusNet, the Alinta Assets and New SP AusNet which is set out
as Appendix C to the Explanatory Memorandum.

Accordingly, this report and the opinions expressed in it should be considered more in the nature
of an overall review of the anticipated commercial and financial implications rather than a
comprehensive audit or investigation of detailed matters.
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An important part of the information used in forming an opinion of the kind expressed in this
report is comprised of the opinions and judgement of management. This type of information was
also evaluated through analysis, inquiry and review to the extent practical. However, such
information is often not capable of external verification or validation.
Preparation of this report does not imply that Grant Samuel has audited in any way the
management accounts or other records of the Alinta Assets or SP AusNet. It is understood that the
accounting information that was provided by SP AusNet was prepared in accordance with
generally accepted accounting principles and in a manner consistent with the method of
accounting in previous years (except where noted).
The information provided to Grant Samuel by SP AusNet included:



the pro forma historical income statements before interest and tax for the two years ending
31 March 2006 for SP AusNet (the “SP AusNet Historicals”);



the forecast financial information for SP AusNet for the two years ending 31 March 2009
(the “SP AusNet Forecast”);



the financial position as at 31 August 2007 for SP AusNet (the “SP AusNet Financial
Position”);



the pro forma historical income statements before interest and tax for the two years ended 31
December 2006 and the eight months ended 31 August 2007 (the “Alinta Assets
Historicals”);



the pro forma financial position as at 31 December 2006 and 31 August 2007 for the Alinta
Assets (the “Alinta Assets Financial Position”);



the pro forma forecast financial performance of the Alinta Assets for the two years ending
31 March 2009 (the “Alinta Assets Forecast”);



the pro forma historical income statement before interest and tax for New SP AusNet for the
year ended 31 March 2007 assuming the Transaction was implemented on 1 April 2006 (the
“New SP AusNet Historicals”);



the pro forma and statutory forecast income statement for New SP AusNet for the year
ending 31 March 2008 and the forecast income statement for the year ending 31 March 2009
(the “New SP AusNet Forecasts”); and



the pro forma financial position of New SP AusNet as at 31 August 2007 assuming the
Transaction was implemented on 31 August 2007 (the “New SP AusNet Financial Position”).

SP AusNet is responsible for this financial information. Grant Samuel has used and relied on this
financial information for the purposes of its analysis. Grant Samuel has not investigated this
financial information in terms of the reasonableness of the underlying assumptions, accuracy of
compilation or application of assumptions. However, Grant Samuel considers that, based on the
inquiries it has undertaken and only for the purposes of its analysis for this report (which do not
constitute, and are not as extensive as, an audit or accountant’s examination), there are reasonable
grounds to believe that the financial information has been prepared on a reasonable basis. In forming
this view, Grant Samuel has taken the following factors, inter alia, into account:
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the SP AusNet Historicals, SP AusNet Financial Position, the Alinta Assets Historicals, the
Alinta Assets Financial Position, the New SP AusNet Historicals and the New SP AusNet
Financial Position have been subject to review by KPMG and its opinion is set out in the
letter included as Appendix B to the Explanatory Memorandum;



the SP AusNet Forecast, the Alinta Assets Forecast and the New SP AusNet Forecast have
been subject to review by KPMG Transaction Services and its opinion is set out in the letter
included as Appendix C to the Explanatory Memorandum;



the SP AusNet and New SP AusNet financial information has been endorsed by the directors
of SP AusNet; and



SP AusNet and the Alinta Assets have sophisticated management and financial reporting
processes. The prospective financial information has been prepared through a detailed
budgeting process involving preparation of “ground up” forecasts by management and is
subject to ongoing analysis and revision to reflect the impact of actual performance or
assessments of likely future performance. In any event, SP AusNet’s businesses and the
Alinta Assets are well established and generate relatively predictable earnings and cash
flows.

The information provided to Grant Samuel also included longer term management projections for
certain of the Alinta Assets and longer term projections for SP AusNet and New SP AusNet
(collectively the “Projections”). SP AusNet is responsible for the Projections. Grant Samuel has
not relied on the Projections for the purposes of its report but has used this information in
developing financial models for certain of the Alinta Assets as discussed in Section 7 of this
report. However, Grant Samuel has not had access to the flexible financial models for the Alinta
Assets originally prepared by the financial advisers to SPI in the course of the Consortium’s
acquisition of Alinta (and subsequently modified by SP AusNet and its financial adviser) as SPI’s
financial adviser has not given SP AusNet consent to do so.
Grant Samuel has no reason to believe that the financial information provided by SP AusNet reflects
any material bias, either positive or negative. However, the achievability of the forecast financial
information is not warranted or guaranteed by Grant Samuel. Future profits and cash flows are
inherently uncertain. They are predictions by management of future events that cannot be assured
and are necessarily based on assumptions, many of which are beyond the control of the company
or its management. Actual results may be significantly more or less favourable.
As part of its analysis, Grant Samuel has reviewed the sensitivity of net present values to changes
in key variables. The sensitivity analysis isolates a limited number of assumptions and shows the
impact of the expressed variations to those assumptions. No opinion is expressed as to the
probability or otherwise of those expressed variations occurring. Actual variations may be greater
or less than those modelled. In addition to not representing best and worst outcomes, the
sensitivity analysis does not, and does not purport to, show the impact of all possible variations to
the business model. The actual performance of the business may be negatively or positively
impacted by a range of factors including, but not limited to:



changes to the assumptions other than those considered in the sensitivity analysis;



greater or lesser variations to the assumptions considered in the sensitivity analysis than those
modelled; and



combinations of different variations to a number of different assumptions that may produce
outcomes different to the combinations modelled.

In forming its opinion, Grant Samuel has also assumed that:



matters such as title, compliance with laws and regulations and contracts in place are in good
standing and will remain so and that there are no material legal proceedings, other than as
publicly disclosed;



the information set out in the Explanatory Memorandum sent by SP AusNet to its
securityholders is complete, accurate and fairly presented in all material respects;



the publicly available information relied on by Grant Samuel in its analysis was accurate and
not misleading;



the Transaction will be implemented in accordance with its terms; and



the legal mechanisms to implement the Transaction are correct and will be effective.

To the extent that there are legal issues relating to assets, properties, or business interests or issues
relating to compliance with applicable laws, regulations, and policies, Grant Samuel assumes no
responsibility and offers no legal opinion or interpretation on any issue.

Page 9

SP AUSNET EXPLANATORY MEMORANDUM

139

APPENDIX A – INDEPENDENT EXPERT’S REPORT CONTINUED

3

Energy Industry Overview
Overview
Energy consumption in Australia is expected to continue to grow in the foreseeable future driven by a
number of factors including general economic growth, population growth, growth in new housing,
increasing installation and usage of air conditioners and growth in other electrical appliances sales.
In summary, the segments of, and services to, the electricity and gas sectors can be depicted as follows:

Energy Industry Structure

Gas

Electricity

Generation/Wholesale

Transmission

Distribution

Retail

Power plants generate
electricity for supply to the
Australian electricity markets

Transmission networks
transport electricity from
generators to population
centres

Low voltage electricity is
distributed via a network of
poles and wires to consumer
sites

Residential, commercial and
industrial consumers buy
electricity from retailers

Onshore and offshore gas
fields are drilled to access gas
reserves

Large high pressure pipelines
carry gas from the gas fields
to key markets

Gas is distributed via a
network of low pressure
pipelines to consumer sites

Residential, commercial and
industrial consumers buy gas
from retailers

Services
Design, construct, operate, maintain and manage electricity and gas infrastructure

Source: Grant Samuel

SP AusNet’s assets and the Alinta Assets include energy transmission and distribution assets and energy
infrastructure services. The remainder of this section provides an overview of these segments of the
energy industry and the regulatory environment.
Regulatory Environment
Historically, Australia’s energy sector comprised state based enterprises. It is only in recent decades that,
as a consequence of economic and legislative changes, the energy sectors have become more integrated.
However, as the management of energy resources, production and supply of energy and stability of
energy markets are critical to the economy, the energy sector has historically been the subject of
substantial regulation. The regulatory environment is currently undergoing reform.
On 30 June 2004, the Australian Government and each of the states and territories agreed to redesign the
regulatory functions for the energy sector and establish two new national regulatory bodies: the
Australian Energy Market Commission (“AEMC”), responsible for rule making and market development,
and the Australian Energy Regulator (“AER”), responsible for monitoring and regulating electricity and
gas transmission and distribution networks and retail markets.
The AER is part of the Australian Competition and Consumer Commission (“ACCC”) and its formation
has drawn on experienced regulatory personnel from both the ACCC and the state based regulators.
Regulation of electricity and gas transmission networks was handed over to the AER during 2005 and
regulation of electricity and gas distribution networks is to be handed over to the AER in January 2008.
Western Australia has currently opted not to transfer regulatory responsibility for its energy markets to
the AER. However, it is expected that the AER will be the sole regulator for the electricity and gas
sectors nationally by 2010.
Electricity Transmission and Distribution
Electricity is generated by energy extracted from sources such as coal and gas combustion, nuclear
fission, running water and wind. Australia is currently heavily reliant upon coal power with gas and
hydro power providing most of the remaining generation.
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Prior to industry reforms in the 1990s, the Australian electricity sector generally consisted of state owned,
vertically integrated electricity enterprises. During the 1990’s a number of states disaggregated these
enterprises with a view to establishing competitive generation and retail sectors and regulated (price and
access) monopoly transmission and distribution network assets. Since the 1990’s Victoria, New South
Wales, the Australian Capital Territory, South Australia, Queensland and Tasmania progressively
established an interconnected National Electricity Market (“NEM”) which has resulted in the formation of
a competitive wholesale spot market. The NEM has a total generation capacity of in excess of 42 GW11.
Western Australia and the Northern Territory are not expected to join the NEM in the near future due to
geographical and physical constraints.
Electricity is transmitted via high voltage transmission lines to population centres where it is delivered to
customers via local distribution networks. The transmission network of the NEM operates as a connected
system (with high voltage interconnector cables running between states) whereas the transmission
networks of the Northern Territory and Western Australia are isolated systems. In Australia, transmission
lines are primarily owned by state government entities, except in Victoria where SP AusNet owns the
electricity transmission network and South Australia where Electranet Pty Limited owns and operates the
electricity transmission network. In addition, DirectLink and Murraylink (two major interconnector
cables) are owned by APA Group and another interconnector cable (Basslink) is owned by CitySpring
Infrastructure Trust (a Singaporean entity). There is a greater proportion of private ownership of
distribution networks with the major private owners being SP AusNet and Spark.
Electricity transmission lines and distribution networks are subject to substantial monitoring and
economic regulation. Transmission line owners charge regulated tariffs to distributors, who in turn
charge regulated tariffs to retailers and other wholesale electricity purchasers.
The current (and expected under AER) regulatory regime provides for periodic reviews under which the
regulator assesses the terms of network access proposed by the network operator and can approve or vary
the terms. A “building block” approach is used by which tariffs in access arrangements are based on the
estimated efficient costs of providing the services including operating and maintenance costs,
depreciation and a return on assets calculated by reference to a weighted average cost of capital applied to
a regulated asset base. This process determines an appropriate level of revenue for the asset, which is
then used to fix transmission or distribution reference tariffs for the period. In this way, asset owners are
incentivised to improve efficiency and thereby retain profits earned by outperforming the forecasts of
costs and volumes on which the regulatory tariffs were based. However, any change in demand or cost
efficiency will be taken into account at the next regulatory review, potentially reducing the tariff.
Gas Transmission and Distribution
Australia has extensive reserves of natural gas. The largest reserves are off the north west Australian
coast and in the Timor Sea. Eastern state reserves are estimated to amount to between 20-30 years of
supply at current production levels although considerable potential remains to develop new reserves (e.g.
Gippsland Basin, Otway Basin). Australian domestic consumption of gas is forecast to grow at 2.5% per
annum out to 2030. With eastern market demand projected to outstrip local supply from 2013 alternative
sources of gas are important in eastern Australia. To this extent, given the large coal resources in eastern
Australia, coal seam methane represents a growing source of gas. It is also anticipated that, in the future,
significant gas reserves may be accessed from Papua New Guinea, off the north west Australian coast and
in the Timor Sea (although significant capital expenditure will be required to deliver this gas to the
eastern seaboard).
Large scale commercial gas usage in Australia commenced in the early 1970’s and, as most Australian
production fields are located in areas remote from major retail load centres, a high pressure pipeline
infrastructure network was developed to bring gas to market. Gas distribution networks connect with the
transmission system to distribute gas to the premises of residential, commercial and industrial customers.
Large industrial users may connect directly to the high pressure transmission network.

11

GW = gigawatts (i.e. 1,000 MW)
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Initially the major Australian gas markets were supplied from single production basins via sole purpose
monopoly pipelines. However, in the last 20 years, expenditure on pipeline infrastructure and the
discovery of new gas reserves has seen the development of an integrated natural gas market in south east
Australia and the extension of gas supply into Tasmania. Planning work is currently underway for a
transmission pipeline to connect the transmission network in Queensland with those in the south east.
The transmission network of the Northern Territory may eventually be connected to the eastern network
via Queensland. Although Western Australia remains isolated from this integrated network, the
development of its natural resources has led it to become the largest market for natural gas in Australia.
As a result of industry reforms over the last decade, all major gas transmission pipelines and the majority
of gas distribution networks in Australia are now owned by the private sector. As transmission and
distribution networks generally have natural monopoly characteristics, they are subject to a regulatory
regime to ensure non discriminatory third party access. The major owners of Australian gas transmission
pipelines include APA Group, Hastings Diversified Utilities Fund (“HDUF”), Diversified Utility and
Energy Trusts (“DUET”) and the Consortium (although these assets are to be split between parties to the
Consortium). The major owners of Australian gas distribution networks include DUET and Envestra
Limited (“Envestra”) and the Consortium.
The regulatory regime for natural gas transmission pipelines and distribution networks in Australia is
detailed in the Gas Access Regime (“GAR”) and is given effect by legislation in each state and territory
enacting the National Third Party Access Code for Natural Gas Pipeline Systems (“Gas Code”).
Regulatory responsibility for all gas transmission assets (except for Western Australia) was transferred to
the AER in mid 2005. Regulatory responsibility for gas distribution networks (except for Western
Australia) is to be transferred to the AER by January 2008.
Gas pipelines and networks can be “covered” or “uncovered” under the Gas Code according to the
application of statutory criteria. Owners of covered pipelines must submit access arrangements (i.e. the
provisions under which access to a pipeline can be granted) and periodic revisions to their arrangements
for approval by regulators. Access arrangements generally include reference tariffs for the services to be
offered and are approved for a period of time (typically five years) after which they are reviewed. In
Queensland, however, pipeline tariffs have been derogated for a period and are not subject to review until
the end of the derogation period applicable to the specific pipeline. Uncovered pipelines are free to
determine prices and other terms and conditions on a commercial basis (subject to the general anticompetitive provisions of the Trade Practices Act, 1974 (Cth)).
Reference tariffs in access arrangements are based on a building blocks approach. Tariffs are based on
estimated efficient costs of providing the services including operating and maintenance costs,
depreciation and a return on assets calculated by reference to a weighted average cost of capital applied to
a regulated asset base. Gas network owners are incentivised to improve cost efficiency and grow demand
over each regulatory review period.
A recent decision of the Supreme Court of Victoria (presently subject to appeal) has raised the possibility
that managers of regulated gas distribution assets may be required to be licensed and therefore lodge
access arrangements under the Gas Code. This decision may have implications for the operating structure
of the energy infrastructure sector.
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4

Profile of SP AusNet
4.1

Background
SP AusNet is a triple stapled group established to invest in energy and utility assets and businesses
in Australia and New Zealand. It was formed by SPI in October 2005 and listed on the ASX on 14
December 2005 (with a secondary listing on the SGX-ST) with SPI retaining a 51% interest. Prior
to the announcement of the Transaction, SP AusNet had a market capitalisation of approximately
$2.9 billion.
SP AusNet currently owns and operates regulated electricity transmission and electricity and gas
distribution assets in Victoria. The three businesses that comprise SP AusNet were acquired by
Singapore Power Limited in the 2000-2004 period and since then have experienced steady demand
growth.
The objective of SP AusNet is to provide stapled securityholders with stable and predictable
distributions structured on a tax-efficient basis. Each stapled security in SP AusNet comprises one
share in SP AusNet Transmission, one share in SP AusNet Distribution and one unit in SP AusNet
Finance Trust. The shares and unit are “stapled” to each other and trade on the stockmarket as a
single security. Within the group structure, SP AusNet Transmission and SP AusNet Distribution
own and operate the businesses and SP AusNet Finance Trust finances the companies. This
structure enables securityholders to receive cash distributions in excess of accounting profits in the
form of pre-tax interest income, franked dividends and capital returns.
SP AusNet is managed by SPIMS, a wholly owned subsidiary of SPI. The agreements covering
the provision of services to SP AusNet are summarised in Section 4.3 of this report.

4.2

Business Operations
SP AusNet’s operations consist of the businesses at listing (i.e. no acquisitions or divestments have
occurred since then) as follows:

SP AusNet – Operations

Electricity

SP AusNet

Transmission

Distribution

Services

SP AusNet
Transmission Network

SP AusNet
Electricity Network

DMS
Telecommunications
Services

Water

Gas

Technical Services

SP AusNet
Gas Network

DMS

DMS

Source: Grant Samuel

SP AusNet’s businesses are:



SP AusNet Transmission: which is the owner and manager of almost all of the high voltage
electricity transmission network in Victoria. The network is approximately 6,548 kilometres
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in length and in the year ended 31 March 2007 carried 51,815 GWh12 of electricity. The
business earns regulated revenue from annual network and connection charges and from
network availability and reliability incentive payments, returns on capital expenditure for
electricity transmission customer works (“excluded services”) and other revenue including
leasing access to its infrastructure for third party equipment (e.g. telecommunications
antennae). The current regulatory period ends on 31 March 2008 and negotiations are
underway with the AER for the five year period from 1 April 2008 (although SP AusNet has
requested a six year regulatory period). The regulated asset base for the network at 31 March
2007 was $2.2 billion (in nominal terms); and



SP AusNet Distribution: which is the owner and operator of two energy distribution
networks in Victoria:
•

Electricity Distribution: the network distributes electricity to over 589,392 customer
connections over an area of approximately 80,000 square kilometres. It is one of five
licenced electricity distribution networks in Victoria. The network includes major
population growth corridors on the eastern outskirts of Melbourne and eastern Victoria.
In the year ended 31 March 2007 the network distributed 7,436 GWh of electricity.
The business earns regulated distribution network charges from electricity retailers,
customer contributions (i.e. some of the costs of building new distribution assets),
excluded services (including fees for meter reading, meter data management) and other
revenue (including charges to other distribution businesses for shared use of assets).
The current regulatory period commenced on 1 January 2006. The regulated asset base
for the network at 31 March 2007 was $1.5 billion (in nominal terms).
The Victorian Government has determined that customer electricity meters are to be
replaced with “smart meters” beginning in 2008. Smart meters enable remote meter
reading, improved fault reporting and allow retailers to apply differential tariffs for
different times of the day. The rollout involves significant capital expenditure and is
subject to an additional round of regulatory negotiation. The Victorian Essential
Services Commission is expected to publish its framework for formulating price
controls for metering in November 2007; and

•

Gas Distribution: the network is one of three licenced gas distribution networks in
Victoria and comprises 9,076 kilometres of distribution mains. It distributes gas to
523,458 customer connections over an area of approximately 60,000 square kilometres
in central and western Victoria. It also owns 183 kilometres of transmission pipelines.
The network spans some of the major growth areas in Melbourne and its surrounding
areas. In the year ended 31 March 2007 the network distributed 71.7 PJ13 of gas.
The business earns regulated distribution network charges from gas retailers and some
large distribution customers, customer contributions, excluded services and other
revenue. The current regulatory period ends on 31 December 2007 and negotiations
with the Victorian Essential Services Commission are underway for gas access
arrangements for the five years commencing 1 January 2008. The regulated asset base
for the network at 31 March 2007 was $1.0 billion (in nominal terms).

SP AusNet Distribution also operates Data and Measurement Solutions (“DMS”), a metering
business which provides meter data agency, meter provisioning, franchise data and network
new connections services.
DMS provides services to both SP AusNet and other
infrastructure owners both in the energy sector and the water industry.
SPIMS provides SP AusNet with management services as described in Section 4.3. SP AusNet
directly employs approximately 1,200 people, the majority of which are involved in operating and
servicing the transmission and distribution networks although it does have some arrangements
whereby outside parties provide services to its operations.

12
13

GWh = gigawatt hours
PJ = petajoules
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SP AusNet’s strategy is to grow its existing assets organically and to seek acquisitions. Each of its
existing assets is strategically located to benefit from the growth in demand both as a result of
increased energy usage and population growth. In addition, SP AusNet is seeking to:

4.3



leverage its existing assets and capabilities to create new unregulated revenue streams (e.g.
third party operation and servicing of energy infrastructure, expansion of DMS’s business,
leasing access to its infrastructure to the telecommunications sector and the provision of
testing and diagnostic services to the electricity industry); and



acquire infrastructure assets in Australia and New Zealand (such as the Alinta Assets).

Relationship with SPI
SP AusNet is closely associated with SPI both through ownership and contractual arrangements.
On listing SPI retained a 51% interest in SP AusNet and currently controls the SP AusNet boards
with only three of the eight non-executive directors considered independent and the Managing
Director an employee of SPIMS.
SPIMS has entered into agreements to manage SP AusNet. SPIMS personnel are currently
engaged predominantly in managing SP AusNet. However, under the Management Services
Agreement, SPIMS may also provide services to third parties. In summary the arrangements are:
SP AusNet – Operating Arrangements
Agreement

Purpose

Term

Fees

Management Services
Agreement (with
SP AusNet
Transmission and
SP AusNet
Distribution)

Governs the provision of
management services to
SP AusNet. SPIMS employs the
senior executive team and staff
and provides all management
services including:

10 years from
1 October 2005
(options to renew
for two further 10
year periods held by
SP AusNet
Transmission and
SP AusNet
Distribution)14

Management Services
Charge: $21.3 million per
annum15 adjusted by CPI plus
3% at the end of each financial
year. Subject to review by
Board every 5 years (first
review 1 April 2011). Payable
monthly in advance.











RE Management
Services Agreement
(with SP AusNet RE)

employee and business
management
evaluation of business
opportunities
regulatory compliance and
relations
financial and accounting
management
management of IT
management and
coordination of maintenance
and engineering services
public and investor relations
legal and company secretarial
general administration and
company reporting

Governs the provision of
management and administrative
services to the RE including
investment, management
consultation and advisory
services and other services to
assist in performing its role as
responsible entity.

Performance Fee: comprised
of five components (network
performance, financial
performance, capital works
management, business
incentive and capital efficiency
incentive fees). Subject to an
annual cap of 0.75% of market
capitalisation. Each fee
payable at different times
during the year in arrears.
Cost reimbursement:
for expenditure reasonably
incurred by manager (other
than cost of employees).
Reimbursed monthly.

10 years from
1 October 2005
(options to renew
for two further 10
year periods held by
SP AusNet RE)

Management Fee: $100,000
per annum. Payable monthly in
arrears.
Cost reimbursement:
for expenditure reasonably
incurred by manager (other
than cost of employees).
Reimbursed monthly.

Singapore Power Limited has also granted SP AusNet a licence to use its “flame logo” and the
letters “SP” for $1 million per annum. This licence may be terminated if SPI is no longer the
majority owner of SP AusNet or SPIMS is no longer its manager.
14

Non-renewal in the absence of a terminable breach by SPIMS will result in a termination fee equal to the previous financial year’s
management services charge.

15

Represents cost of remuneration of SPIMS’ staff including employee entitlements and benefits ($21.3 million per annum as stated in
Section 8 of the IPO Prospectus). That is, SPIMS makes no profit on the provision of these services to SP AusNet.
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Under the Management Services Agreement SPIMS is to notify and provide a report to SP AusNet
of any potential investment opportunities in Australia or New Zealand in electricity and gas
transmission and distribution businesses and SP AusNet will be first offered the chance to consider
any such investment opportunity.
4.4

Financial Performance
The historical and forecast financial performance of SP AusNet for the seven years ending
31 March 2009 is summarised below:
SP AusNet - Financial Performance16 ($ millions)
Year end 31 March

proforma

proforma

proforma

2006
actual
restated

Transmission
Distribution

277.9
506.6

289.1
544.9

336.0
569.1

146.3
591.2

388.6
589.4

411.0
608.5

424.4
628.8

438.6
647.8

Total revenue
EBITDA17

784.5
569.3

834.0
599.1

905.1
614.7

737.5
491.4

978.0
638.8

1,019.5
635.4

1,053.2
646.0

1,086.4
669.3

Depreciation and amortisation

(167.6)

(174.7)

(175.3)

(148.6)

(191.4)

(200.0)

(202.3)

(214.6)

EBIT18
Net interest expense
Significant and non-recurring items
Operating profit before tax
Income tax expense20
Discontinued operations (after tax)21
Profit after tax attributable
to SP AusNet securityholders
Statistics
Basic earnings per security
Free cash flow per security22
Distribution from capital
Dividend
Assessable interest
Total distribution per security
Cash yield23

401.7

424.4

439.4

342.8
(165.3)
177.5
(40.6)
230.7

447.4

435.4
(219.5)
(10.7)19
205.2
(44.0)
17.1

443.7
(235.4)
208.3
(41.0)
-

454.7
(273.7)
181.0
(33.5)
-

367.6

178.3

167.3

147.5

6.54¢
10.85¢
2.21¢
0.15¢
0.89¢
3.25¢
8.45%24

7.71¢
10.91¢
7.16¢
1.01¢
3.09¢
11.27¢
7.94%

8.00¢
11.73¢

7.05¢
11.80¢

11.56¢
9.10%

11.85¢
9.33%

4.2%
(0.5%)
(2.7%)
62.3%
42.7%
2.9x
406.1

3.3%
1.7%
1.9%
61.3%
42.1%
2.7x
392.5

3.1%
3.6%
2.5%
61.6%
41.9%
2.4x
417.7

2003
actual

2004
actual

2005
actual

Total revenue growth
EBITDA growth
EBIT growth
EBITDA margin
72.6%
EBIT margin
51.2%
25
Interest cover
Capital expenditure26
223.7
Source: SP AusNet and Grant Samuel analysis

16

8.5%
2.6%
3.5%
67.9%
48.5%

247.1

323.8

2007
actual

2008
forecast

66.6%
46.5%
3.0x
320.4

8.1%
3.9%
1.8%
65.3%
45.7%
375.3

2009
forecast

All financial information has been prepared in accordance with the Australian equivalent to international financial reporting standards
(“AIFRS”).

17

EBITDA is earnings before net interest, tax, depreciation, amortisation, investment income and significant and non-recurring items.

18

EBIT is earnings before net interest, tax, investment income and significant and non-recurring items.

19

Final settlement of court proceedings regarding claims in relation to the 1999 and 2000 years.

20

Following the formation of the stapled group, the effective tax rate is less than 30% due to the deductibility of interest paid to
securityholders by SP AusNet Finance Trust.

21

SP AusNet sold its merchant energy business on 31 May 2005. The profit from discontinued operations in the 2007 year relates to the
updating of certain estimates relating to the sale in the prior year.

22

Free cash flow per security is cash flow from operations before interest and tax less capital expenditure.

23

Represents cash distribution per security (i.e. ignoring any tax benefits derived by securityholders) divided by the security price at period end.
Forecast yields calculated by reference to the SP AusNet security price on 26 October 2007 ($1.27).

24

Annualised yield based on SP AusNet security price on 31 March 2006 ($1.30).

25

Interest cover is EBITDA divided by net interest.

26

Cash paid on capital expenditure in the relevant period.
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6.3%
5.2%
5.7%
71.8%
50.9%

2006
actual
proforma

SP AusNet was formed as a stapled entity on 21 October 2005 and listed on the ASX on 14
December 2005. The pro forma earnings for SP AusNet’s transmission and distribution assets for
the three years ended 31 March 2005 presented above have been extracted from the IPO
Prospectus. A detailed discussion of operating performance over that period was set out in the
IPO Prospectus. The actual result for the year ended 31 March 2006 comprises the full year
results for the distribution assets and the contribution of the transmission assets and the financing
structure from the date of stapling (21 October 2005) to 31 March 2006 (i.e. approximately five
months). In addition, SP AusNet has restated the 2006 reported result for adjustments in the
calculation of deferred tax liabilities. The pro forma actual result of SP AusNet for the year ended
31 March 2006 has been prepared by SP AusNet on the basis that the stapling occurred on 1 April
2005 and therefore reflects the operating results of all of its businesses for a full year.
SP AusNet derives revenue from carrying gas and electricity, it does not purchase or sell gas or
electricity. Total revenue growth in the five years to 31 March 2007 has been primarily driven by
load growth and increased customer connections with revenue growth in 2007 also reflecting
favourable weather conditions. In addition, transmission revenue has grown as a result of an
increase in regulated revenue due to an increase in land tax on easements which the regulator has
permitted to be passed through to customers. Approximately 89% of SP AusNet’s total revenue in
2007 was regulated and approximately 60% of total revenue was derived from distribution
activities.
EBITDA and EBIT have generally grown over the period although margins have declined. The
movements in margins primarily reflects the impact of:



non-recurring maintenance costs in SP AusNet Transmission Network in the period 20032005 offset in 2004 by one-off property revenue;



the introduction of the land tax pass through in mid 2005; and



the introduction of the SPI performance fee arrangement at the end of the 2006 year.

The SP AusNet Forecast (including the assumptions underlying it) is set out in Section 8.2 of the
Explanatory Memorandum. The SP AusNet Forecast has been prepared by SP AusNet and
reviewed by KPMG Transaction Services.
KPMG Transaction Services’ Investigating
Accountant’s Report is set out as Appendix C to the Explanatory Memorandum.
Forecast revenue growth reflects regulated price paths (including allowance for the outcome for
the current regulatory reset processes for SP AusNet Transmission and SP AusNet Gas Network),
volume growth and growth in revenue from the rollout of “smart meters” as required by the
Victorian Government (related capital expenditure is reflected in the increase in capital
expenditure in the 2007-2009 period). The increase in capital expenditure since 2006 (particularly
for the distribution activities) has resulted in higher forecast depreciation and interest charges.
This will result in a decrease in net profit after tax notwithstanding an increase in EBITDA in 2009
(both in absolute terms and as a percentage of revenue). As a consequence, SP AusNet’s earnings
per security is forecast to decrease. Profit margins are expected to decline slightly from 2007.
SP AusNet is structured to provide tax effective returns to securityholders and distributions are not
limited to accounting profits. SP AusNet’s distributions are comprised of a combination of returns
of capital and interest payments from SP AusNet Finance Trust and franked dividends from
SP AusNet Transmission and SP AusNet Distribution. SP AusNet pays distributions twice yearly
in respect of the six months ended 31 March and 30 September. SP AusNet has provided
distribution guidance to the market indicating that it expects distributions to grow by around 2.5%
per annum (as reflected in the above table).
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4.5

Financial Position
The financial position of SP AusNet as at 31 March 2007 and 31 August 2007 is summarised below:
SP AusNet - Financial Position ($ millions)

Debtors and prepayments
Inventories
Creditors, accruals and provisions
Net working capital
Property, plant and equipment (net)
Distribution licences
Inventories
Other assets
Derivative financial liabilities (net)
Tax provision
Deferred tax liabilities (net)
Provisions and other liabilities
Total funds employed
Cash and deposits
Interest bearing liabilities
Net borrowings

As at 31 March 2007
actual
audited
148.3
5.9
(210.4)
(56.2)
6,312.2
354.5
12.8
30.3
(60.4)
(18.9)
(348.3)
(22.3)
6,203.7
9.1
(3,560.2)
(3,551.1)

Net assets attributable to SP AusNet securityholders
Statistics
Securities on issue at period end (million)
Net assets per security
NTA27 per security
Book gearing28
Market gearing30

As at 31 August 2007
actual
unaudited
172.6
6.9
(194.5)
(15.0)
6,367.5
354.5
12.8
31.2
(92.5)
(17.7)
(371.6)
(22.8)
6,246.4
9.3
(3,608.9)
(3,599.6)

2,652.6

2,646.8

2,092.7
$1.27
$1.10
57.2%29
54.4%

2,092.7
$1.26
$1.10
57.8%
56.4%

Source: SP AusNet and Grant Samuel analysis

Other assets include prepayments and defined benefit fund surpluses. SP AusNet makes
contributions to two closed defined superannuation plans. A surplus totalling around $29 million
exists in the funds and SP AusNet will benefit from the surplus by way of a reduction in the
required contribution rate for a period of time.
At 31 March 2007 SP AusNet’s book gearing was 57.2%. Its interest bearing liabilities are
comprised of a combination of unsecured facilities including bank debt, commercial paper,
domestic medium term notes and US senior notes. At 31 March 2007 it had $324.8 million of
unused financing facilities.
SP AusNet enters into interest rate swap contracts, forward foreign exchange contracts and cross
currency swaps to manage its exposure to movements in interest rates under its finance facilities
and movements in relation to contracts denominated in foreign currencies (including under its
finance facilities). At 31 August 2007 these derivative financial instruments had a net negative
value of $92.5 million.
SP AusNet has investment grade credit ratings from Standard & Poor’s (rating of A/A-1) and
Moody’s Investor Service. Both agencies have SP AusNet on review pending the outcome of the
Transaction.
The detailed SP AusNet Financial Position at 31 August 2007 is set out in Section 7.3.3 of the
Explanatory Memorandum. The SP AusNet Financial Position has been prepared by SP AusNet
and reviewed by KPMG. KPMG’s Investigating Accountant’s Report is set out as Appendix B to
the Explanatory Memorandum.
27
28
29
30

NTA is net tangible assets, which is calculated as net assets less distribution licences.
Book gearing is net borrowings divided by net assets plus net borrowings.
58.2% including associated hedge liabilities.
Market gearing is net borrowings divided by market capitalisation at period end (31 March 2007 and 31 August 2007 respectively).
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Under the Australian tax consolidation regime, SP AusNet Transmission and SP AusNet
Distribution are the head entities of two separate tax consolidated groups. At 31 March 2007
SP AusNet had carried forward income tax losses of approximately $177 million, which were
recognised in the balance sheet. These losses are expected to be utilised over the three years to 31
March 2010.
At 31 March 2007, SP AusNet had approximately $22.5 million in accumulated franking credits
prior to the use of $10.6 million in relation to the distribution paid on 28 June 2007.
4.6

Capital Structure and Ownership
SP AusNet has 2,092,680,010 stapled securities on issue. Each stapled security comprises one
share in SP AusNet Transmission, one share in SP AusNet Distribution and one unit in SP AusNet
Finance Trust.
At 30 September 2007 there were 8,491 registered securityholders in SP AusNet. The top ten
securityholders accounted for approximately 88.5% of the stapled securities on issue:
SP AusNet - Major Securityholders as at 30 September 2007
SPI
JP Morgan Nominees Australia Limited
HSBC Custody Nominees (Australia) Limited
Citicorp Nominees Pty Limited
The Central Depository (Pte) Limited
National Nominees Limited
RBC Dexia Investor Services Australia Nominees Pty Limited
HSBC Custody Nominees (Australia) Limited
UBS Wealth Management Australia Nominees Pty Ltd
ANZ Nominees Limited
Subtotal - Top 10 securityholders
Other securityholders (8,481 securityholders)
Total

Number of Shares
1,067,266,805
164,064,835
154,960,877
123,018,197
112,782,000
87,701,844
69,609,458
29,131,392
22,719,191
21,365,166
1,852,619,765

Percentage
51.00%
7.84%
7.40%
5.88%
5.39%
4.19%
3.33%
1.39%
1.09%
1.02%
88.53%

240,060,245

11.47%

2,092,680,010

100.00%

Source: SP AusNet

Other than SPI and The Central Depositary (Pte) Limited (“CDP”), the top ten registered
securityholders are institutional nominee or custodian companies. CDP is the means through
which investors trade SP AusNet securities on the SGX-ST. The securities are registered in the
name of CDP but are held on behalf of persons who maintain securities accounts with CDP. At
30 September 2007 CDP was holding securities on behalf of 7,795 investors (i.e. on a “see
through” basis there are a total of 16,285 securityholders in SP AusNet).
SP AusNet has a significant retail investor base with 98% of registered securityholders holding
less than 100,000 securities although this represents less than 5% of securities on issue (this does
not change materially on a “see through” basis). Australian based investors account for
approximately 50% of securityholders and 43% of securities on issue on a “see through” basis.
SP AusNet has received notices from the following substantial securityholders:
SP AusNet – Substantial Securityholders as at 30 September 2007
Securityholder

Date of Notice

Number of Shares

Percentage

Temasek31

23 June 2006

1,097,391,620

52.44%

Macquarie Bank Limited

30 May 2007

136,879,325

6.54%

The Capital Group Companies Inc

11 July 2007

127,193,825

6.08%

5 February 2007

116,161,821

5.55%

Maple-Brown Abbott Limited
Source: SP AusNet
31

Includes SPI’s 51% direct interest and 1.44% attributable to associates of Temasek.
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4.7

Security Price Performance
A summary of the price and trading history of SP AusNet on the ASX since listing on 14
December 2005 is set out below:
SP AusNet - Security Price History
Average
Weekly
Volume
(000’s)

Stapled Security Price ($)
High

Low

Close

Average
Weekly
Transactions

Year ended 31 December
2005 (from 14 December)
2006

1.38
1.37

1.26
1.21

1.33
1.34

51,721
14,735

803
871

Quarter ended
31 March 2007
30 June 2007
30 September 2007

1.45
1.55
1.49

1.34
1.38
1.25

1.42
1.46
1.27

17,909
24,182
12,931

1,321
1,660
1,929

Week ended
5 October 2007
12 October 2007
19 October 2007
26 October 2007

1.28
1.28
1.27
1.27

1.23
1.23
1.24
1.24

1.26
1.26
1.24
1.27

11,060
15,532
35,803
14,744

1,935
2,107
1,888
1,588

Source: IRESS

The following graph illustrates the movement in the SP AusNet security price and trading volumes
on the ASX since listing:

SP AusNet - Security Price and Trading Volume
(December 2005 - October 2007)
$1.60

60,000
50,000

$1.40

Price

30,000
$1.00
20,000
$0.80

$0.60
Dec-05

Volume (000's)

40,000
$1.20

10,000
0
Mar-06

Jun-06

Sep-06

Dec-06

Mar-07

Jun-07

Sep-07

Source: IRESS

SP AusNet securities were issued at a price of $1.38 per security (S$1.75 per security) and listed at a
discount to that price. In the period from listing to 31 December 2006, SP AusNet securities traded
below issue price in a range of $1.205-$1.375 (at a volume weighted price of approximately $1.30).
Following the announcement by Alinta of a management buyout approach on 9 January 2007,
SP AusNet securities traded higher to around $1.40, possibly in expectation that SP AusNet may
participate in the acquisition of Alinta. This expectation was confirmed following the
announcement of the Consortium as the successful party on 30 March 2007. Subsequently,
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SP AusNet traded in the range of $1.38-$1.55 (at a volume weighted price of $1.45) until early
July 2007. The security price peaked at $1.55 in intraday trade on 1 June 2007 and declined
sharply to around $1.40 after SP AusNet went ex-distribution (5.635 cents) on 6 June 2007.
From early July, the SP AusNet security price has gradually declined and closed at $1.39 on
19 September 2007 (the day prior to the announcement of the Transaction). The market reaction
to the announcement was somewhat negative primarily due to the lack of financial information. In
the two days after the announcement the security price decreased by around 7% to less than $1.30
on relatively high turnover. The price decline reflects both the market reaction and that
SP AusNet is cum a substantial equity issue as a consequence of the Transaction. Since then
SP AusNet has traded in the range of $1.225 to $1.305 (at a volume weighted price of $1.26) and
closed at $1.27 on 26 October 2007.
SP AusNet is not a liquid stock primarily due to its limited free float (49%). Average weekly
volume over the twelve months prior to the announcement of the Transaction represented less than
1% of average shares on issue or annual turnover of around 43% of total average issued capital
(87% of free float).
SP AusNet is a member of various indices including the S&P/ASX 200 Industrial Index and the
S&P/ASX 200 Utilities Index. At October 2007 its weighting in these indices was approximately
0.13% and 5.8% respectively. The following graph illustrates the performance of SP AusNet
securities since listing relative to these indices:

SP AusNet vs S&P/ASX 200 Industrial Index vs
S&P/ASX 200 Utilities Index
(December 2005 - October 2007)
150
140
130
120
110
100
90
80
70
60

Dec-05

Mar-06

Jun-06
SP AusNet

Sep-06

Dec-06

Mar-07

S&P/ASX 200 Industrial

Jun-07

Sep-07

S&P/ASX 200 Utilities

Source: IRESS

SP AusNet has underperformed these indices since listing in part due to the level of corporate
activity in the energy infrastructure sector since late 2005, its minor weighting in each index and
its limited free float. From January 2007 to announcement of the Transaction on 19 September
2007, SP AusNet’s performance was generally in line with each index. However, since the
announcement it has underperformed these indices.
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5

Profile of the Alinta Assets
5.1

Background
The assets and businesses which comprise the Alinta Assets have been subject to significant
corporate activity within the last five years including:



the acquisition in July 2003 by Alinta of a number of interests in energy distribution assets
(including the 34% interest in United Energy and certain of the asset management activities)
through a series of transactions;



the acquisition in April 2004 by Alinta of a portfolio of nine gas transmission and power
generation assets (including Queensland Gas Pipeline, Eastern Gas Pipeline and the VicHub
Interconnect Facility) and the initial public offering of the same assets as Alinta
Infrastructure Holdings (“AIH”) in October 2005;



the acquisition in October 2006 by Alinta of the infrastructure assets of The Australian Gas
Light Company (“AGL”) (including NSW Gas Network, Victorian Electricity Network,
ActewAGL Distribution and the Agility asset management business); and



the takeover of AIH by Alinta in December 2006.

By February 2007, all of the assets comprising the Alinta Assets were owned by Alinta.
Following a process by which interested parties were invited to put forward proposals to acquire
Alinta, the Consortium completed the acquisition of Alinta on 31 August 2007.
5.2

Description
Detailed descriptions of the Alinta Assets are set out in Section 5 of the Explanatory Memorandum
and summarised below:

Alinta Assets

Gas

Electricity

Transmission

Distribution

Services

VIC Electricity Network

Asset Management

ActewAGL
Distribution (50%)
United Energy (34.1%)
Queensland Gas Pipeline

NSW Gas Network

Eastern Gas Pipeline

ActewAGL
Distribution (50%)

Asset Management

Water

VicHub
ActewAGL
Distribution (50%)

Asset Management

Source: Grant Samuel
Note: For the purposes of this report, ActewAGL Distribution incorporates a 7.6% interest in TransACT and Asset
Management incorporates the Camellia Project.

Distribution Assets
The energy distribution assets comprise regulated energy infrastructure which derive revenue from
network tariffs, connection charges and other charges for services to users of the networks:
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NSW Gas Network
The NSW Gas Network was established in 1837 with the development of the first reticulated
gas network in the Sydney central business district. This network has grown through a
combination of extensions, new developments and acquisitions to service most major
population centres in New South Wales. The network provides gas to more than 980,000
users across Sydney, Newcastle, Wollongong and over 20 country centres. It is managed by
Asset Management.
Since 1976, the network has distributed natural gas transported by the Moomba-to-Sydney
high pressure transmission system (owned by APA Group). A number of additional supply
sources have subsequently been added including natural gas from Bass Strait and coal seam
methane gas to provide diversity of supply. A 30 kilometre looping project (“Sydney
Primary Loop project”) to provide additional capacity into Sydney and to reduce reliance on
a single primary main pipeline is underway and due to be substantially complete by the end
of January 2008.
The gas network has been actively expanded into new population centres. While there are no
direct regulatory barriers, the scale of the gas network and the need for new entrants to
duplicate infrastructure represents a significant barrier to entry. Notwithstanding the
network’s “natural monopoly”, household penetration in New South Wales remains relatively
low at about 35%, representing a source of potential growth above population growth.
The prices (or tariffs) Alinta charges for distributing gas, as well as the terms of access to the
network, are regulated and reviewed on a five-yearly basis. The current regulatory period
commenced on 1 July 2005. The regulated asset base for the network at 30 June 2007 was
$2.168 billion (in nominal terms). Its regulatory function is to be transferred to AER by
January 2008.
Domestic gas usage is principally for home heating, water heating and cooking.
Accordingly, demand levels are directly impacted by climate and can be negatively affected
by warm winter weather. Industrial gas usage is primarily as a source of energy for
production processes, but may also act as feedstock for fertiliser or petrochemical products.
AGL Energy Limited (“AGL Energy”), as the largest gas retailer in New South Wales, is the
largest user of the network.



Victorian Electricity Network
The Victorian Electricity Network (formerly known as Solaris) distributes electricity to over
295,000 customer sites over 950 square kilometres of north-west greater Melbourne,
Victoria. It is one of five licensed electricity distribution networks in Victoria and is
managed by Asset Management.
The network footprint incorporates a mix of major industrial areas, residential growth areas,
established inner suburbs and Melbourne International Airport. Residential and small
business customers accounted for approximately 64% of 2007 network revenue with large
business customers accounting for the remainder. Victoria’s retail electricity market is fully
contestable, with a large number of retailers competing for customer accounts. Most of these
retailers are active in the network’s licence area although AGL Energy is the largest user of
the network.
Distribution prices for transporting electricity over the network and access to the network are
regulated. In October 2005, distribution prices for the five years to December 2010 were
determined. The regulated asset base for the network at 30 June 2007 was $589.9 million in
December 2004 dollars. In accordance with the recent decision by the Victorian
Government, the Victorian Electricity Network has commenced a programme to replace
existing customer electricity meters with “smart meters”. The rollout involves significant
capital expenditure and is subject to an additional round of regulatory negotiation.
Electricity distribution in Victoria is generally confined to specific geographic areas
determined by distribution licences and there is limited overlap with competing networks.
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Penetration of electricity networks is approximately 100%. Growth in revenue is therefore
driven primarily by increasing usage, population growth or new industrial or residential
developments in the designated area. In recent years, unusually warm weather in Victoria
has contributed to strong increases in summer electricity consumption. The Victorian
Electricity Network’s distribution area is one of the faster growing regions in Melbourne.



ActewAGL Distribution (50%)
SPI holds a 50% interest in the distribution business and assets of ActewAGL, an energy
distribution and retail joint venture with the government of the Australian Capital Territory
(ACTEW Corporation). The retailing business relating to ActewAGL is 50% owned by each
of AGL Energy and ACTEW Corporation. ActewAGL Distribution’s principal activities
include:
•

ownership and operation of the electricity distribution network in the Australian Capital
Territory (with 155,000 end users);

•

ownership and operation of the gas distribution network in the Australian Capital
Territory, Queanbeyan, Nowra and the former Yarralumla Shire in New South Wales
(totalling 104,000 end users);

•

operation and maintenance of the Australian Capital Territory’s water and sewerage
networks; and

•

provision of management services to TransACT (a telecommunications services
provider in the Australian Capital Territory).

Through this joint venture, SPI also holds a 7.6% interest in TransACT and a 50% interest in
Ecowise Environmental (an environmental consulting business).
ActewAGL Distribution is a standalone operating business except that the gas distribution
network is managed under contract by Asset Management.
The large majority of end users for the gas and electricity networks are residential and small
business customers, with only limited industrial usage. Tariffs for the networks are regulated
by the Australian Capital Territory’s Independent Competitive and Regulatory Commission
and are subject to five yearly reviews. The most recent price determinations were set in 2004
and 2005 and expire in June 2009 and 2010 for electricity and gas, respectively. The
combined regulated asset base for the two networks at 30 June 2007 was $808.7 million (in
nominal terms).
High penetration rates for both networks results in growth broadly consistent with population
growth. Limited opportunities exist to expand the network beyond the existing population
areas.



United Energy (34.1%)
United Energy owns the electricity distribution network servicing the south-eastern suburbs of
Melbourne and the Mornington Peninsula. Its licence area is largely urban in nature.
The network had 614,382 customer connections at 30 June 2007 and carried a load of
7,881 GWh in the twelve months to 30 June 2007. Although the large majority of
connections are residential, network load is spread roughly equally between industrial,
commercial and residential customers.
United Energy’s network is currently regulated by the Victorian Essential Services
Commission but will be transferred to AER during 2007. United Energy’s last regulatory
reset occurred in 2005, with revenues set for the five years to 31 December 2010.
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United Energy reported total revenue of $420 million, EBITDA of $253 million and EBIT of
$184 million in the twelve months to 30 June 200732. Its regulated asset base at 30 June 2007
(in December 2004 dollars) was $1.229 billion based on its most recent determination33. In
accordance with the recent decision by the Victorian Government, United Energy has
commenced a programme to replace existing customer electricity meters with “smart
meters”. The rollout involves significant capital expenditure and is subject to an additional
round of regulatory negotiation. In addition, United Energy is entering a period in which
asset replacement expenditure will increase as a consequence of the age profile of its
infrastructure assets.
Asset Management is the prime contractor for the United Energy network. The 34.1%
interest in United Energy is governed by a shareholders’ agreement with co-owner DUET.
DUET has advised that it considers that the pre-emptive rights under the shareholders’
agreement would be triggered if the interest was transferred by the Consortium. The
Consortium and SP AusNet do not agree. The matter remains under discussion between the
parties. Nevertheless, arrangements have been put in place such that a revenue stream which
largely reflects the earnings from the 34.1% interest is received by SPI. SP AusNet would
receive the benefit of those arrangements upon acquisition of the Alinta Assets.
Transmission Assets
The energy transmission assets comprise both regulated and unregulated gas transmission pipelines:



Queensland Gas Pipeline
The Queensland Gas Pipeline is a natural gas and coal seam gas transmission pipeline which
links both the Ballera to Roma pipeline (owned by HDUF) and the Roma to Brisbane
pipeline (owned by APA Group) (both of which source natural gas from the Surat and
Cooper basins) at Wallumbilla to large industrial users in Gladstone and Rockhampton, in
central Queensland. Coal seam gas enters the pipeline from gas fields along its route.
The main pipeline was constructed in 1989 by the Queensland Government and
commissioned in 1990. The 627 kilometre pipeline is a free flow high pressure pipeline with
a current capacity of approximately 27 PJ per annum. The pipeline may be expanded via
compression and looping up to its current licence limit of 52 PJ per annum (at which time a
higher licence limit will need to be requested). It has a design life of 50 years and a
remaining life of 33 years.
The pipeline provides both forward haul and back haul services. The primary demand for gas
transportation comes from large industrial customers (particularly alumina production,
aluminium and magnesium smelting and chemical manufacturing) in and around Gladstone
and Rockhampton.
Foundation customer Queensland Alumina Limited is expected to account for approximately
56% of 2008 revenue under a take-or-pay contract which was renewed to 31 December 2016
in 2006. Other major end users include Queensland Magnesia, Origin Energy Limited, Orica
Limited, AGL Energy, Boyne Smelters Limited and Comalco Limited (for which a number
of long term contracts have been renewed during 2006 and 2007). Over 95% of the
pipeline’s current forward capacity is subject to long term contracts with terms out to 20142017.
The Queensland Gas Pipeline is “covered” for the purposes of the Gas Code with terms of
access by third parties regulated under access arrangements approved by the ACCC. Under
the terms of the access arrangement, the tariff cap applicable to firm forward haulage

32

As reported by DUET.

33

The regulated asset based at 30 June 2007 as reported by DUET was $1.285 billion. It is unclear if that figure is in nominal or real
dollars terms.
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agreements steps down if firm forward gas throughput moves above 25 PJ on an annualised
basis. The existing access arrangement applies until 31 August 2016 or until such time that
the capacity of the pipeline exceeds 52 PJ per annum.
Significant potential for growth in demand has been identified in particular for power
generation and minerals refining as a consequence of continued industrial development in the
Gladstone and Rockhampton regions. As the current sole means of transporting gas to the
Gladstone region, the Queensland Gas Pipeline is well placed to capture these growth
opportunities. Although there is some bypass risk these projects involve lead times which,
based on current indications, are unlikely to meet customer requirements.
The Queensland Gas Pipeline is currently operating at near to capacity. It is proposed to
undertake a compression and looping program which would increase pipeline capacity by
approximately 22 PJ per annum to accommodate the expected continued growth in demand.
The expansion is expected to be completed by mid 2010.



Eastern Gas Pipeline
The Eastern Gas Pipeline transports natural gas from the Gippsland Basin in Victoria to
markets in Sydney and regional centres (including Wollongong and Canberra) along the
route. Gas enters the pipeline at the Longford Compressor Station (which primarily sources
gas from the Esso/BHP Billiton gas processing plant at Longford), the Patricia Baleen site at
Orbost and through the VicHub Interconnect Facility. The pipeline (which includes the
Longford Compressor Station) was commissioned in 2000, is 797 kilometres long and
incorporates a number of lateral pipelines connecting to major industrial users.
The Eastern Gas Pipeline has a current capacity of 73 PJ of gas per annum. Capacity could
be increased to an estimated 125 PJ per annum by the addition of compressor stations along
the pipeline, the sites for which were identified during design and construction. The pipeline
has a design life of 40 years and a remaining life of 33 years.
The Gippsland area has substantial gas reserves and any dependency risk is considered low
for the short to medium term. Should additional gas be supplied to Victoria from the Otway
and Bass Basins, more Gippsland production may be available to the Eastern Gas Pipeline for
the Sydney market. The Otway Basin could also serve as an additional source of gas for the
pipeline.
The Eastern Gas Pipeline provides forward haul, back haul and park services to customers.
The primary demand for gas transportation services on the pipeline comes from industrial
customers, power generation and retailers supplying smaller industrial, commercial and
residential consumers in New South Wales and the Australian Capital Territory. As the
Eastern Gas Pipeline passes through regions not serviced by reticulated gas, it is expected
that over time further local markets will develop along the route.
The Eastern Gas Pipeline competes with APA Group’s Moomba-to-Sydney Pipeline (which
sources gas from the Cooper-Eromanga Basin in South Australia/Queensland) to supply gas
into the Sydney market.
The major end users of gas transported by the pipeline are the BlueScope Steel facilities at
Port Kembla, Marubeni’s Smithfield Power Station and the Bairnsdale Power Station (owned
by Babcock & Brown Power) in addition to retailers supplying smaller industrial,
commercial and domestic end users in Sydney. The Eastern Gas Pipeline operated at
capacity over winter 2007 and approximately 85% of forecast 2008 revenue is subject to
existing firm contracts. From the end of 2008 100% of the Eastern Gas Pipeline’s current
capacity will be subject to long term contracts with terms out to 2016-2018. The major
customer of the Eastern Gas Pipeline is Esso/BHP Billiton which is expected to account for
over approximately 51% of 2008 revenue under a take-or-pay contract with a term until 31
December 2016. The other major customer is the former Alinta Wholesale (now owned by
Babcock & Brown Power) which is expected to account for 16% of 2008 forecast revenue.
The Eastern Gas Pipeline is currently “uncovered” and not regulated by the Gas Code.
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Tariffs on the pipelines are negotiated on a commercial basis on the basis of a nondiscriminatory access policy.
Growth in the pipeline’s traditional industrial and domestic markets has been relatively slow,
however, growth in demand over the medium term is expected to derive primarily from gasfired generation projects to support growing demand for electricity in New South Wales. (e.g.
in May 2006, Alinta (then AIH) agreed to provide gas transportation services for TRUenergy
Pty Limited’s proposed Tallawarra gas-fired power station). The Eastern Gas Pipeline
currently has a range of other power generation and retail supply expansion potential
opportunities. In addition, further development of gas fields in the northern Gippsland Basin
may enable the Eastern Gas Pipeline to increase backhaul activity for customers in Southern
Victoria and Tasmania. Bypass risk for the Eastern Gas Pipeline is relatively low.
Pipeline capacity has the potential to be enhanced through nominal compression. An
expansion project due for completion in the second half of 2008 will increase capacity to
93 PJ per annum with further compression projects to be undertaken in 2011. The land along
the pipeline route upon which additional compression plants will be constructed is already
owned.



VicHub
VicHub is a pipeline interconnect facility located in Longford, Victoria. The facility was
commissioned in January 2003 and enables gas to flow between the Eastern Gas Pipeline,
Babcock & Brown Infrastructure’s (“BBI”) Tasmanian Gas Pipeline and APA Group’s
Victorian gas transmission system (without passing through the Longford Compressor
Station). VicHub has a design life of 40 years and a remaining life of 38 years.
VicHub is currently “uncovered” and not regulated by the Gas Code. Tariffs are negotiated
on a commercial basis. VicHub has a nominal daily capacity of 150 TJ34 per day for
injections into the Victorian market and 135 TJ per day for withdrawals from Victoria. Of
this capacity, 135 TJ per day is contracted to the former Alinta Wholesale (now owned by
Babcock & Brown Power) until 31 December 2018. The remaining injection capacity of
15 TJ per day has to date been successfully tendered to the market on an annual basis.

Asset Management
Asset Management is a specialist provider of infrastructure management and services to asset
owners across the gas, electricity and water sectors. Its service offering includes design,
engineering, construction, operation and maintenance of greenfield, brownfield and mature
infrastructure assets. The business employs approximately 1,700 people on the east coast of
Australia.
Asset Management provides services to all of the infrastructure assets acquired by the Consortium,
with the exception of the AlintaAGL cogeneration facilities constructed on the Alcoa sites and the
power generation assets. It provides a comprehensive suite of services to manage both assets and
businesses, including asset management, operations, commercial, management of capital works,
corporate support, maintenance and engineering.
Asset Management also provides services to external clients (i.e. infrastructure owners other than
SPI). External clients represent approximately 30% of revenue and are principally gas and
electricity infrastructure assets. External clients include Western Power, Hamersley Iron and
Dampier Bunbury Pipeline in Western Australia, Energex and Ergon Energy in Queensland,
Transgrid, Country Energy, Integral Energy and Sydney Water Corporation in New South Wales,
Mainco, Multinet Gas Network (“Multinet Gas”) (now owned by BBI/DUET), Telstra and
Australian Pacific Airports Corporation in Victoria and Powerco and Aurora Energy in Tasmania.
External service agreements may be comprehensive or for a specific service or project, and may be
limited in time or scope. Asset Management seeks to expand its portfolio of clients, service
34

TJ = terajoules

Page 27

SP AUSNET EXPLANATORY MEMORANDUM

157

APPENDIX A – INDEPENDENT EXPERT’S REPORT CONTINUED

agreements and activities in order to diversify its portfolio by asset type, owner and geography,
smooth the renewal profile of contracts over time and achieve economies of scale.
Operating service agreements held by Asset Management for the assets in which Alinta held
ownership interests are generally long term (typically five years plus five year renewal periods and
subsequent rights to match) and struck at fixed prices for specified services. Asset Management
therefore realises the full benefit of any cost savings it is able to achieve (and suffers the full extent
of cost over-runs). The portfolio of external agreements is critical to improving profitability as
cost savings can be achieved through economies of scale.
Some of Asset Management’s contracts provide for price (and some other terms) to be
renegotiated at regular intervals. In particular, the United Energy contract has a provision for
renegotiation for the five years commencing 30 June 2006 (and this negotiation has not yet
concluded) and the Multinet Gas contract has a renegotiation for the five years from 30 June 2008.
The prices for services under such contracts are influenced by the fact that regulators have sought
to ensure that any profit margins associated with efficient delivery of the services are not reflected
in the regulated tariff. This impacts the future earnings to be generated by asset managers from
efficient delivery of services.
The transfer of control of part of Asset Management requires customer consents (including from
DUET, the majority owner of United Energy and Multinet Gas). Such consents are outstanding
and subject to discussions between the parties. Arrangements have been put in place such that a
revenue stream which largely reflects the earnings of the relevant component of Asset
Management is received by SPI. SP AusNet would receive the benefits of those arrangements.
A recent decision by the Supreme Court of Victoria (presently subject to appeal) found that Asset
Management was required to hold a gas distribution licence and lodge an access undertaking in
connection with its delivery of services to Multinet Gas, one of the three licenced gas distribution
networks in Victoria. If the decision is upheld, Asset Management may need to provide additional
information to the Essential Services Commission and may need to hold other licences in
connection with other similar service contracts.
Asset Management has substantially completed the integration of the Agility business which was
acquired by Alinta in October 2006. The targeted cost savings of approximately $75 million per
annum by 2009 are expected from the integration. Asset Management is currently on track to
achieve the targeted savings.
Demand for Asset Management’s services is expected to continue to grow in the short to medium
term driven by increasing investment in the Australian infrastructure sector and the need to
maintain and augment ageing transmission and distribution networks. Many networks are
government owned and are seeking third party service providers to undertake large capital works
programs. For example, in May 2006, Sydney Water Corporation sought tenders for the
construction of a water recycling plant and associated distribution network in the area surrounding
Camellia, an industrial district in the western suburbs of Sydney. The tender was for applicants to
build, own and operate the system. Asset Management submitted a proposal in conjunction with
Veolia Water Australia Pty Ltd (“Veolia Water”) whereby reticulation of the treated water would
utilise refitted and disused gas mains (owned by NSW Gas Network) as well as newly installed water
reticulation assets35. No preferred tenderer has been selected as yet. Success in this tender is
important in Asset Management’s strategy to expand its infrastructure ownership and asset
management capabilities in the water sector. Other potential recycled water infrastructure projects in
the Sydney region have been identified.
While Asset Management’s growth is expected to be principally organic, it also intends to expand
its capabilities through targeted acquisitions. These acquisitions would be relatively small
businesses, with skills relating to specific services or asset types.

35

SPI and BBI have agreed to enter into a 50:50 joint venture (the “Camellia Project”) in relation to the operation of Stage 1 of the project if
the tender is successful. Veolia Water would construct and operate the plant. The joint venturers have also agreed to consider similar
opportunities for the balance of the disused gas network.
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5.3

Financial Performance
The pro forma financial performance for the Alinta Assets is summarised below:
Alinta Assets – Pro Forma Financial Performance36 ($ millions)
Year ended 31 December

37

Revenue

EBITDA
- Transmission and Distribution
- Asset Management
- Unallocated and corporate costs
EBITDA37
Depreciation and amortisation
EBIT37
United Energy preference dividends
Equity accounted profits (ActewAGL
Distribution38 and United Energy)
Significant and non-recurring items39
Operating profit before interest and tax
Statistics
Revenue growth
EBITDA growth
EBIT growth
Operating profit growth
EBITDA margin
EBIT margin

2005
actual

2006
actual

pro forma

pro forma

Year ending 31 March
2008
forecast

2009
forecast

1,039.0

1,090.9

1,120.7

1,187.5

385.4
81.4
(37.4)
429.4

358.3
90.6
(38.4)
410.5

398.9
139.8
(39.7)
499.0

406.4
173.6
(40.7)
539.4

(130.3)

(132.5)

(141.8)

(144.5)

299.1
16.3

278.0
16.3

357.3
16.3

394.9
16.3

41.9

40.5

40.1

38.7

357.3

(43.5)
291.3

(26.0)
387.7

(6.3)
443.6

41.3%
28.8%

5.0%
(4.4%)
(7.1%)
(18.5%)
37.6%
25.5%

44.5%
31.9%

6.0%
8.1%
10.5%
14.4%
45.4%
33.3%

Source: Explanatory Memorandum and Grant Samuel analysis

The financial information for the Alinta Assets has been presented by SP AusNet only to operating
profit before interest and tax level as the future funding structure will differ to prior years,
notwithstanding that SP AusNet is to assume $975 million of existing debt.
The historical information has been sourced from the audited results of Alinta for the two years
ended 31 December 2006 and has been prepared on the following basis:

36
37

38
39



unallocated corporate costs have been attributed to the Alinta Assets on a basis reflecting a
reasonable share of Alinta’s total costs and are not necessarily indicative of the costs that
would have been incurred if the Alinta Assets had been operated on a standalone basis;




the AGL infrastructure assets and the AIH pipeline assets were owned from 1 January 2005;
depreciation and impairment charges have been adjusted on the assumption that the fair
values of the Alinta Assets at 31 August 2007 are a reasonable approximation of fair value at
1 January 2005;



an impairment charge recorded in respect of the Queensland Gas Pipeline in the year ended
31 December 2006 has been reversed as it is no longer relevant following the subsequent
renegotiation of a long term gas transportation contract;



restructure costs and impairment charges associated with the integration of AGL’s Agility
business (totalling $43.5 million) incurred in the year ended 31 December 2006 have been
excluded; and



the APA Group agreements terminated on 2 October 2007 have been excluded.

The earnings for the Alinta Assets reflect all employees including the personnel who have been offered positions with SPIMS.
Differs to revenue, EBITDA and EBIT of the Alinta Assets shown in Sections 7 and 8 of the Explanatory Memorandum as excludes
the United Energy preference dividend and equity accounted profits (ActewAGL Distribution and United Energy).
ActewAGL Distribution earnings are a 50% share of EBIT of the joint venture.
Significant items reflect costs associated with the integration of Agility by Asset Management.
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Detailed historical financial information for the Alinta Assets (including details of adjustments) is
set out in Section 7.4 of the Explanatory Memorandum. The pro forma financial information in
relation to the Alinta Assets has been reviewed by KPMG. KPMG’s Investigating Accountant’s
Report is set out as Appendix B to the Explanatory Memorandum.
The decline in earnings and profit margins in 2006 reflect a number of factors including:



the price reset for Victorian Electricity Network that came into effect in that year;



flat growth in pipeline revenue due to Eastern Gas Pipeline and Queensland Gas Pipeline
operating at close to full capacity;



increased asset services provided to external parties; and



an increase in expenses following the acquisition of National Power Services.

The forecast financial information has been prepared on a 31 March year end basis. Detailed
forecast financial information for the Alinta Assets (including detailed assumptions underlying the
forecasts) is set out in Section 8.3 of the Explanatory Memorandum. The pro forma forecast
financial information in relation to the Alinta Assets has been reviewed by KPMG Transaction
Services. KPMG Transaction Services’ Investigating Accountant’s Report is set out as Appendix
C to the Explanatory Memorandum.
Forecast revenue growth reflects regulated price paths, increased gas throughput following capital
expenditure on compression and asset management fees from services provided to external
customers in relation to the smart meter roll out in Victoria. Forecast growth in profit primarily
reflects cost savings emerging from the integration of Agility (AGL’s asset management business).
Asset Management is on track to achieve the targeted cost savings of approximately $75 million
per annum by 2009. The forecast for 2008 reflects approximately $56 million in cost savings and
approximately $76 million in 2009.
5.4

Financial Position
The pro forma financial position of the Alinta Assets as at 31 August 2007 is summarised below:
Alinta Assets – Pro Forma Financial Position ($ millions)

Debtors (net), prepayments and other assets
Inventories (net)
Creditors, provisions and other liabilities
Net working capital
Property, plant and equipment (net)
Equity accounted investments
United Energy redeemable preference shares
Goodwill
Other intangibles
Derivative financial assets (net)
Deferred tax liabilities (net)
Tax provision
Provisions
Other assets (net)
Total funds employed
Cash
Interest bearing liabilities (including associated hedges)
Net borrowings
Net assets

Pro Forma as at
31 August 2007
230.2
4.0
(166.4)
67.8
4,460.9
542.9
124.5
1,648.8
31.5
15.4
(183.3)
(29.3)
(40.2)
30.4
6,669.4
16.7
(975.0)
(958.3)
5,711.1

Source: Explanatory Memorandum and Grant Samuel analysis

A detailed pro forma financial position (including a description of the assumptions and
adjustments made) is set out in Section 7.4 of the Explanatory Memorandum. The pro forma
financial position of the Alinta Assets is based on data provided by SPI following the allocation of
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Alinta’s assets and liabilities by the Consortium. KPMG has reviewed the financial position.
KPMG’s Investigating Accountant’s Report is set out as Appendix B to the Explanatory
Memorandum.
Equity accounted investments include the 34.1% interest in United Energy ($31.5 million) and the
50% interest in ActewAGL Distribution ($511.4 million).
United Energy issued $124.5 million of redeemable preference shares to Alinta as part of the
Aquila Transaction in July 2003. Each redeemable preference share was issued at $99 and was
stapled to an ordinary share at a $1.00 issue price. The preference shares are redeemable 20 years
from the date of issue and attracts dividend income of approximately $16.3 million per annum (see
Section 5.3. The redeemable preference shares together with the equity accounted investment in
ordinary shares represent the 34.1% equity interest in United Energy.
Goodwill primarily reflects goodwill as a consequence of the Alinta/AGL Transaction and in
relation to Alinta’s takeover of AIH.
Provisions include employee benefits, decommissioning costs, land remediation costs and an
allowance for a 65% share of an unallocated liability identified by the Consortium at 31 August
2007.
Other assets include a defined benefit fund surplus of $28.3 million. The Alinta Assets will
benefit from the surplus by way of a reduction in the required contribution rate for a period of
time.
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6

Profile of New SP AusNet
6.1

Operations and Strategy
New SP AusNet will be a large Australian energy infrastructure business with over $15 billion of
total assets. Its operations will be focussed on the east coast of Australia and encompass interests
in gas and electricity distribution and transmission and energy infrastructure management and
services. Immediately following implementation of the Transaction New SP AusNet will have
approximately 2,700 employees.

New SP AusNet - Operations
New SP AusNet

Distribution

Services

SP AusNet
Transmission Network

SP AusNet
Electricity Network

Asset Management

VIC Electricity Network

DMS

ActewAGL
Distribution (50%)

Telecommunication
Services

United Energy (34.1%)

Technical Services

Queensland Gas Pipeline

SP AusNet
Gas Network

Asset Management

Eastern Gas Pipeline

NSW Gas Network

DMS

VicHub

ActewAGL
Distribution (50%)

Water

Gas

Electricity

Transmission

ActewAGL
Distribution (50%)

Asset Management
DMS

Source: Grant Samuel

New SP AusNet will continue to pursue the objective of providing stapled securityholders with
stable and predictable distributions by maximising the value and performance of its assets (both
regulated and unregulated) and leveraging its asset management capabilities.
New SP AusNet intends to initially focus on:





maximising the performance of the regulatory networks;
implementing an operating model that provides a balance between the objectives of the
regulators and the needs of the new unregulated assets and businesses; and
leveraging the combination of the new asset management business with SP AusNet’s current
infrastructure development, construction and maintenance capabilities. These services will
be available to the existing infrastructure assets but there will be a focus on providing
services to external parties.

New SP AusNet expects future growth to be derived from:
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ongoing investment in its asset base;
investment in new asset types such as water infrastructure;
leveraging energy volume growth through the gas transmission pipelines as well as its
regulated assets; and
growth in infrastructure services provided to third parties. The growth in this business should
enable efficiencies from economies of scale and enhance profitability.

The management arrangements with SPIMS will be consistent with the existing arrangements.
However:

6.2



the management services charge will increase to take account of the additional management
personnel employed by SPI to manage the Alinta Assets. New SP AusNet will receive the
benefit of synergies that are derived by SPIMS (through the management services charge)
following combining its management teams although it will carry the costs associated with
those savings; and



the calculation basis for the capital works component of the performance fee will be amended
to include capital expenditure with respect to unregulated assets. There will be no change to
the calculation basis for any of the other components of the performance fee or other fees and
the performance fee will remain capped at 0.75% of market capitalisation.

Earnings and Distributions
The pro forma financial performance of New SP AusNet for the three years ending 31 March 2009
is summarised below:
New SP AusNet – Pro Forma Financial Performance ($ millions)
Year end 31 March
2007
actual

2008
forecast

2009
forecast

pro forma

pro forma

Total revenue40

2,100.2

2,168.1

2,273.9

EBITDA40
Depreciation and amortisation

1,045.9
(332.5)

1,148.6
(344.1)

1,241.7
(358.5)

713.4
16.3
40.5
(54.2)
716.0

804.5
16.2
40.1
(37.4)
823.4
(613.9)
209.5
(14.2)

883.2
16.3
38.7
(26.7)
911.5
(676.0)
235.5
(16.0)

195.3

219.5

Basic earnings per security44
Free cash flow per security44
Total distribution per security44
Cash yield45

4.21¢
12.98¢
11.56¢
9.64%

4.74¢
11.87¢
12.14¢
10.12%

Total revenue growth
EBITDA growth
EBIT growth
EBITDA margin
EBIT margin
Interest cover

3.2%
9.8%
12.8%
53.0%
37.1%
1.9x

4.9%
8.1%
9.8%
54.6%
38.8%
1.8x

EBIT40
United Energy preference dividends
Equity accounted profits41
Significant and non-recurring items42
Operating profit before interest and tax
Net interest expense43
Operating profit before tax
Income tax expense
Profit after tax attributable to New SP AusNet securityholders
Statistics

49.8%
34.0%

Source: Explanatory Memorandum and Grant Samuel analysis

40

41
42

Differs to revenue, EBITDA and EBIT of New SP AusNet shown in Sections 7 and 8 of the Explanatory Memorandum as excludes
the United Energy preference dividend and equity accounted profits (ActewAGL Distribution and United Energy).
Including a share of profits of ActewAGL Distribution (50%) and United Energy (34.1%).
Significant items in 2007 relate to a final settlement of court proceedings by SP AusNet ($10.7 million) and one-off restructuring costs
incurred by the Alinta Assets in relation to the integration of Agility ($43.5 million). Forecast significant items include one-off
restructuring costs (including redundancy costs and implementation costs) to be incurred by the Alinta Assets (in relation to the
integration of Agility) and by New SP AusNet (in relation to the integration of the Alinta Assets).

43

Based on net debt of $8.5 billion at an average interest rate of 7.15%.

44

Per security data calculated assuming 4,635.3 million stapled securities on issue.

45

Based on an assumed SP AusNet security price of $1.20.
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The New SP AusNet pro forma historical financial information represents the aggregate of the pro
forma actual results of SP AusNet for the year ended 31 March 2007 and the pro forma actual
results of the Alinta Assets for the year ended 31 December 2006.
The New SP AusNet Forecast has been prepared on the following basis:



assumes the Transaction was completed on 1 April 2007 including the acquisition of 34.1%
interest in United Energy and all of Asset Management;



includes the financial performance for Alinta Assets including the cost savings (and
associated cost) relating to the integration of Agility (as set out in Section 5.3);



includes forecast operating cost savings and synergies from the acquisition of the Alinta
Assets of $5.9 million in 2008 and $45.0 million in 2009 (see Section 6.6) and associated
costs to implement ($11.4 million in 2008 and $20.4 million in 2009);



does not reflect the effect of AASB139 (Financial Instruments) in the pro forma forecast for
2008. The forecast financial information for 2009 has been prepared on a statutory basis; and



excludes any costs associated with the Transaction (which are assumed to be capitalised).

Detailed pro forma forecast financial information for New SP AusNet is set out in Section 8 of the
Explanatory Memorandum. The pro forma financial information has been prepared by SP AusNet
and reviewed by KPMG Transaction Services. KPMG Transaction Services’ Investigating
Accountant’s Report is set out as Appendix C to the Explanatory Memorandum.
The level of future distribution payments is a matter for the Board of New SP AusNet depending
on financial and other circumstances at the time. Distributions are anticipated to be paid twice
yearly (in respect of the periods ending March and September) within 90 days of period end.
New SP AusNet’s first distribution will be paid by June 2008 in relation to the period ending 31
March 2008 and all new stapled securities issued on completion of the Transaction will participate
in that distribution. Distributions are expected to continue to be a combination of capital returns,
interest payments and franked dividends. Distributions are generally forecast to grow by 2.5% per
annum (consistent with previous distribution guidance). However, in 2009 a 5% increase in
distribution is proposed.
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6.3

Financial Position
The pro forma financial position of New SP AusNet as at 31 August 2007 is summarised below:
New SP AusNet – Pro Forma Financial Position ($ millions)

Debtors and prepayments
Inventories
Creditors, accruals and provisions
Net working capital
Property, plant and equipment (net)
Goodwill
Distribution licences
Other intangibles
United Energy redeemable preference shares
Equity accounted investments
Inventories
Other assets
Derivative financial liabilities (net)
Tax provision
Deferred tax liabilities (net)
Provisions and other liabilities
Provision for unallocated liabilities
Total funds employed
Cash and deposits
Interest bearing liabilities
Net borrowings
Net assets attributable to New SP AusNet securityholders
Statistics
Securities on issue at period end (million)
Net assets per security
NTA48 per security
Book gearing
Market gearing50

Pro Forma as at
31 August 2007
402.8
10.9
(360.9)
52.8
10,828.4
2,717.7
516.5
211.5
124.5
751.5
14.7
61.5
(125.7)46
(47.0)
(407.6)
(64.8)
(130.9)
14,503.1
26.0
(8,861.3) 47
(8,853.3)
5,667.8
4,635.3
$1.22
$0.48
60.9%49
61.3%

Source: Explanatory Memorandum and Grant Samuel analysis

The pro forma financial position of New SP AusNet has been prepared on the basis that the
proposed transaction was implemented on 31 August 2007. Specifically:



it recognises all aspects of the Transaction including the acquisition of the Alinta Assets, the
reimbursement of transaction and holding costs to SPI, the assumption of debt of $975
million and all aspects of the Capital Raising;



it is assumed that the Capital Raising comprises the issue of 2,542.5 million new stapled
securities at $1.20 raising $3,051 million in equity and that $4,346 million of new debt is
drawn down;



it is based on a provisional fair value assessment at 31 August. The actual completion date is
expected to be 31 December 2007;



an allowance of $130.9 million for a 65% share of unallocated Consortium assets and
liabilities; and

46

Including the hedges associated with the debt assumed under the Transaction.

47

Net of deferred borrowing costs.

48

NTA is calculated as net assets less distribution licences, goodwill and other intangibles.

49

61.3% including associated hedge liabilities.

50

Based on an assumed SP AusNet security price of $1.20.
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transaction costs of $50 million relating to the Capital Raising are recorded as an offset
against the amount of equity raised or debt raised (as the case may be). SP AusNet’s other
transaction costs (including stamp duty) of $47 million plus the transaction costs of SPI to be
reimbursed by SP AusNet ($133 million) are capitalised in the cost of acquisition.

A detailed pro forma financial position (including a description of the assumptions and
adjustments made) is set out in Section 7 of the Explanatory Memorandum. The pro forma
financial position has been prepared by SP AusNet and reviewed by KPMG. KPMG’s
Investigating Accountant’s Report is set out as Appendix B to the Explanatory Memorandum.
The pro forma financial position shows New SP AusNet will have net borrowing of approximately
$8.9 billion and book gearing of 61%. SP AusNet has sought and obtained a long term
“investment grade” corporate credit rating for New SP AusNet from ratings agencies Standard &
Poor’s and Moody’s Investor Services. However, the ratings obtained are one notch below
SP AusNet’s current ratings.
New SP AusNet proposes to continue to manage its financial risks in line with current board
policies. In this regard, it will enter into forward foreign exchange contracts and cross currency
swap contracts to manage its exposure to foreign currency movements and manage its exposure to
changes in interest rates by matching the actual cost of debt with the cost of debt reflected in
regulatory determinations by maintaining a mix of fixed and floating rate borrowings and the use
of interest rate swap contracts. New SP AusNet is assumed to remain 90% hedged against interest
rate movements.
6.4

Directors and Management
There will be no change to the composition of the SP AusNet boards as a consequence of the
Transaction. There is however an intention to increase the size of the boards in the future.
Following implementation of the Transaction it is proposed that the senior management of
SP AusNet (who are employed by SPIMS) will comprise a combination of existing SP AusNet and
former Alinta senior management.

6.5

Capital Structure and Ownership
Following implementation of the Transaction New SP AusNet will have 4,635.3 million stapled
securities on issue.
Assuming a 100% take up by retail securityholders under the Entitlement Offer, former SP AusNet
securityholders will collectively hold approximately 94% of the New SP AusNet stapled securities
and SPI will remain the largest securityholder with a 51% interest. However, if there is less than
100% take up of the Entitlement Offer by retail securityholders, SPI’s securityholding will
increase above 51%.

6.6

Cost Savings and Synergy Benefits
The integration of SP AusNet and the Alinta Assets is expected to deliver substantial cost savings
and synergy benefits. Following an initial review SP AusNet has estimated that operating cost
savings of approximately $90 million per annum will be realised by the year ending 31 March
2010. These synergies are expected to be derived primarily in the asset management and corporate
office areas from reductions in staffing, elimination of duplication (e.g. in corporate offices) and
changes to corporate support functions such as information technology (“IT”) (see Section 6.2.4 of
the Explanatory Memorandum). The aggregate one-off costs to achieve these operating synergies
have been estimated at $46 million (primarily relating to redundancies) and will be incurred over
the period. In addition, SP AusNet expects to derive savings from reductions in forecast capital
expenditure (e.g. in IT capital projects).
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7

Evaluation of the Transaction
7.1

Conclusion
In Grant Samuel’s opinion, the Transaction is fair and reasonable to the non associated
securityholders and, therefore, in the best interests of those securityholders.
The acquisition of the Alinta Assets transforms SP AusNet into one of the largest energy
infrastructure owners in Australia. The acquisition meets a number of SP AusNet’s strategic
objectives, providing revenue diversification and enhancing its growth outlook without
significantly increasing risk. Key attractions for SP AusNet securityholders include the following:





the quality of the Alinta Assets;
the Alinta Assets complement SP AusNet’s existing portfolio of assets;
the benefits of increased diversity of asset exposure (geographic mix, operational mix,
regulatory arrangements);



the potential to capture substantial synergies through merging the asset management
activities and reducing duplication in corporate overheads; and



an enhanced growth profile and growth platform.

Grant Samuel has estimated the value of the Alinta Assets to be in the range of $7,485-8,365
million (before deducting the $975 million of debt to be assumed). As the price to be paid to SPI
for the Alinta Assets of $8,142 million (before the debt to be assumed) is within Grant Samuel’s
value range, the purchase price represents fair value to SP AusNet. The purchase price is at the
top of Grant Samuel’s value range but this is justifiable given the strategic benefits of the
acquisition for SP AusNet and the level of cost savings and synergies expected (around $90
million per annum by the year ending 31 March 2010). Other factors that are relevant to
SP AusNet securityholders in considering the financial terms of the Transaction include:



the price to be paid is effectively the same price paid by SPI under the Consortium
arrangements;



the price paid by the Consortium for Alinta was the result of a competitive arm’s length
process;



SPI will derive no profit or fees from the Transaction (unless completion is delayed beyond
31 January 2008 but that fee is not material); and



the reimbursement of SPI’s transaction and holding costs in relation to the Alinta Assets is
reasonable as:
•

SP AusNet would have incurred a similar level of transaction costs if it had participated
directly in the Consortium;

•

SPI’s participation in the Consortium was critical to the successful acquisition of Alinta.
It is unlikely that SP AusNet would have been able to participate in the Consortium on
its own account within the timeframe and structure of that transaction; and

•

SP AusNet is entitled to the economic benefits and risks of the Alinta Assets from
1 September 2007.

A number of other benefits for SP AusNet securityholders will result from the Transaction:




securityholders are expected to enjoy an uplift in distributions per security;
the larger market capitalisation and the position as a leading energy infrastructure owner
should lead to greater investor interest and analyst focus which should ultimately enhance
share trading liquidity although its restricted free float (due to SPI’s 51% interest) will
continue to affect liquidity;



there is no change in control of SP AusNet despite an increase in SPI’s ownership interests
(depending on the participation of retail investors in the Entitlement Offer); and



there is no substantial increase in financial risk (except that the absolute quantum of
indebtedness has grown substantially).
Page 37

SP AUSNET EXPLANATORY MEMORANDUM

167

APPENDIX A – INDEPENDENT EXPERT’S REPORT CONTINUED

The Transaction is to be funded by one of the largest capital raisings in the Australian capital
markets in the last year. The Capital Raising includes a $3.0 billion equity raising and a $4.3
billion debt raising. SP AusNet has received signed letters of commitment (with attached term
sheets) for the debt raising. Therefore, the terms and pricing for the debt raising are, for practical
purposes, determined (although subject to movement in market interest rates and certain “out
clauses”). In comparison, neither the institutional component of the Entitlement Offer nor the
Institutional Placement are currently underwritten and the exact and relative sizes and the terms
(including pricing) of the equity raising are not yet determined and may not be “locked in” until
after the securityholder meeting to approve the Transaction. This is an unusual circumstance in
the Australian capital markets and is a result of SP AusNet being subject to Singaporean law in
relation to the offering of securities.
The terms of the equity raising are important to existing securityholders as the placement will have
a dilutionary impact, involves significant cost and the Entitlement Offer is non-renounceable (i.e.
securityholders will receive no value for their entitlement). The financial implications of the
Transaction for securityholders have been presented in the Explanatory Memorandum based on a
subscription price for the equity raising of $1.20. An analysis of the implications for distribution
based on a range of pricing from $1.10 to $1.30 has also been presented. Furthermore, if any of
the debt commitments or underwriting arrangements (once entered into) are terminated prior to
completion of the Transaction and SPI fully subscribes for its pro rata entitlement under the
Entitlement Offer and 51% of the Institutional Placement, then SP AusNet may still be obliged to
complete the purchase of the Alinta Assets with implications for New SP AusNet’s forecast
earnings.
Consequently, the outcome of the Capital Raising (both debt and equity) and the Transaction may
be more or less favourable for securityholders than that set out in the Explanatory Memorandum.
However, the Board of SP AusNet has decided not to issue securities in the equity raising at a
price of less than $1.10. Therefore, in relation to price, downside risk for securityholders is
limited. Furthermore, the Board retains the ability to postpone or cancel the equity raising if not
satisfied with the overall terms. Securityholders should monitor the position in relation to the
Capital Raising up until the date of the meeting but, in view of the timing issues, there may be no
greater certainty at that time.
There are a number of other costs, disadvantages and risks for securityholders including:



the decrease in earnings per security. However, distributions paid by SP AusNet are based
on free cash flow (not accounting profits) which are expected to increase;



the dilution in ownership interests of existing (non SPI) securityholders unless they are in a
position to participate in the Institutional Placement or they subscribe for more securities in
the event of an overall undersubscription;



the potential increase in SPI’s ownership interest above 51% (but to no more than 60%);



the potential for continued weakness in the SP AusNet security price as the Capital Raising is
digested by the market;



the possibility that SP AusNet’s future sharemarket rating may not appropriately reflect the
growth profile implicit in its business mix (from the acquisition of the higher growth asset
management business);



integration risk exists to the extent to which estimated costs savings and synergies are not
achieved or take longer to achieve or that issues during integration of the businesses may
impact on SP AusNet’s existing operations; and



the risks associated with regulatory uncertainty in relation to the separation of asset
ownership and management may be exacerbated by the intended integration of the asset
management activities.

Furthermore, securityholders need to recognise that there will be complications for SP AusNet in
relation to management of its existing assets and future growth opportunities if the Transaction
does not proceed and SPI continues to own and/or manage the Alinta Assets while at the same
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time managing (and owning a 51% interest in) SP AusNet.
In Grant Samuel’s opinion, these risks and disadvantages are not insignificant but do not outweigh
the benefits of the Transaction.
In summary, notwithstanding the relatively full price being paid for the Alinta Assets and the
uncertainties associated with the Capital Raising, Grant Samuel considers that non associated
securityholders are likely to be better off if the Transaction proceeds than if it does not.
7.2

Strategic Rationale and Benefits
The Transaction meets a number of SP AusNet’s strategic objectives, providing revenue
diversification and enhancing its growth outlook without significantly increasing risk. The
Transaction:



is a quantum leap in scale. It represents a unique opportunity to transform SP AusNet into
the largest energy infrastructure owner in Australia with over $15 billion of assets.
New SP AusNet will have:
•

100% ownership of the Victorian electricity transmission network;

•

ownership interests in three of the five licenced electricity distribution networks in
Victoria (two 100% interests and one 34% interest) and 50% of the Australian Capital
Territory electricity distribution network;

•

100% ownership of the gas distribution network in New South Wales (the largest single
network in the country), 100% of one of three licenced Victorian gas distribution
networks and 50% of the Australian Capital Territory’s gas distribution network;

•

100% ownership of two gas transmission pipelines and a gas pipeline interconnect in
Victoria, all of which are unregulated; and

•

a substantial eastern states asset management business which, together with
SP AusNet’s existing management and services capabilities, represents a significant
platform for growth.

In the absence of the Transaction, SP AusNet’s growth may have been more limited and
gradual. Substantial consolidation of ownership of Australian energy infrastructure in recent
years has reduced the potential pool of acquisition targets, unless there is an increase in the
privatisation of government owned infrastructure. The competition for any infrastructure
asset that does become available will be fierce;



brings a portfolio of energy infrastructure assets that are high quality with substantial scale
and that are underpinned by natural monopolies, established regulatory determinations and/or
long term contracts. The Alinta Assets complement SP AusNet’s existing portfolio of energy
transmission and distribution assets and:
•

expands SP AusNet’s footprint beyond Victoria into New South Wales, the Australian
Capital Territory and Queensland;

•

results in greater stability in revenue and earnings as a result of a more diversified asset
base in terms of:

-

geographic mix, introducing a substantial exposure to New South Wales,
increasing the exposure in Victoria and acquiring an initial asset in Queensland;

-

product sector, increasing SP AusNet’s exposure to electricity and gas distribution,
introducing gas transmission and a small exposure to water;

-

regulatory risk, decreasing the proportion of regulated revenue from 90% to 67%,
spreading regulatory reset dates, diluting the impact of individual regulatory
decisions and increasing longer term revenue certainty due to contracted revenue;
and

-

operational risks (e.g. volume shifts, supply problems, catastrophes) although there
is an increased exposure to the Victorian electricity market.
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enhances SP AusNet’s growth profile. SP AusNet has made no acquisitions since listing and
has been restricted to organic growth from continued investment in its existing assets,
increased demand for energy, population growth and incremental revenue from leveraging its
existing activities. The Alinta Assets bring their own organic growth potential but also
include two strategically located unregulated gas transmission assets (albeit regulated by
market forces), a higher growth asset management business (particularly given the increase in
infrastructure expenditure Australia wide) and the opportunity to expand into new
infrastructure sectors (e.g. water).
New SP AusNet will have a substantial platform from which to pursue further opportunities
in Australia and New Zealand. For example:



•

the increased geographic exposure, the expanded electricity distribution activities and
asset management services improves New SP AusNet’s positioning, particularly for any
future privatisation of energy infrastructure assets in New South Wales and Queensland;

•

through ActewAGL Distribution and the Camellia Project, New SP AusNet will have
some exposure to, and experience of, the water industry which it regards as a natural
extension of the asset management business; and

•

the larger size will make it easier from a financial risk perspective to contemplate
acquisition of larger assets; and

represents an opportunity to increase the efficiency of SP AusNet’s existing activities (by
introducing Alinta’s asset management expertise) and to generate economies of scale.

If the Transaction does not proceed, SP AusNet would continue to operate in its current form
seeking organic growth (from increased energy usage and leveraging its existing capabilities) and
growth from acquisitions. However, it is unlikely to make acquisitions offering similar scale and
benefits as the Alinta Assets as:



there has been substantial consolidation in the private ownership of infrastructure assets in
recent years and, unless further privatisations occur, investment opportunities will be limited;
and



not only do the Alinta Assets offer a range of strategic attractions in terms of asset ownership
(e.g. increased revenue and regulatory diversification) but they provide an enhanced growth
profile (in the form of unregulated assets and the higher growth asset management business).

Moreover, if the Transaction does not proceed51, SPI will be under no further obligations to
SP AusNet in relation to the Alinta Assets and would be free to explore all strategic options for
them (e.g. continued ownership, divestment, listing). It is possible that SPI could continue to own
and/or manage the Alinta Assets while at the same time managing (and owning a 51% interest in)
SP AusNet. This could have adverse implications for SP AusNet securityholders. In particular, it
would lead to complications in relation to the management of its existing assets and future growth
opportunities.
In this regard, securityholders should take into consideration that:

51

the Transaction represents a unique opportunity to transform SP AusNet in a quantum leap
rather than incremental steps; and



the directors have stated that they are not aware of any better alternative investment
opportunity at the present time and nor do they consider that implementing the Transaction
would preclude SP AusNet from pursing any other business opportunity it is currently
considering.

In some circumstances, even if approved by securityholders, the Transaction may not proceed (e.g. if SPI does not subscribe for its full
entitlement under the Entitlement Offer or for 51% of the Institutional Placement).
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7.3

Assessment of the Purchase Price
7.3.1 Value Analysis
Under the terms of the Transaction, SP AusNet is to pay SPI a cash amount equal to $8,142
million for the Alinta Assets less $975 million in assumed debt. SP AusNet is also to
reimburse SPI for its transaction and holding costs.
Grant Samuel has estimated the value of the Alinta Assets to be in the range of $7,4858,365 million (before deducting the $975 million of debt to be assumed). This is a
standalone valuation of the Alinta Assets and does not reflect any value for synergies and
cost savings specific to SP AusNet.
As the estimated cash amount to be paid to SPI for the Alinta Assets is within Grant
Samuel’s value range the Transaction represents fair value to SP AusNet. That the
purchase price is towards the top end of the range is not unexpected. The price paid for
Alinta by the Consortium was the result of a competitive process. In such situations, in
order to succeed, the bidder will often have to pay away a proportion of the benefits that it
can derive from the acquisition.
The amount payable by SP AusNet is subject to a number of adjustments the most
important of which is for adjustments arising under the Consortium arrangements and
therefore outside the control of SP AusNet. In particular, SP AusNet will be exposed to
65% of any liability for stamp duty, income tax, other tax liability or other unidentified
unallocated liabilities. In this regard, in preparing the pro forma financial position for
New SP AusNet (see Section 6.3), a provision of $130.9 million has been taken up to
recognise certain identified unallocated liabilities. The final amount of any adjustment to
the purchase price could eventually be higher or lower than the provision and the amounts
involved are not inconsequential. However, the purchase price would have to increase by
over $200 million (or 2.5%) for it to exceed Grant Samuel’s value estimate.
Although it is possible that the final purchase price may exceed Grant Samuel’s value range
due to significant adjustments, there is substantial offsetting value in the cost savings and
synergies currently identified by SP AusNet. An initial review by SP AusNet has indicated
operating cost savings of around $90 million per annum by the year ending 31 March 2010.
If achieved these synergies represent value of in excess of $1 billion. These synergies
therefore reduce the risk associated with SP AusNet’s exposure to subsequent adjustments
to the purchase price arising under the Consortium arrangements.
7.3.2 Arm’s Length Terms
The acquisition of the Alinta Assets from SPI is a “related party transaction”. An important
consideration in such situations is whether the terms of the proposed transaction are no
more favourable than would have been negotiated between parties dealing at arm’s length.
In this regard:



the price to be paid by SP AusNet for the Alinta Assets is the price paid by SPI under
the Consortium arrangements (including any adjustments that may occur under those
arrangements) and the price paid by the Consortium for Alinta was the result of a
competitive arm’s length process.
The Consortium acquired Alinta on 31 August 2007 following a process commenced
in January 2007, through which potentially interested parties were invited to put
forward expressions of interest to acquire the company. Following a period for due
diligence, proposals to acquire all of Alinta were received from two consortia and,
following negotiations with both, Alinta announced on 30 March 2007 that it had
signed an agreement with the Consortium. On 4 May 2007, Alinta received a revised
proposal from the unsuccessful consortium (Macquarie Consortium) and, after
considering the revised proposal, requested the Consortium to submit its best revised
proposal. Following negotiations with both consortia, Alinta announced on 11 May
2007 that the Consortium’s proposal was recommended;
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SP AusNet has undertaken a separate independent review of the Alinta Assets in
reaching its investment decision. This review was conducted by an Independent
Directors’ Committee (“Committee”) which was advised by separate financial,
accounting and legal advisers. In reaching its recommendation to acquire the Alinta
Assets the Committee:
•
received access to SPI’s due diligence materials in relation to the Alinta Assets
(subject to necessary confidentiality undertakings and, in some cases, nonreliance letters);
•
considered the options available to SP AusNet and the long term benefits for
securityholders of the Transaction.
This included consideration of the
acquisition price which was considered “fair and reasonable”, particularly in
light of market valuation parameters; and
•
received access to the Consortium agreement and the process by which the assets
and liabilities of Alinta are being distributed between the Consortium members;
and



SPI will derive no profit or fees from the Transaction (unless completion is delayed
beyond 31 January 2008 but that fee is not material).

In addition to the purchase price, SP AusNet is to reimburse SPI for its transaction and
holding costs in relation to the Alinta Assets. This approach is reasonable as:



SPI’s participation in the Consortium has given SP AusNet the opportunity to acquire
a substantial portfolio of high quality assets. The Alinta acquisition process required a
corporate nimbleness that SP AusNet did not have at the time. The window of
opportunity to bid for Alinta was narrow and the process competitive. The high
proportion of cash in the consideration (approximately 60%) and certainty of
completion were critical factors to the success of the Consortium’s proposal. In this
regard, the Consortium’s proposal was not subject to funding primarily as SPI funded
the majority of the cash component from internal cash resources and corporate debt
facilities.
Given the scale of Alinta and the nature of the transaction, SP AusNet was unable to
participate in the Consortium on the same basis as SPI (i.e. it would have needed to
raise a substantial amount of capital on a “stand by” basis to do so). Furthermore,
when the opportunity arose SP AusNet was participating in another sales process
(although it was ultimately unsuccessful);



if SP AusNet had participated in the Consortium it would have incurred a similar level
of transaction costs (both on its own account and its share of the Consortium’s costs).
There may be some double up of costs but, given the scale of the transaction, any such
doubling up would be minor; and



SP AusNet is entitled to the economic benefits and risks of the Alinta Assets
(including the interest rate swaps that SPI has in place) from 1 September 2007. On
that basis, it is appropriate that SP AusNet reimburses SPI for its holding costs
(including financing costs, interest forgone plus establishment and other finance fees)
from 1 September 2007 to completion of the Transaction.

At any rate, SPI will carry a share of transaction and holding costs through its 51% interest.
7.4

Financial Impact on SP AusNet
7.4.1 Earnings
The impact of the Transaction on earnings per security for SP AusNet is demonstrated by
calculating the pro forma earnings per security assuming that it was completed on 1 April
2006. This analysis assumes that the equity raisings take place at a price of $1.20. The net
effects are summarised below:
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SP AusNet – Pro Forma Impact on Earnings per Security52
Year end 31 March

SP AusNet (no transaction)
Growth
New SP AusNet
Growth
Increase/(decrease)

2007
actual
7.71¢

2008
forecast
8.00¢
3.8%
4.21¢
na
(47.4%)

2009
forecast
7.05¢
(11.9%)
4.74¢
12.6%
(32.8%)

Note: Assumes the Transaction completed on 1 April 2006 and the equity raisings take place at a price of $1.20.

Although there is a substantial increase in the quantum of earnings for SP AusNet
(reflecting the acquisition of the Alinta Assets and the identified merger synergies) the
substantial issue of securities under the Transaction results in a decrease in pro forma
earnings per security in excess of 30%. Excluding the synergy implementation costs
associated with the Transaction the decrease in earnings per security in 2009 is 24%.
However, SP AusNet’s distributions are not dependent on accounting profits but free cash
flow and therefore a decline in earnings per security should not affect SP AusNet’s market
rating. In that regard, the pro forma impact of the Transaction on free cash flow per
security is summarised below:
SP AusNet – Pro Forma Impact on Free Cash Flow per Security52
Year end 31 March

SP AusNet (no transaction)
Growth
New SP AusNet
Growth
Increase/(decrease)

2007
actual
10.91¢
0.6%

2008
forecast
11.73¢
7.5%
12.98¢
10.6%

2009
forecast
11.80¢
0.6%
11.87¢
(8.5%)
0.6%

Note: Assumes the Transaction completed on 1 April 2006 and the equity raisings take place at a price of $1.20.

Although the positive impact on free cash flow per security is small in 2009, on a
normalised basis (i.e. excluding synergy implementation costs) the increase in free cash
flow per security increases to 7.4%.
7.4.2 Distributions
Distributions paid to New SP AusNet securityholders will depend on the performance of
the stapled group. However, distributions guidance has been provided in the Explanatory
Memorandum. Based on the pro forma forecast distributions SP AusNet securityholders
will benefit from a 2.4% uplift in distributions per security under the Transaction
(notwithstanding the substantial increase in the number of stapled securities on issue):

52

After synergy implementation costs.
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SP AusNet – Pro Forma Impact on Forecast Distributions52
Year end 31 March

SP AusNet (no transaction)
Growth
New SP AusNet
Growth
Increase/(decrease)

2007
actual
11.27¢

2008
forecast
11.56¢
2.6%
11.56¢
na
-

2009
forecast
11.85¢
2.5%
12.14¢
5.0%
2.4%

Note: Assumes that the Transaction completed on 1 April 2006 and the distributions proposed in the Explanatory
Memorandum.

SP AusNet’s distributions comprise a mix of dividends, interest payments and capital
returns. The mix of distribution components may change as a consequence of the
Transaction due to the changes in SP AusNet’s revenue mix. Such a change could have net
tax consequences for investors, however, this depends on the circumstances of each
investor.
7.4.3 Financial Position
The pro forma financial position of New SP AusNet as at 31 August 2007 on the basis that
the Transaction was implemented on that date is set out in Section 6.3 of this report. The
net effects are summarised below:
SP AusNet – Pro Forma Impact on Financial Position at 31 August 2007
Parameter
Total assets ($ million)
Equity attributable to securityholders ($ million)
Net assets per security
NTA per security
Book gearing53
Market gearing54

New SP AusNet After Transaction

SP AusNet
Before
Transaction

Amount

7,100
2,647
$1.26
$1.10
57.6%
58.9%

15,827
5,668
$1.22
$0.48
60.9%
61.4%

Change
Amount
+8,727
+3,021
-$0.04
-$0.62
+3.3%
+2.5%

Percentage
122.9%
114.1%
(3.2%)
(56.4%)
5.7%
4.2%

Note: Assumes that the Transaction completed on 31 August 2007 and the equity raisings take place at a price
of $1.20.

In view of the size of the Alinta Assets and the related Capital Raising, the Transaction
substantially impacts SP AusNet’s financial position. Whilst equity attributable to
securityholders and total assets more than double, net assets per security decline by
approximately 3%. Further, and more importantly, the Transaction results in a decrease in
SP AusNet’s pro forma NTA backing. The Transaction results in no material change in the
absolute value of NTA but, due to the substantial issue of securities, New SP AusNet’s
NTA backing more than halves to $0.48 per security (a 56% decrease). This reflects the
substantial goodwill paid primarily as a consequence of the low capital intensive asset
management business.
New SP AusNet’s pro forma book gearing increases marginally to around 61% which is
consistent with its Australian infrastructure peers:

53

Book gearing is net borrowings divided by net assets plus net borrowings.

54

Market gearing is net borrowings divided by market capitalisation based on $1.20 per security.
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Gearing for Selected Energy Infrastructure Entities
Entity
New SP AusNet
DUET
Spark56
Envestra
Vector
APA Group
HDUF
BBI

Market Gearing55
61.4%
67.9%
44.6%
67.7%
57.0%
66.7%
34.3%
62.7%

Book Gearing
60.9%
74.2%
36.6%
90.2%
62.2%
73.4%
46.3%
66.5%

Although NTA backing will be diluted it is unlikely to have a material impact on
SP AusNet’s market rating as its price is (and is likely to continue to be) driven by
distribution yield not NTA. Furthermore, NTA will become even less of a determinant of
market price over time as a substantial component of SP AusNet’s business will be the low
capital intensive (i.e. high goodwill) asset management activities.
7.4.4 Capital Structure and Ownership
The impact of the Transaction on capital structure is material. The number of stapled
securities issued pursuant to the Transaction will represent over 120% of SP AusNet’s
existing issued securities (55% of the expanded capital).
SPI’s direct interest in SP AusNet will remain at least at 51% and could rise to as high as
55% if there is less than 100% participation by retail investors in the Entitlement Offer.
The Transaction therefore has no impact on control of SP AusNet. SPI will continue to be
the major securityholder, it will continue to control the boards of directors and the existing
management arrangements will remain.
7.5

Impact on Market Rating
SP AusNet currently has a market capitalisation of approximately $2.7 billion and is a member of
various indices including the S&P/ASX 200 Industrial Index and the S&P/ASX 200 Utilities
Index. However, its weighting in these indices is not material primarily as a result of its restricted
free float. New SP AusNet will be substantially larger than SP AusNet today. Market
capitalisation should double (to around $5.5 billion based on $1.20 per security) and
New SP AusNet’s weighting in its current indices should increase. There is also a possibility that
New SP AusNet could move into the S&P/ASX 100 Index.
From a financial perspective, SP AusNet will be substantially larger (not least in terms of market
capitalisation) than the other listed energy infrastructure entities:
Financial Comparison of Listed Australian Energy Infrastructure Entities57 ($ millions)
Entity
New SP AusNet
DUET
Spark
APA Group
Envestra
HDUF
BBI

EBITDA
1,149
565
532
385
238
88
750

Total
Assets
15,821
7,112
2,379
4,899
2,539
978
11,487

Net
Assets
5,668
1,489
634
1,161
210
434
3,106

Market
Capitalisation
5,500
2,026
1,987
1,604
925
716
3,675

Source: Grant Samuel analysis

55

Based on most recent balance sheet and on sharemarket prices as at 19 October.

56

The calculation of value parameters for Spark is made complex by the minority holdings and form of investment. The gearing shown
for Spark reflects the gearing of the entity itself and not that of the underlying assets. If the debt of the underlying assets is allowed for
Spark’s gearing would increase to around 60%.
Based on year 1 forecast EBITDA, last reported balance sheet and security prices as at 19 October 2007.

57
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The acquisition of the Alinta Assets enhances SP AusNet’s ability to deliver stable cash
distributions (as a consequence of greater revenue and regulatory diversification) and provides an
opportunity to grow distributions at rates higher than it otherwise would be possible (from
contracted unregulated asset earnings and growth in the asset management business). There is an
immediate uplift in cash distributions in 2009 although the components of distributions may change.
The larger market capitalisation and the position as the leading energy infrastructure owner should
lead to greater investor interest and analyst focus which should ultimately enhance share trading
liquidity although SP AusNet’s restricted free float will continue to affect liquidity.
There is some risk of a period of continued security price weakness while the market absorbs the
Transaction and the major equity raising. The security price has been weak since the
announcement of the Transaction in part due to a lack of detailed information at the time and the
expectation of the equity raising. The security price had declined from record highs in June 2007
to around $1.40 prior to the announcement of the Transaction. The security price declined by
around 7% to less than $1.30 and has drifted down to trade in the range of $1.23-1.28.
The security price weakness is likely to continue in the short term at least until the Explanatory
Memorandum is publicly released and the terms of the equity raising set. Even after
announcement of the terms of the equity raising, the security price may drift down to the
placement price (and potentially below). The outlook for the security price is dependent on the
success or otherwise of the equity raising. It may also take some time for the benefits of the
Transaction to be reflected in the security price.
New SP AusNet will continue to be rated in the market on the basis of its cash yield in comparison
to its peer group which, with the exception of APA Group, are externally managed asset owners.
In this regard, New SP AusNet’s forecast yield is relatively high but not inconsistent with cash
distribution yields of listed energy infrastructure entities (indeed the yield based on current prices
implies some potential price upside):
Cash Distribution Yield of Listed Australian Energy Infrastructure Entities
Distribution Yield58
Entity
New SP AusNet - based on $1.20
- based on price on 26 October 2007 ($1.27)
DUET
Spark
APA Group
Envestra
HDUF
BBI

Historical/
Current
9.4%
8.9%
7.3%
9.2%
7.6%
8.8%
7.7%
8.6%

Forecast
Year 1
9.6%
9.1%
8.0%
9.4%
7.8%
8.8%
8.0%
9.1%

Forecast
Year 2
10.1%
9.6%
8.5%
9.6%
8.0%
8.8%
8.5%
9.7%

Source: Grant Samuel analysis

New SP AusNet will own a substantial asset management business of which approximately 30%
of revenue will be derived from external sources. APA Group will also derive revenue from
external sources following the acquisition of Origin Energy Asset Management (which manages
Envestra’s assets) in April 2007 but to a significantly lower extent (probably less than 10% of total
revenue). Therefore, New SP AusNet is expected to have a higher growth profile than its peer
group.
New SP AusNet’s high growth profile should justify a higher market rating (i.e. a lower yield than
its peers) but that may not occur. This is a similar situation to that faced by Alinta following the
acquisition AGL’s infrastructure assets in October 2006. Prior to being acquired by the
Consortium, Alinta was progressing a corporate restructure to split the company into two separate
listed companies (i.e. an asset owner and a growth company focussed on asset management) in
order to better deliver shareholder value.
58

Based on New SP AusNet security price of $1.20.
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7.6

Capital Raising
The acquisition of the Alinta Assets is to be funded by a $3.0 billion equity raising and a $4.359
billion debt raising. The equity raising will comprise an entitlement offer (rights issue) and a
placement. These are substantial sums in the context of the Australian capital markets:



the debt raising is the one of the largest in Australia during 2007 with other significant
raisings by Wesfarmers Limited ($10 billion), Westfield Group ($4.7 billion) and Asciano
($5.2 billion); and



the largest secondary market equity raising in Australia during 2007 so far was undertaken by
Westfield Group (a $3 billion underwritten non-renounceable entitlement offer). The
Westfield Group raising was for refinancing purposes, was on a 2 for 23 ratio and represented
less than 8% of market capitalisation.

SP AusNet has (and expects to retain) an investment grade credit rating. It has received signed
letters of commitment (with attached term sheets) for the respective components of the debt
raising. These commitments are subject to the satisfaction of conditions precedent including that
the proceeds of the equity issuance to SPI and institutional equity investors (being an amount not
less than $2.5 billion) has been received in full by SP AusNet. The remaining conditions
precedent are customary for facilities of this nature and will be based on the existing financing
documentation for SP AusNet. Consequently, the terms and pricing for the debt raising are
determined (although subject to movements in market interest rates and certain “out clauses”).
However, the debt raising is dependent on the success of the equity raising.
Consequently, the equity raising is critical to the funding of the Transaction. However, neither the
institutional component of the Entitlement Offer nor the Institutional Placement are currently
underwritten. SP AusNet will enter into an underwriting agreement pursuant to which the
underwriters have agreed to manage the Entitlement Offer and to underwrite the Institutional
Placement and the institutional portion of the Entitlement Offer. There will be no underwriting of
SPI’s pro rata share of the Entitlement Offer or the Institutional Placement and the retail portion of
the Entitlement Offer is unlikely to be underwritten. Under the terms of the underwriting,
SP AusNet and the underwriters will need to agree the price and the ratio at which securities will
be underwritten. If a price and ratio cannot be agreed, the underwriting will not proceed. In
addition, the underwriting agreement will be able to be terminated by the underwriters for a
number of reasons including if SPI does not subscribe for its pro rata share of the Entitlement
Offer and the Institutional Placement or if a debt commitment ceases to be in effect.
Accordingly, the exact and relative sizes and the terms (including the ratio and pricing) of the
equity raising are not yet determined and are only likely to be set closer to the offering, and
possibly not until after the securityholder meeting to approve the Transaction. This is an
extremely unusual circumstance in the Australian capital markets and is a result of SP AusNet
being subject to Singaporean law in respect of the offering of securities (i.e. in Singapore an entity
is unable to offer new securities to investors without first obtaining existing securityholder
approval).
The terms of the equity raising are important to existing securityholders as:

59



the equity raising includes a placement and will be dilutionary for existing securityholders
(even if they take up their entitlement). The degree of dilution depends on the extent to
which the subscription price is below fair value (or the pre offer market price);



in relation to the Entitlement Offer, securityholders can protect themselves from any dilution
by taking up their rights. However, an entitlement ratio of (at least) 1 for 1 is expected and
consequently, the cost involved for securityholders in maintaining their interest is material
(i.e. doubling their investment); and



the Entitlement Offer is non-renounceable and existing securityholders will receive no value
for their rights. Securityholders who do not take up their entitlement will therefore be

SP AusNet is raising a total $6.3 billion in debt of which $4.3 billion is for the Transaction with the balance to refinance existing debt.
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affected by the terms of both the Entitlement Offer and the Institutional Placement. This will
particularly impact ineligible foreign securityholders.
Furthermore, if any of the debt commitments or underwriting arrangements (once entered into) are
terminated prior to completion of the Transaction and SPI fully subscribes for its pro rata
entitlement under the Entitlement Offer and 51% of the Institutional Placement, then SP AusNet
may still be obliged to complete the purchase of the Alinta Assets. New SP AusNet may be
required to seek more expensive sources of funds which would impact the financial forecast.
The financial implications of the Transaction for securityholders have been presented in the
Explanatory Memorandum based on the following key assumptions:



the Entitlement Offer is on a 1 for 1 basis at a price of $1.20. It is assumed that the
institutional portion of the Entitlement Offer is underwritten and there is a 50% take up of
entitlements by retail securityholders;



the Institutional Placement occurs at a price of $1.20 and is underwritten; and



interest rates of 7.03% per annum (on a blended basis) apply throughout the forecast period.

The New SP AusNet Forecast and New SP AusNet Financial Position summarised in Section 6 of
this report are based on these assumptions and have been used for the purposes of analysis for this
report.
An analysis of the implications for distributions based on a range of pricing from $1.10 to $1.30 in
five cent increments has also been presented in the Explanatory Memorandum (see Section 2.4).
That analysis reflects only the impact on implied cash yield of a change in subscription price. It
assumes that, irrespective of the subscription price, distributions will be 12.14 cents per security in
2009. It does not consider the other implications for existing SP AusNet securityholders including
increased dilution and future market rating.
Consequently, the outcome of the Capital Raising (both debt and equity) and the Transaction may
be more or less favourable for securityholders than that set out in the Explanatory Memorandum.
However, the Board of SP AusNet has decided that it will not issue securities for the equity raising
at a price of less than $1.10. Therefore, in relation to price, downside risk for securityholders is
limited. Furthermore, the Board retains the ability to postpone or cancel the equity raisings (e.g.
by not agreeing the price or ratio with the underwriters) if not satisfied with the overall terms.
Securityholders should monitor the position in relation to the Capital Raising up until the date of
the meeting but, in view of the timing issues, there may be no greater certainty at that time.
7.7

Other Costs, Disadvantages and Risks
7.7.1 Risks
Acquisition Risks
Any business acquisition involves risks for the acquirer, primarily that the business does
not perform in line with expectations at the time of purchase. In this case, acquisition risks
are accentuated as:
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New SP AusNet is acquiring the Alinta Assets for close to three times its reported net
assets at 31 March 2007 ($2.7 billion);



implementation of the Transaction is dependent on the outcome of a substantial capital
raising, aspects of which are currently uncertain (see Section 7.6);



SPI is providing no warranties;



New SP AusNet will be liable to a 65% share in any residual unallocated liabilities
and risks of the Consortium. A provision of $130.9 million has already been raised in
the preparation of the pro forma financial position at 31 August 2007 to allow for
certain unallocated liabilities;



the acquisition of significant unregulated activities (i.e. gas transmission pipelines and
asset management activities) introduces new business risks to SP AusNet’s asset
portfolio;



the transfer of the interest in United Energy is subject to pre-emptive rights claimed by
co-owner DUET. If these claims are successful New SP AusNet will not acquire an
interest in United Energy although it will receive value for the asset; and



the transfer of control of part of the Asset Management business is subject to customer
consents which have not yet been obtained. If the consents are not obtained,
opportunities for integration synergies may be more difficult to achieve. If the current
arrangements were successfully challenged, the benefit of certain agreements may be
lost to the detriment of earnings.

The acquisition risks are, in part, mitigated as:



SP AusNet has conducted its own independent investigation, assessment and appraisal
of the Alinta Assets (and SPI has provided access to all of its due diligence materials);



the lack of warranties from SPI mirrors the basis upon which SPI acquired the Alinta
Assets on 31 August 2007 and SP AusNet is entitled to all economic benefits and risks
from 1 September 2007;



the purchase price is effectively the same as paid by SPI under the Consortium
arrangements;



the Alinta Assets are long established businesses with track records. In particular, the
network businesses are regulated activities with a high level of transparency and
operational certainty. Consequently, the limited due diligence is less of a concern
than if SP AusNet was acquiring a less transparent business;



the Alinta Assets are in asset categories with which SP AusNet is familiar;



the Alinta Assets have been subject to substantial corporate activity in recent times.
In particular, as Alinta was subject to the continuous disclosure regime, any matter in
relation to these assets which had the potential to have a material impact on the market
value of Alinta should already be known to the market (at least until the date of the
scheme meeting in August 2007) and included in recent shareholder documents (i.e.
Scheme Booklet) for which Alinta was under a legal obligation to include all
information that would be material for shareholders in making a decision; and



while the issues associated with the transfer of the interests in United Energy and
control of part of Asset Management are being worked through, arrangements have
been put in place such that SPI (and on completion of the Transaction,
New SP AusNet) receive revenue streams which largely reflect the earnings of those
assets. Furthermore:
•

if the interest in United Energy does become subject to the operation of the preemptive rights, New SP AusNet will receive value for the interest although it
may be more or less than the price paid for that asset; and

•

the consents in relation to Asset Management cannot be unreasonably withheld
under the relevant contracts and this matter may proceed to a dispute resolution
process.

To the extent that any risk crystallises it will be a cost to all SP AusNet securityholders
including SPI.
Integration Risks
Any merger of two businesses faces some integration risks that may affect the ability to
extract the expected synergies or could even adversely impact on the existing business
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operations. Despite the obvious similarities of SP AusNet and the Alinta Assets there are
material risks for securityholders in integrating the two businesses. These include:



the potential for “culture clashes”. SP AusNet’s business has primarily been focussed
on regulated infrastructure assets (although it has commenced leveraging its
capabilities into non regulated activities including the provision of services to third
parties). In comparison, Alinta had, for a number of years, placed emphasis on
providing services to “clients” both internally and externally. Although the merger of
the two cultures represents an opportunity for future growth for New SP AusNet, the
risk of “culture clashes” remains; and



the integration of Asset Management with the operations and management activities
of SP AusNet and the reduction of duplication (particularly in corporate overheads)
are the potential source of significant synergies in the transaction. Management
restructures have the potential to create disharmony, distraction and conflict and lead
to loss of focus on key performance factors.

Further, any estimate of merger synergies is inherently uncertain and subject to risk. To the
extent that the estimated synergies are not achieved or take longer to achieve, all
SP AusNet securityholders (including SPI) will share the cost. On the other hand, the
estimate of merger cost savings and synergies of around $90 million per annum by 31
March 2010 is considered realistic (if not conservative) although there is some risk that
some of these benefits may be required to be shared with customers of its regulated assets
(see below). To the extent that more than the estimated synergies are achieved, all
securityholders will share in the benefit.
Regulatory Uncertainty
SP AusNet’s existing operating structure is effectively a modified internal asset
management model. Operations and management personnel are employed within
SP AusNet’s businesses with senior management employed by SPIMS and recharged to
SP AusNet via the management services charge. This charge is earnings neutral to
SP AusNet as SPIMS derives no profit from these services. However, SPIMS does share in
improved performance by SP AusNet’s businesses via the performance fee which is capped
at 0.75% of market capitalisation.
The management arrangements with SPIMS following implementation of the Transaction
are generally consistent with past practice. It is proposed to integrate Asset Management
with SP AusNet’s operations and maintenance activities.
Leveraging those asset
management capabilities (both internally and externally) is expected to result in substantial
cost savings and synergies. As approximately 65% of revenue will be from regulated
sources post implementation (down from 90%), the extent to which those benefits will be
retained by New SP AusNet over the long term will depend on the regulator’s approach.
Furthermore, a recent decision of the Supreme Court of Victoria (which is subject to
appeal) has raised the possibility that asset managers of regulated gas distribution assets
may be required to be licenced and therefore lodge access arrangements under the Gas
Code. Such an outcome may have adverse implications for New SP AusNet, particularly in
relation to customer contract price negotiations and for the profit margins of the asset
management business.
Although SP AusNet already faces these regulatory issues with its current business strategy
(i.e. it has increasingly been seeking to leverage its existing capabilities), the issue is likely
to be exacerbated by the Transaction.
Grant Samuel’s valuation of Asset Management is premised on no adverse implications of
the current regulatory uncertainty. If the regulatory uncertainty crystallises in an adverse
manner the value of Asset Management on a standalone basis would be lower and there
would be other value implications for New SP AusNet.
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7.7.2 Costs and Disadvantages
Dilution of Securityholder Interests
SP AusNet will issue new stapled securities to eligible existing securityholders under the
Entitlement Offer and to eligible institutional investors under the Institutional Placement.
SPI intends to participate in both equity raisings in order to maintain its 51% interest. If
existing securityholders do not, or are not eligible to, participate in the Entitlement Offer
their interest in SP AusNet will be diluted. However, irrespective of participation in the
Entitlement Offer, existing securityholders (other than SPI) will be diluted by the
Institutional Placement to the extent that they do not, or are not eligible, to participate in the
placement. The level of dilution will, in the event of an overall undersubscription, be offset
to the extent that a securityholder subscribes for more securities than their entitlement.
The extent to which existing securityholders will be diluted is not certain as the relative
sizes of the equity raisings have not yet been finalised, the ratio for the Entitlement Offer
has not been set and the participation rate of existing securityholders is unknown.
However, by way of example, assuming a 1 for 1 entitlement ratio, a 100% take up by
existing securityholders and all new investors under the Institutional Placement, existing
securityholders would be diluted from 100% to around 94% (excluding SPI from 49% to
42.6%) as follows:
New SP AusNet – Dilution of Securityholder Interests
Pre Transaction
Securityholder

SPI
Existing securityholders (non SPI)
New securityholders (Institutional Placement)
Total

Securities
on Issue
(million)
1,067.3
1,025.4
-

51.0
49.0
-

2,092.7

100.0

%

Post Transaction
Securities
on Issue
(million)
2,454.7
2,050.8
307.6
4,813.1

%
51.0
42.6
6.4
100.0

However, the level of dilution is dependent on the level of take up by retail investors of
their entitlements. Based on the same assumptions but a 50% take up results in existing
securityholders being diluted from 100% to 93.4% (excluding SPI from 49% to 40.4%).
Irrespective of the extent of dilution, an important issue for existing securityholders is the
quantum of the amount required to participate in the Entitlement Offer to maintain their
interest in SP AusNet (as the entitlement ratio is expected to be at least 1 for 1 and could be
higher). Furthermore, as the Entitlement Offer is to be non-renounceable, existing
securityholders will have no opportunity to receive value for their entitlement.
To the extent that existing securityholders are not eligible to participate in the Institutional
Placement, existing securityholders face dilution of their interests even if they participate in
the Entitlement Offer. For existing institutional securityholders to avoid dilution from the
Institutional Placement they will have to invest a further amount. The total amount
required to maintain an existing institutional interest in SP AusNet is not insignificant.
On the other hand, the Transaction represents a quantum leap in SP AusNet’s business.
Based on a 100% take up by retail investors, existing (non SPI) securityholders will have an
estimated 42.6% share in the combined business and will benefit from greater stability in
earnings.
Transaction Costs
SP AusNet is responsible for its own transaction costs as well as SPI’s costs associated with
acquiring the Alinta Assets (including its share of the Consortium’s transaction costs).
Total transaction costs are currently estimated to be $230 million being $97 million to be
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incurred by SP AusNet directly (including $50 million in relation to the debt and equity
raising) and $133 million incurred by SPI (both directly and its share of Consortium
transaction costs). SP AusNet is also responsible for any increase in SPI’s transaction costs
above the current estimate. If the Transaction proceeds transaction costs will be capitalised.
Given the terms of the Transaction, total transaction costs are more than likely to be higher
than if SP AusNet had participated directly in the Consortium. However, at 2.8% of the
purchase price of $8,142 million, the level of transaction costs is not inconsistent with
similar sized transactions (as they incorporate costs associated with the Capital Raising).
Of the transaction costs directly incurred by SP AusNet, approximately $25-26 million are
expected to have already been incurred by the time securityholders vote on the Transaction.
If the Transaction does not proceed these costs would be expensed by SP AusNet and
recognised as a significant item in the year ended 31 March 2008. In this case, SPI would
be responsible for its own costs.
7.8

Other Matters
Changes to the Management Services Agreement
Under the terms of the Transaction the Management Services Agreement is to be amended to
encompass the Alinta Assets and the service that those assets may require. As a consequence:



the management services charge will increase; and



the capital works management component of the performance fee will apply to capital
expenditure on unregulated as well as regulated assets.

Therefore, the quantum of fees that SPIMS can earn under the Management Services Agreement
will increase (both from the provision of services and as a result of the increase in market
capitalisation). However:




the basis of the relationship between SPIMS and New SP AusNet will remain unchanged;
the management services charge will increase but:
•

this reflects the additional resources required by SPIMS to manage the enlarged group;

•

the fee is effectively a cost recovery charge (i.e. it is essentially the same as if
New SP AusNet employed the management personnel directly); and

•

New SP AusNet is to benefit from any synergies derived by SPIMS in combining the
management teams via an adjustment to the management services charge (although it
will bear the costs associated with deriving those savings).

Overtime there is expected to be small differences in the management services charge and the
employment costs as the scheduled increases in the management services charge are not
directly proportional to increases in employee costs; and



the total performance fee will remain capped at 0.75% of market capitalisation (and the
percentage of each securityholders interest that SPIMS can take remains the same) although
the dollar value of the cap will have effectively doubled. Furthermore, if performance fees
are paid (and if the cap is reached), implicitly securityholders will also have benefited from
improved network and financial performance of New SP AusNet.

Ineligible Foreign Securityholders
Certain overseas securityholders will not be entitled to participate in the Entitlement Offer. As a
consequence, they will be diluted both by the Entitlement Offer and the Institutional Placement
(i.e. by more than 50%) and, as the Entitlement Offer is to be non-renounceable, they will receive
no value for their entitlement. However,
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they will retain a diluted interest in the enlarged group;



they will benefit from a 2.4% uplift in distributions per security;



they can acquire New SP AusNet securities through the ASX following completion if they
wish to reinstate their percentage interest; and



securityholders representing less than 0.5% of SP AusNet’s issued capital are expected to be
impacted by this issue.

Potential increase in SPI’s Securityholding
It is SPI’s intention to maintain (at least) its 51% direct interest in New SP AusNet. SPI proposes
to participate for its pro rata share of the Entitlement Offer and Institutional Placement. However,
as it is planned that the Institutional Placement and institutional component of the Entitlement
Offer are to be underwritten, SPI’s interest in New SP AusNet will exceed 51% if there is less than
100% take up of retail investors in the Entitlement Offer. Furthermore, if the Institutional
Placement is not underwritten and it is not fully subscribed, SPI’s direct interest in
New SP AusNet will increase further. SP AusNet considers that it is unlikely that these factors
could combine to increase SPI’s direct interest in New SP AusNet above 55%60.
An increase in SPI’s interest will reduce free float and have implications for New SP AusNet’s
market rating and index inclusion. However, there is no change in control. SPI will continue to be
the largest securityholder, to control the board and provide contracted management services.
7.9

Securityholder Decision
The decision of each securityholder as to whether to vote in favour of the Transaction is a matter
for individual securityholders based on each securityholder’s views as to value and future market
conditions, risk profile, liquidity preference, investment strategy, portfolio structure and tax
position. In particular, taxation consequences may vary from securityholder to securityholder. If
in any doubt, securityholders should consult an independent professional adviser.
This report does not purport to consider the investment merits of SP AusNet or New SP AusNet.
Whether to buy, hold or sell securities in SP AusNet or New SP AusNet (including participation in
the Entitlement Offer or the Institutional Placement) is a separate investment decision upon which
Grant Samuel does not offer an opinion. Securityholders should consult their own professional
adviser in this regard.

60

It should be noted that SPI’s voting power in SP AusNet is 52.44% (i.e. equal to the relevant interest of Temasek in SP AusNet) and
includes the interests of associates totaling 1.44%. As a consequence, SPI’s voting power in SP AusNet could increase above 55%. In
this regard, securityholder approval is being sought under Item 7 of Section 611 to allow SPI’s voting power to increase to a maximum
of 60%.
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8

Valuation of the Alinta Assets
8.1

Valuation Summary
The Alinta Assets have been valued in the range $7,485-8,365 billion. The value for the Alinta
Assets is the aggregate of the estimated market value of each of the assets and operating
businesses plus other assets and liabilities and is before the $975 million in debt to be assumed
under the Transaction. The valuation is summarised below:
Alinta Assets - Valuation Summary ($ millions)
Section
Reference

Value Range

Transmission and Distribution61
Asset Management62
Corporate overheads

8.3
8.4
8.5

Low
6,050
1,900
(480)

Value of operations
Other assets and liabilities

8.6

7,470
15

8,350
15

7,485

8,365

Ungeared value of Alinta Assets

High
6,650
2,100
(400)

The value attributed to the various operating businesses is an overall judgement having regard to a
number of valuation methodologies and parameters, including capitalisation of earnings or cash
flows (multiples of EBITDA and EBIT), discounted cash flow (“DCF”) analysis and other
measures commonly used in the energy infrastructure sector (including multiples of regulated asset
base and customer accounts).
The DCF analysis undertaken by Grant Samuel was based on the Projections provided by
SP AusNet. The financial models developed by Grant Samuel project cash flows from 1 March
2007. Projected ungeared after tax cash flows were discounted to a net present value (“NPV”)
using nominal after tax discount rates appropriate for each business. Appendix 1 sets out a
detailed analysis of the selection of the discount rates used in this report.
The overall earnings multiples implied by the valuation of the Alinta Assets are summarised
below:
Alinta Assets – Implied Valuation Parameters
Value Range
Multiple of EBITDA (adjusted)63
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)
Multiple of EBIT (adjusted)63
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)
Multiple of NTA at 31 August 200764
Geared
Ungeared

Low

High

14.4
13.0
12.2

16.0
14.4
13.5

22.5
18.7
17.0

25.0
20.8
18.9

1.6
1.5

1.8
1.7

Grant Samuel believes that the multiples implied by the valuation are reasonable. There are
several important factors which support the multiples:
61

Including 7.6% interest in TransACT.

62

Including 50% interest in the Camellia Project.

63

The multiples of EBITDA and EBIT reflect the proportionate earnings of ActewAGL Distribution (50%) and United Energy (34.1%).

64

Based on pro forma Alinta Asset balance sheet at 31 August 2007 (see Section 5.4).
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the market evidence in terms of multiples implied by the acquisitions of other Australian
energy infrastructure owners and infrastructure management businesses and the share prices
of listed Australian entities in the energy infrastructure sector.
The multiples reflect the blend of the various businesses (i.e. energy transmission and
distribution, and an infrastructure services business). There is no single entity to which the
total Alinta Assets can be directly compared but there are comparables for its key
components. For example:
•

Envestra and APA Group are primarily gas distribution and transmission businesses
(respectively) and are trading in excess of 12 times forecast EBITDA; and

•

WorleyParsons, United Group and Transfield Services are infrastructure service
providers and are generally trading at in excess of 13 times forecast EBITDA.

Transaction evidence indicates that gas transmission and distribution entities and electricity
distribution assets have generally been acquired in the range of 12-14 times and in excess of
11 times prospective EBITDA respectively. In particular, it is noted that the Consortium
acquired Alinta on 31 August 2007 at a blended forecast EBITDA multiple of 14 times (14.5
times forecast EBITDA at announcement of the revised proposal in May 2007);





the strategic attractions of certain of the assets including:
•

100% ownership of the gas distribution network in New South Wales (the largest single
network in the country);

•

an attractive portfolio of gas transmission pipelines underpinned by long term customer
agreements; and

•

a substantial energy infrastructure services business which has a stronger growth profile
than regulated infrastructure assets; and

significant cost savings that are expected to flow through the business in the year ending 31
March 2008 from the acquisition of the Agility business in 2006 with more savings to emerge
in 2009. $75 million of total annual savings have been identified and are considered to be
achievable by 2009.

The detailed value analysis for each component of this valuation is set out in the following
sections.
8.2

Methodology
8.2.1 Overview
Grant Samuel’s valuation of the Alinta Assets has been estimated by aggregating the
estimated market value of each of the assets and operating businesses. The value of the
operating businesses have been estimated on the basis of fair market value as a going
concern, defined as the maximum price that could be realised in an open market over a
reasonable period of time assuming that potential buyers have full information.
The most reliable evidence as to the value of a business is the price at which the business or
a comparable business has been bought and sold in an arm’s length transaction. In the
absence of direct market evidence of value, estimates of value are made using
methodologies that infer value from other available evidence. There are four primary
valuation methodologies that are commonly used for valuing businesses:



capitalisation of earnings or cash flows;



discounting of projected cash flows;



industry rules of thumb; and



estimation of the aggregate proceeds from an orderly realisation of assets.
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Each of these valuation methodologies has application in different circumstances. The
primary criterion for determining which methodology is appropriate is the actual practice
adopted by purchasers of the type of business involved.
Nevertheless, valuations are generally based on either or both discounted cash flow or
multiples of earnings and Grant Samuel has had regard to both methodologies in the
valuation of the Alinta Assets. In addition, for the regulated transmission and distribution
assets some weight has also been given to the implied multiples of regulated asset base
(“RAB”) which is the value of the fixed assets set by the relevant regulator as the basis for
determining tariffs.
8.2.2 Discounted Cash Flow
Discounting of projected cash flows has a strong theoretical basis. It is the most commonly
used method for valuation in a number of industries, including resources, and for the
valuation of start-up projects where earnings during the first few years can be negative but
it is also widely used in the valuation of established industrial businesses. Discounted cash
flow valuations involve calculating the net present value of projected cash flows. This
methodology is able to explicitly capture the effect of the fixed term contracts which form
the basis of infrastructure assets, the effect of a turnaround in the business, the ramp up to
maturity or significant changes expected in capital expenditure patterns. The cash flows are
discounted using a discount rate which reflects the risk associated with the cash flow
stream.
Considerable judgement is required in estimating future cash flows and it is generally
necessary to place great reliance on medium to long term projections prepared by
management. The discount rate is also not an observable number and must be inferred
from other data (usually only historical). None of this data is particularly reliable so
estimates of the discount rate necessarily involve a substantial element of judgement. In
addition, even where cash flow forecasts are available, the terminal or continuing value is
usually a high proportion of value. Accordingly, the multiple used in assessing this
terminal value becomes the critical determinant in the valuation (i.e. it is a “de facto” cash
flow capitalisation valuation). The net present value is typically extremely sensitive to
relatively small changes in underlying assumptions, few of which are capable of being
predicted with accuracy, particularly beyond the first two or three years. The arbitrary
assumptions that need to be made and the width of any value range mean the results are
often not meaningful or reliable. Notwithstanding these limitations, discounted cash flow
valuations are commonly used and can at least play a role in providing a check on
alternative methodologies, not least because explicit and relatively detailed assumptions as
to expected future performance need to be made.
Financial models for certain of the operating businesses have been developed by Grant
Samuel from Projections provided by SP AusNet. These models allow the key drivers of
value (e.g. revenues, costs and capital expenditure) to be varied. The models are based on a
range of assumptions and are subject to significant uncertainty and contingencies, many of
which are outside the control of management. A number of different scenarios have been
developed and analysed to reflect the impact on value of various key value drivers. The
financial models are discussed in more detail in the following sections of this report.
8.2.3 Capitalisation of Earnings or Cash Flows
Capitalisation of earnings or cash flows is the most commonly used method for valuation of
industrial businesses. This methodology is most appropriate for industrial businesses with
a substantial operating history and a consistent earnings trend that is sufficiently stable to
be indicative of ongoing earnings potential. This methodology is not particularly suitable
for start-up businesses, businesses with an erratic earnings pattern or businesses that have
unusual capital expenditure requirements. This methodology involves capitalising the
earnings or cash flows of a business at a multiple that reflects the risks of the business and
the stream of income that it generates. These multiples can be applied to a number of
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different earnings or cash flow measures including EBITDA, EBIT or net profit after tax.
These are referred to respectively as EBITDA multiples, EBIT multiples and price earnings
multiples. Price earnings multiples are commonly used in the context of the sharemarket.
EBITDA and EBIT multiples are more commonly used in valuing whole businesses for
acquisition purposes where gearing is in the control of the acquirer but are also used
extensively in sharemarket analysis.
Where an ongoing business with relatively stable and predictable cash flows is being
valued, Grant Samuel uses capitalised earnings or operating cash flows as a primary
reference point.
Application of this valuation methodology involves:



estimation of earnings or cash flow levels that a purchaser would utilise for valuation
purposes having regard to historical and forecast operating results, non-recurring
items of income and expenditure and known factors likely to impact on operating
performance; and



consideration of an appropriate capitalisation multiple having regard to the market
rating of comparable businesses, the extent and nature of competition, the time period
of earnings used, the quality of earnings, growth prospects and relative business risk.

The choice between parameters is usually not critical and should give a similar result. All
are commonly used in the valuation of industrial businesses. EBITDA can be preferable to
EBIT if depreciation or non-cash charges distort earnings or make comparisons between
companies difficult. On the other hand, EBIT can better adjust for differences in relative
capital expenditure intensity.
Determination of the appropriate earnings multiple is usually the most judgemental element
of a valuation. Definitive or even indicative offers for a particular asset or business can
provide the most reliable support for selection of an appropriate earnings multiple. In the
absence of meaningful offers it is necessary to infer the appropriate multiple from other
evidence.
The usual approach used by valuers is to determine the multiple that other buyers have been
prepared to pay for similar businesses in the recent past. A pattern may emerge from
transactions involving similar businesses with sales typically taking place at prices
corresponding to earnings multiples within a particular range. This range will generally
reflect the growth prospects and risks of those businesses. Mature, low growth businesses
will, in the absence of other factors, attract lower multiples than those businesses with
potential for significant growth in earnings.
An alternative approach in valuing businesses is to review the multiples at which shares in
listed companies in the same industry sector trade on the sharemarket. This gives an
indication of the price levels at which portfolio investors are prepared to invest in these
businesses. However, share prices reflect trades in small parcels of shares (portfolio
interests) rather than whole companies and it is necessary to adjust for this factor.
In interpreting and evaluating such data it is necessary to recognise that:



multiples based on listed company share prices do not include a premium for control
and are therefore often (but not always) less than multiples that would apply to
acquisitions of similar companies. However, while the premium paid to obtain control
in takeovers is observable (typically in the range 20-35%) it is inappropriate to simply
add a premium to listed multiples. The premium for control is an outcome of the
valuation process, not a determinant of value. Premiums are paid for reasons that vary
from case to case and may be substantial due to synergy or other benefits available to
the acquirer. In other situations premiums may be minimal or even zero. There are
transactions where no corporate buyer is prepared to pay a price in excess of the prices
paid by sharemarket investors;
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acquisition multiples from comparable transactions are therefore usually seen as a
better guide when valuing 100% of a business but the data tends to be less transparent
and information on forecast earnings is often unavailable;



the analysis will give a range of outcomes from which averages or medians can be
determined but it is not appropriate to simply apply such measures to the company
being valued. The most important part of valuation is to evaluate the attributes of the
specific company being valued and to distinguish it from its peers so as to form a
judgement as to where on the spectrum it appropriately belongs;



acquisition multiples are a product of the economic and other circumstances at the
time of the transaction. However, each transaction will be the product of a unique
combination of factors, including:
•

economic factors (e.g. economic growth, inflation, interest rates) affecting the
markets in which the company operates;

•

strategic attractions of the business - its particular strengths and weaknesses,
market position of the business, strength of competition and barriers to entry;

•

the company’s own performance and growth trajectory;

•

rationalisation or synergy benefits available to the acquirer;

•

the structural and regulatory framework;

•

investment and sharemarket conditions at the time; and

•

the number of competing buyers for a business;



acquisitions and listed companies in different countries can be analysed for
comparative purposes, but it is necessary to give consideration to differences in
overall sharemarket levels and ratings between countries, economic factors (economic
growth, inflation, interest rates) and market structures (competition etc) and the
regulatory framework. It is not appropriate to adjust multiples in a mechanistic way
for differences in interest rates or sharemarket levels;



acquisition multiples are based on the target’s earnings but the price paid normally
reflects the fact that there were synergies available to the acquirer (at least if the
acquirer is a “trade buyer” with existing businesses in the same or a related industry).
If the target’s earnings were adjusted for these synergies, the effective multiple paid
by the acquirer would be lower than that calculated on the target’s earnings; and



while EBITDA multiples are commonly used benchmarks they are an incomplete
measure of cash flow. The appropriate multiple is affected by, among other things,
the level of capital expenditure (and working capital investment) relative to EBITDA.
In this respect:
•

EBIT multiples can in some circumstances be a better guide because (assuming
depreciation is a reasonable proxy for capital expenditure) they effectively adjust
for relative capital intensity and present a better approximation of free cash flow.
However, capital expenditure is lumpy and depreciation expense may not be a
reliable guide. In addition, there can be differences between companies in the
basis of calculation of depreciation; and

•

businesses that generate higher EBITDA margins than their peer group
companies will, all other things being equal, warrant higher EBITDA multiples
because free cash flow will, in relative terms, be higher (as capital expenditure is
a smaller proportion of earnings).

The analysis of comparable transactions and sharemarket prices for comparable companies
will not always lead to an obvious conclusion as to which multiple or range of multiples
will apply. There will often be a wide spread of multiples and the application of judgement
becomes critical. Moreover, it is necessary to consider the particular attributes of the
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business being valued and decide whether it warrants a higher or lower multiple than the
comparable companies. This assessment is essentially a judgement.
In determining values for the Alinta Assets, Grant Samuel has placed particular reliance on
the EBITDA and EBIT multiples implied by the valuation range compared to the EBITDA
and EBIT multiples derived from an analysis of comparable listed companies and
transactions involving comparable businesses.
8.2.4 Industry Rules of Thumb
Industry rules of thumb are commonly used in some industries. These are generally used as
a “cross check” of the result determined by a capitalised earnings valuation or by
discounting cash flows. While they are only used as a cross check in most cases, industry
rules of thumb can be the primary basis on which buyers determine prices in some
industries. In the case of energy infrastructure businesses a common rule of thumb is the
multiple of RAB which is the value of the fixed assets set by the relevant regulator as the
basis for determining tariffs. However, it should be recognised that rules of thumb are
usually relatively crude and prone to misinterpretation.
8.2.5 Net Assets/Realisation of Assets
Valuations based on an estimate of the aggregate proceeds from an orderly realisation of
assets are commonly applied to businesses that are not going concerns. They effectively
reflect liquidation values and typically attribute no value to any goodwill associated with
ongoing trading. Such an approach is not appropriate in the case of the Alinta Assets.
8.3

Transmission and Distribution
8.3.1 Overview
Grant Samuel estimates the value of the transmission and distribution assets to be in the
range of $6,050-6,650 million:
Transmission and Distribution - Valuation Summary ($ millions)
Section
Reference

Asset
Gas and Electricity Distribution Networks
Gas Transmission Pipelines
United Energy
Total

7.3.3
7.3.4
7.3.5

Value Range
Low
4,500
1,310
240

High
4,800
1,540
310

6,050

6,650

For the purposes of this valuation the transmission and distribution assets are:







Gas and Electricity Distribution Networks
•

NSW Gas Network;

•

Victorian Electricity Network; and

•

ActewAGL Distribution (50%) including a 7.6% interest in TransACT.

Gas Transmission Pipelines
•

Queensland Gas Pipeline;

•

Eastern Gas Pipeline; and

•

VicHub.

United Energy (34.1%)
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In determining these values, Grant Samuel had regard to DCF analysis, multiples of
EBITDA and multiples of RAB (as appropriate). All three approaches give results that are
broadly consistent with the selected value ranges.
This value is the aggregate of the values attributed by Grant Samuel to each of the
transmission and distribution assets. Individual asset values have not been disclosed in this
report.
8.3.2 Market Valuation Parameters
The most common valuation metric for energy infrastructure businesses, other than
distribution yield, is EBITDA multiples (rather than EBIT).
In recent times, the multiples paid for energy infrastructure assets either in the public listed
market or in private treaty acquisitions have been relatively high particularly having regard
to the modest growth profile of these businesses. The majority of the assets are regulated
and long run growth is generally limited to population growth and inflation (with some
potential for increased utilisation or penetration). However, cash flows of the assets are
very stable and predictable and therefore the entities are able to use high degrees of
leverage to produce attractive returns to equity investors. Coupled with tax efficient
structures, this combination results in relatively high EBITDA multiples for listed entities
which is also reflected in acquisitions (see below).
In addition, infrastructure assets are reasonably transparent, with a considerable level of
publicly available information on revenues, volumes, operating costs and capital investment.
Moreover, the assets are “ring fenced” with little opportunity for integration with other assets
(particularly in revenue terms). There are some operating cost synergies available for
acquirers but, in the long term, these will be shared with the infrastructure customers.
In this respect, it is Grant Samuel’s view that listed infrastructure assets trade on the ASX
at close to their full underlying value. Accordingly, there is unlikely to be a material
premium for control of the extent often seen in takeover transactions. This is broadly
confirmed by historical transaction evidence, although, since 2004 there has been a greater
propensity to pay premiums above listed entity multiples (possibly due to the increased
market interest in this investment class). That said, there exists a degree of uncertainty as
to whether or not there will be any long term impacts on the price paid for such assets as a
result of the recent global debt market volatility.
The market valuation parameters relevant for an assessment of the transmission and
distribution assets are summarised below.
Transaction Evidence
The table below sets out the EBITDA multiples implied by selected transactions involving
the acquisition of energy infrastructure assets in Australia and New Zealand since 2002:
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Recent Transaction Evidence
67

Target

Type65

Alinta

G/R/I

Acquisition by the
Consortium

Jul 07

Basslink

I

Dec 06
Mar 06
Dec 05
Nov 05
Aug 04
Apr 04

DirectLink
Murraylink
SP AusNet
Spark
Powerco
TXU Australia

I
I
I
I
I
G/R/I

Jul 03

United Energy

I

Acquisition by CitySpring
Infrastructure Trust
Acquisition by APA Group
Acquisition by APA Group
IPO
IPO
Acquisition by BBI
Acquisition by
SPI
Scheme with Alinta

Apr 07

Envestra Limited

I

Apr 07

SEA Gas Pipeline

I

Nov 06
Oct 06
Aug 06
Apr 06
Sep 05
Feb 05

AIH
AllGas
GasNet
AGL Infrastructure
AIH
Carpentaria Gas Pipeline

I
I
I
I
I
I

Date

Transaction

Consid- EBITDA Multiple
(times)
eration66
(millions) Historical Forecast

Energy

May 07

A$8,04068

15.4

14.5

A$1,175

16.4

15.1

A$170
A$153
A$2,888
A$2,017
NZ$680
A$5,100

na69
na
13.3
9.9
9.4
9.2

15.3
15.8
13.1
10.7
9.0
8.6

A$1,340

8.1

7.5

A$990

12.7

13.1

Electricity

Gas

Dampier to Bunbury
I
Natural Gas Pipeline
45% of Southern Cross
I
Aug 04
Pipelines/100% of
Parmelia Gas
Duke Energy Australian
Mar 04
I
and New Zealand assets
Source: Grant Samuel analysis (see Appendix 3)

Aug 04

Acquisition of 17.2% by
APA Group
Acquisition of 33.3% by
APA Group
Acquisition by Alinta
Acquisition by APA Group
Takeover by APA Group
Acquisition by Alinta
IPO
Acquisition of 30%
by APA Group
Acquisition by
DUET/Alinta/Alcoa
Acquisition by APA Group

A$400

na

14.5

A$956
A$521
A$452
A$6,500
A$926
A$327

14.3
na
13.9
13.0
17.4
na

14.5
18.1
13.3
12.6
14.2
na

A$1,860

na

11.1

A$206

8.3

na

Acquisition by Alinta

A$1,690

17.0

15.5

Further details on these transactions are set out in Appendix 3. The following factors are
relevant to consideration of the transaction evidence:

65
66
67
68

69



since 2005 there has been a marked increase in the multiples paid for energy
infrastructure assets in Australia, possibly due to the scarcity of assets available for
acquisition. Furthermore, APA Group has been the most prominent and aggressive
acquirer during the period;



transactions involving both infrastructure and generation/retail assets will have
multiples that represent a blend of these two businesses. Similarly, a number of the
transactions involve entities with both distribution and transmission assets (e.g.
SP AusNet) or transmission and generation assets (e.g. AIH) and these multiples will
represent a blend of the relevant businesses;



the Consortium’s acquisition of Alinta is the major energy sector transaction of recent
times. As Alinta owned 29 energy businesses and assets (including gas transmission

G = Generation; R = Retail; I = Infrastructure
Implied equity value if 100% of the company or business had been acquired.
Represents gross consideration divided by EBITDA.
As a result of movements in the value of the scrip components of the consideration for Alinta, the price received by Alinta
shareholders had declined to $7,573 million at completion on 31 August 2007. As a consequence, the EBITDA multiples implied by
the final transaction were lower (than at announcement) at 14.8 and 14.0 times.
na = not available
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and distribution assets, electricity distribution assets, power generation assets, energy
retail assets and asset management businesses) the multiples implied by this
transaction reflect the blend of businesses and are not specifically meaningful as
market evidence for the valuation of transmission and distribution assets;



the gas transactions involve predominantly transmission pipelines rather than
distribution assets. The AllGas transaction reflects a gas distribution asset and is at
higher multiples than recent gas transmission transactions;



while APA Group’s acquisition of a 17.2% interest in Envestra and a 33.3% interest in
SEA Gas Pipeline are for minority interests, they are both strategic interests; and



the IPOs of AIH, SP AusNet and Spark reflect portfolio interests and therefore the
implied multiples, theoretically, do not include a premium for control. The forecast
EBITDA multiples for the AIH and SP AusNet listings are nevertheless relatively
high. In comparison, the Spark listing multiples are low which could reflect its
minority holdings and the complexity of its corporate structure.

Sharemarket Evidence
The following table sets out the implied EBITDA multiples for a range of listed energy
infrastructure entities based on security prices as at 19 October 200770:
Sharemarket Ratings of Selected Listed Energy Infrastructure Entities
Entity

Type71

Market
Capitalisation
(millions)

EBITDA Multiple72 (times)
Historical /
Current

Forecast
Year 1

Forecast
Year 2

Distribution Infrastructure

SP AusNet73
E/G
DUET
E/G
Spark
E
Envestra
G
Vector
E/G
Transmission Infrastructure
APA Group
G/E
HDUF
E/G/W/H
Other Energy Infrastructure
BBI
E/G/T

A$2,909
A$2,026
A$1,987
A$925
NZ$2,360

10.2
12.5
10.0
13.0
8.8

9.9
10.9
9.3
12.3
8.6

9.7
10.2
9.4
12.2
8.3

A$1,604
A$716

16.4
12.5

12.5
12.3

11.7
11.6

A$3,675

18.8

12.8

12.1

Source: Grant Samuel analysis (see Appendix 3)

A detailed analysis of these entities is set out in Appendix 3.
The following factors are relevant to consideration of these multiples:



70

Except for SP AusNet which is based on the sharemarket price on 19 September 2007 (the day prior to the announcement of the
Transaction).

71

E = Electricity; G = Gas; W = Wind; H = Water; T = Transport

72

Represents gross capitalisation (that is, the sum of the market capitalisation adjusted for minorities, plus borrowings less cash as at the
latest balance date) divided by EBITDA. Spark and HDUF have 31 December year ends and SP AusNet has a 31 March year end.
For the purposes of this analysis the forecast earnings for the year ending 31 December 2007 for Spark and HDUF have been treated
as equivalent to actual results for the year ended 30 June 2007. While relatively crude, this alignment is arguably more useful for the
purpose of analysis than leaving the data unadjusted.

73

SP AusNet’s assets comprise both transmission and distribution assets. Distribution assets contributed approximately 55% of EBIT in
the year ended 31 March 2007.
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the multiples for the listed entities are based on share prices and therefore do not
include a premium for control;



the selected entities generally exhibit characteristics and value drivers similar to the
transmission and distribution assets. The least comparable entities are Vector (a New
Zealand company with non energy activities), BBI (with substantial international
activities and transport infrastructure assets) and HDUF (with substantial interests in
United Kingdom water assets in addition to Australia energy assets). In relation to the
remaining entities the following should be noted:
•

SP AusNet owns electricity and gas distribution assets in Victoria as well as
electricity transmission in Victoria;

•

Spark owns 49% interests in electricity distribution networks in Victoria and
South Australia. The calculation of underlying multiples for Spark is complex
because of the minority holdings and form of investment. Caution should be
applied in relying on them;

•

DUET owns majority interests in gas distribution in Victoria, gas transmission in
Western Australia and electricity distribution in Victoria and a minority interest
in gas distribution in Western Australia. It has recently acquired a minority
interest in a United States electricity distribution and transmission company;

•

Envestra owns over 19,000 kilometres of gas distribution networks throughout
Australia and over 1,000 kilometres of gas transmission pipelines; and

•

APA Group owns over 10,000 kilometres of gas transmission pipelines in
Australia and has recently acquired electricity transmission assets and a gas
distribution network;



three of the listed distribution infrastructure entities trade at prospective EBITDA
multiples of broadly between 9.3 and 10.2 times. However, these are predominantly
electricity distributors. EBITDA multiples are heavily influenced by capital
expenditure requirements (relative to EBITDA) as the listed infrastructure entities
effectively distribute EBITDA less capital expenditure to investors. Electricity
distributors are generally capital intensive and, accordingly, their EBITDA multiples
are lower than, say, those of gas distributors or gas transmission pipeline entities.
This can be seen from the fact that APA Group (predominantly gas transmission) and
Envestra (predominantly gas distribution) are trading on prospective EBITDA
multiples of around 12 times;



a number of the entities, notably APA Group and DUET, have experienced significant
earnings growth, making comparison to historical multiples less relevant. In addition,
there is expectation of significant earnings growth for BBI;



most of the listed entities are passive in nature with external parties (often related)
providing infrastructure, operation and management services to the entity (although
APA Group has been growing its internal management capabilities). A number of the
entities are also administratively managed by external parties; and



the implied multiples for the Alinta Assets have been calculated on 31 March year end
earnings while the peer group forecast is predominantly for 30 June year ends
(although SP AusNet has a 31 March year end). However, in general terms, any
realignment to a 31 March year end would make relatively little difference to the
multiples (approximately 0.2 adjustment to the multiple in most cases).

RAB Multiples74
A common rule of thumb parameter used in the valuation of
businesses is RAB multiples. The RAB (or regulated asset base)
relevant regulator using concepts such as depreciated optimised
determine an appropriate investment value for the asset (for its
74

energy infrastructure
is determined by the
replacement cost to
current and forecast

Represents enterprise value (i.e. business value before debt) divided by RAB. RAB means regulated asset base and is the value of the
fixed assets set by the relevant regulator as the basis for determining tariffs.
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workload). This investment base is then combined with a determination of the appropriate
return on capital (usually a weighted average cost of capital) to develop a tariff structure
designed to deliver that return over the regulatory period.
Theoretically, listed infrastructure entities should trade at, and assets should be acquired at,
1.0 times RAB. However, that does not occur and, in fact, most assets generally trade at a
premium to RAB. The precise reasons for this are uncertain but contributing factors
probably include:



expectations of volume growth above the levels used by regulators (at least until the
next regulatory reset);



expectations of savings relative to the level of operating and capital costs assumed by
regulators;



a cost of capital less than that assumed by regulators. Reasons for this might include:
•

benefits from tax efficient structuring;

•

the benefits of diversification. Most of the listed entities own a number of
different assets which dilutes the exposure to any one asset in terms of operating
and regulatory risks. Regulators only calculate the cost of capital for individual
assets rather than a portfolio of assets (although theoretically there should be no
difference); and

•

use of higher levels of gearing than regulators assume (50-60%). There is some
evidence that the energy infrastructure sector has been utilising higher debt
levels than previously. The analysis in Appendix 1 indicates a number of entities
with current gearing levels over 60%;



the valuable growth options that may be available to the listed entity (e.g. potential
acquisitions) and reflected in its market capitalisation; and



profit streams from other businesses (although these should be backed out in any analysis).

Summarised below are RAB multiples for those Australian listed entities which have a
relatively high proportion of regulated revenue and for which meaningful RAB multiples
can be calculated from publicly available information:
Selected Listed Entities – RAB Multiples75
Entity

Type

SP AusNet76
Spark
DUET
Envestra

E/G
E
E/G
G

Average RAB for year end 31 December
2006
1.54
1.87
1.49
1.58

2007
1.48
1.79
1.32
1.52

Source: Grant Samuel analysis

Some caution is necessary in relying on this data as it is difficult to isolate the full effects of
other activities and to determine what adjustments may be necessary. In particular, the
calculation of RAB multiples for Spark are subject to considerable uncertainty.
The RAB multiples implied by recent acquisitions of regulated energy infrastructure assets
in Australia (for which sufficient information is available to do so) are set out below. This
data should also be treated with caution:
75

Based on share prices at 19 October 2007 (except SP AusNet which is based on the sharemarket price of 19 September 2007, (the day
prior to announcement of the Transaction) and average nominal RAB for relevant year. RAB is based on the respective regulatory
determinations except for DUET which allows for the $430 million expenditure during 2006 on the Stage 4 expansion of the Dampier
to Bunbury Natural Gas Pipeline.

76

SP AusNet’s RAB multiple is lower (at 1.38 times) based on SP AusNet’s stated regulated asset base at 31 March 2007 of $4.7 billion
(see Section 4.1 of the Explanatory Memorandum).
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Selected Acquisitions – RAB Multiples
Date

Acquirer

Dec 06
Oct 06
Aug 06
Apr 06
Mar 06
Aug 04
Jul 04
Apr 03
Apr 03
Apr 03
Aug 02
Oct 00
Sep 00
Jun 00
Dec 99
Jul 99
Jun 99
Mar 99
Jan 99
Minimum
Maximum
Median

APA Group
APA Group
APA Group
Alinta
APA Group
DUET
APA Group
Alinta/AMP/Aquila
Alinta/AMP/Aquila
Alinta/AMP/Aquila
CKI/HEH
Consortium
CKI/HEH
SPI
CKI/HEH
CKI
GPU
Envestra/Boral
Texas Utilities

RAB
Multiple77
(times)
DirectLink
1.45
AllGas
1.64
GasNet
2.1978
AGL Infrastructure assets
1.41-1.5279
Murraylink
1.47
Dampier to Bunbury Natural Gas Pipeline
1.20
SCP No 1 (Goldfields Gas Pipeline and Parmelia Pipeline)
1.47
AlintaGas Networks
1.35
Multinet Gas
1.44
United Energy
1.52
Citipower
1.69
ElectraNet
1.37
Powercor
1.71
PowerNet
1.49
ETSA Utilities
1.26
19.97% of Envestra
1.49
GasNet
1.72
Stratus Networks
1.99
Westar
1.86
1.20
2.19
1.49
Entity/Asset Acquired

Source: Grant Samuel analysis

The transactions show a diversity of RAB multiples and arguably demonstrate a slight
downward trend from the peak levels of 1.5-2.0 times during the restructuring of the
Victorian electricity industry in 1999 (although recent transactions have generally been at
RAB multiples in excess of 1.4 times). In any event, the evidence is certainly supportive of
RAB multiples of at least 1.3 times.
Interpretation
Prior to 2005 transaction multiples for transmission and distribution assets were generally
less than 10 times prospective EBITDA with little discernible difference between the type
of asset or sector. More recently, Australian transaction multiples have risen as investor
interest in the energy infrastructure asset class has increased. Moreover, recent market
evidence indicates that some difference is emerging in the market pricing for the electricity
and gas sectors but there is no clear evidence to indicate that pricing differs between
transmission and distribution assets (except that multiples in excess of 15 times EBITDA
have been paid for transmission interconnectors possibly reflecting lower capital intensity
for these assets compared to an electricity distribution network). To this extent:

77



electricity transmission and distribution assets trade at multiples of around 9-10 times
prospective EBITDA and prospective RAB multiples of in excess of 1.5 times.
Although recent transaction evidence in the electricity sector is limited it would imply
multiples in excess of 11 times prospective EBITDA (and potentially more for
electricity transmission assets); and



gas transmission and distribution entities trade at multiples of in excess of 10-11 times
prospective EBITDA and prospective RAB multiples of around 1.5 times.
Transaction evidence in the gas sector is reasonably extensive and indicates that assets
have generally been acquired at multiples in the range of 12-14 times prospective
EBITDA and RAB multiples of 1.2-1.6 times. The AllGas acquisition reflects a gas

Calculated by reference to total price announced (i.e. no adjustment has been made for any unregulated assets or other activities).

78

RAB multiple is 1.64x if adjusted for unregulated assets which are assumed to represent approximately 25% of total enterprise value.

79

Based on valuation attributed to gas and electricity networks by the independent expert in its report dated 28 August 2006.
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distribution network but is a transaction outlier (at 18.1 times EBITDA) which may
reflect APA Group’s willingness to pay higher prices in order to strategically redirect
its asset base and business.
8.3.3 Value of Gas and Electricity Distribution Networks
Summary
Grant Samuel has estimated the value of the Gas and Electricity Distribution Networks
(including its 50% interest in ActewAGL Distribution) to be in the range of $4,500-4,800
million.
The value range is the aggregate of the values attributed by Grant Samuel to each of the gas
and electricity distribution networks. Grant Samuel has valued each asset having regard to
multiples of EBITDA, DCF analysis and multiples of RAB. Values for individual
networks have not been disclosed in this report.
DCF Analysis
Grant Samuel has prepared a DCF analysis for each of the gas and electricity distribution
networks. DCF models have been developed by Grant Samuel with reference to the
Projections provided by SP AusNet. Grant Samuel has made adjustments to the Projections
to reflect its judgement on certain matters.
The DCF Models are long term commencing at 1 April 2007 and extending for 20 years. Net
present values were calculated on an ungeared after tax basis using a nominal after tax
discount rate of 6.75-7.00%. Appendix 1 sets out a detailed analysis of the selection of this
discount rate. The ungeared after tax cash flows assume that tax at the corporate tax rate is
paid in cash as appropriate. The key general and specific operational and asset assumptions
underlying the base case DCF models are set out in Appendix 2.
The aggregate outcome of the base case DCF analysis is net present values in the range of
$4,265-4,552 million. This range is broadly consistent with Grant Samuel’s valuation
range for the gas and electricity distribution network assets.
As with any long term projections, there are inherent uncertainties about future events and
outcomes. Small changes in certain assumptions can have disproportionate impacts on the
calculated values. Accordingly, Grant Samuel has undertaken an analysis of the sensitivity
of the net present value to movements in key assumptions:
Gas and Electricity Distribution Networks – NPV Sensitivity Analysis ($ millions)
Sensitivity

Discount Rate
7.00%

6.75%

Base case

4,265

4,552

Revenues 2% higher than Base Case (throughout forecast period)

4,516

4,820

Revenues 2% lower than Base Case (throughout forecast period)

4,014

4,284

Operating costs 2% higher than Base Case (throughout forecast period)

4,169

4,450

Operating costs 2% lower than Base Case (throughout forecast period)

4,361

4,654

Capital expenditure 2% higher than Base Case (throughout forecast period)

4,186

4,468

Capital expenditure 2% lower than Base Case (throughout forecast period)

4,344

4,636

Perpetual growth rate 0.25% higher than Base Case

4,412

4,728

Perpetual growth rate 0.25% lower than Base Case

4,211

4,398

Under the current regulatory framework, changes in market dynamics or operating
characteristics of the regulated assets are reflected in revised tariffs at each “reset”.
Accordingly, the impact of any such changes on returns should be limited to the regulatory
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period in which they occur (that is, prior to the next “reset”). A sensitivity analysis of these
impacts would require a series of highly specific assumptions regarding size, nature, timing
and duration. Grant Samuel has undertaken its analysis on the basis that long run returns
should tend towards the regulators’ target returns. This is reflected in the relatively narrow
sensitivity ranges selected, which are designed to illustrate a general trend of under or over
performance relative to the regulators’ determinations, rather than one off events.
The results of the sensitivity analysis indicate that:



the NPV is sensitive to movements in revenue. The operating cost base of the
networks is largely fixed such that any increase or decrease in revenues will flow
almost directly to the bottom line. However, the sensitivity analysis will potentially
overstate the impact as it is likely that any over or under performance will be
“captured” and adjusted for at each tariff reset date (i.e. it could only occur for, at
most, a five year period);



the NPV is also sensitive to the perpetual growth rate assumption. While it is not
possible to precisely forecast growth rates in perpetuity, the selected ranges appear
reasonable in light of forecast growth in cash flows prior to calculation of terminal
value and given that industry regulators will be required to provide owners of critical
infrastructure with sufficient returns to justify ongoing investment; and



the NPV is not particularly sensitive to movements in operating costs or capital
expenditure. Further, the value impact of movements in capital expenditure is
potentially overstated in the models as capital expenditure in excess of forecasts will
result in an increase in the RAB, which would be expected to result in higher
subsequent tariffs to compensate the asset owner. On the other hand, lower capital
expenditure will, in the long term, be offset by reduced regulated returns.

In interpreting the above analysis, it should be noted that these sensitivities do not, and do
not purport to, represent the range of potential value outcomes for the gas and electricity
distribution network assets. They are simply theoretical indicators of the sensitivity of the
net present values derived from the DCF analysis.
Earnings Multiple Analysis
The aggregate valuation of $4,500-4,800 million implies the following multiples:
Gas and Electricity Distribution Networks – Implied EBITDA Multiples
Value Range
Low

High

4,500

4,800

Multiple of EBITDA
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)

13.3
12.1
11.8

14.2
12.9
12.6

RAB Multiple
Regulated asset base at 30 June 2007 (nominal)

1.42

1.52

Value range ($ millions)

Grant Samuel has reviewed these implied multiples having regard to EBITDA multiples for
comparable listed entities and transactions involving energy infrastructure entities or assets
in Australia and New Zealand (see above). Grant Samuel has also reviewed the values
attributed to each asset by reference to those EBITDA multiples (see below).
The overall multiples are effectively a blend of higher multiples for the gas distribution
businesses (the majority of the value) and lower multiples for the electricity businesses
(including ActewAGL Distribution’s electricity network) because of their higher capital
expenditure requirements (typically over 50% of EBITDA compared to around 35% for the
gas networks).
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Earnings Multiples Analysis by Asset
The values attributed to individual assets was also assessed by reference to the implied
EBITDA multiples:



NSW Gas Network
NSW Gas Network – Implied EBITDA Multiples
Value Range

Period
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)

Low

High

16.6
14.7
14.3

17.7
15.7
15.2

The implied EBITDA multiples are high in comparison to trading multiples for gas
distribution entities (prospective multiples in excess of 10-11 times) but low relative
to some of the recent transaction evidence (e.g. APA Group’s acquisition of AllGas at
18.1 times EBITDA but caution is appropriate when considering APA Group’s recent
transactions). In Grant Samuel’s view these multiples are appropriate as:



•

the NSW Gas Network is the largest gas distribution network in New South
Wales. It is a high quality strategic energy infrastructure asset that would be
attractive to a number of acquirers if it was freely available for sale (although its
sheer size in value terms may limit the pool of potential purchasers);

•

the valuation reflects the material uplift in the tax cost base following Alinta’s
acquisition of the network in October 2006. This has resulted in an increase in
tax depreciation which substantially reduces cash tax payments for a period of
around 20 years. This cash flow benefit is not reflected in EBITDA but supports
the relatively high multiples;

•

the network generates strong and predictable cash flows due to the high
proportion of regulated tariff revenue (around 85%) and predictable annual
capital expenditure requirements (due to a low average asset age as a result of
systemwide refurbishment in 1980s and 1990s); and

•

there is some growth expectation through increased residential gas penetration
and the development of further gas fired power generation capacity in New
South Wales. This potential is partly offset by increased use of reverse cycle
electric air conditioners for home heating.

Victorian Electricity Network
Victorian Electricity Network – Implied EBITDA Multiples
Period
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)

Value Range
Low

High

8.7
7.9
8.1

9.2
8.3
8.6

The electricity network in Victoria is a mature network generating stable and
predominantly regulated returns. Its network footprint is in an area showing
reasonably strong population growth and industrial development and the network is
expected to experience growth in the medium term. However, capital expenditure
forecasts are relatively high in the short to medium term reflecting investment in
improving the condition of the network (as opposed to growth) as well as the roll out
of smart meters. Consequently, the implied multiples are relatively low in comparison
to market evidence.
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ActewAGL Distribution (50%)
ActewAGL Distribution – Implied EBITDA Multiples
Period

Value Range
Low

High

Year ended 31 December 2006 (pro forma actual)

11.0

11.9

Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)

11.0
10.1

12.0
11.0

These EBITDA multiples are considered reasonable as:
•

ActewAGL Distribution is a strategically attractive infrastructure business. It is
the sole owner of the Australian Capital Territory’s electricity and gas distribution
networks and operates and maintains the water and sewerage networks. However,
it is a mature and relatively low growth distribution business with already high
penetration rates;

•

the valuation reflects a blend of multiples applicable to electricity and gas
distribution networks;

•

the implied multiples are relatively low compared with multiples implied by
recent transactions, primarily reflecting the relatively low growth outlook and the
relatively small scale of the distribution networks; and

•

the valuation incorporates ActewAGL’s minority interest in the TransACT
broadband business.

RAB Multiples
The valuation range for each of the assets implies multiples of RAB at 30 June 2007
consistent with market evidence.
8.3.4 Gas Transmission Pipelines
Summary
Grant Samuel has estimated the value of the gas transmission pipelines to be in the range of
$1,310-1,540 million. This value range is an overall judgement having regard to DCF
analysis and multiples of EBITDA.
The value is the aggregate of the values attributed by Grant Samuel to each of the gas
transmission pipelines. Values for individual pipelines have not been disclosed in this report.
DCF Analysis
DCF models for each of the gas transmission pipelines have been developed by Grant
Samuel with reference to the Projections. Grant Samuel has made adjustments to the
Projections to reflect its judgement on certain matters.
The DCF models are long term commencing at 1 April 2007 and extending to the expected
design life for Eastern Gas Pipeline and Queensland Gas Pipeline (2040) and 20 years for
VicHub. Net present values were calculated on an ungeared after tax basis using a nominal
after tax discount rate range of 7.00-7.25%. Appendix 1 sets out a detailed analysis of the
selection of this discount rate. The ungeared after tax cash flows assume that tax at the
corporate rate of 30% is paid in cash as appropriate. The key general and specific operation
and asset assumptions underlying the DCF models are set out in Appendix 2.
A number of different scenarios have been developed and analysed to reflect the impact on
value of selected key assumptions, particularly expansion and growth opportunities, the
potential useful life of the assets and discount rates:
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Scenario A – Base Case with full allowance for growth options (see Appendix 2).
Assets decommissioned at end of design life, with no terminal value;



Scenario B – Scenario A with no allowance for growth options;



Scenario C – Scenario A with risk weighted allowance for growth options;



Scenario D – Scenario A with a terminal value80 and no decommissioning;



Scenario E – Scenario B with a terminal value80 and no decommissioning; and



Scenario F – Scenario C with a terminal value80 and no decommissioning.

The aggregate outputs of the model are summarised below:
Gas Transmission Pipelines – Net Present Value Outcomes ($ millions)
Scenario

Discount Rate
6.75%

7.00%

7.25%

7.50%

Scenario A

1,357

1,313

1,270

1,229

Scenario B

1,030

999

970

942

Scenario C

1,306

1,264

1,223

1,185

Scenario D

1,606

1,543

1,483

1,426

Scenario E

1,196

1,153

1,113

1,074

Scenario F

1,541

1,481

1,425

1,371

As discussed above, net present values from DCF analysis are subject to significant
limitations and should always be treated with considerable caution. The net present values
show a relatively wide range across the different scenarios, highlighting the sensitivity to
relatively small changes in assumptions.
The following factors are relevant to consideration of the net present value outcomes:



assuming decommissioning of the pipeline at the end of design life (Scenarios A, B
and C) is conservative. The pipelines are subject to rigorous long term asset
management plans and would reasonably be expected to operate in excess of design
life. Evidence from overseas indicates that pipeline assets may have useful lives of up
to 70 years;



assuming no growth is inherently conservative (Scenarios B and E) given the
advanced stage of the current growth opportunities under consideration; and



only growth opportunities currently identified with a high probability of proceeding
have been incorporated in the analysis (i.e. no allowance for unspecified growth).
Given the demand outlook for gas (particularly in relation to the Eastern Gas Pipeline)
some allowance for “blue sky” growth is appropriate, regardless of whether or not the
current identified expansion opportunities proceed.

On that basis and as the pipelines are strategically important assets, the selected value range
for the gas transmission pipelines is towards the top end of the net present value outcomes.
Earnings Multiple Analysis
The valuation of the gas transmission pipelines of $1,310-1,540 million implies the
following multiples of EBITDA:

80

Terminal values calculated based on an EBITDA multiple of 9.0 times.
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Gas Transmission Pipelines – Implied EBITDA Multiples
Value Range
Period

Low

Year ended 31 December 2006 (pro forma actual)

17.5

High
20.6

Year ending 31 March 2008 (forecast)

16.1

18.9

Year ending 31 March 2009 (forecast)

15.3

18.0

The implied multiples are high in comparison to the market evidence (gas transmission
entities trade at prospective multiples of around 9-10 times prospective EBITDA and
acquirers have been willing to pay prospective multiples of 12-14 times EBITDA). This
reflects that the multiples for the gas transmission pipelines are calculated by reference to
earnings which do not reflect the impact of the expansions being undertaken in both of the
pipelines in the period to 2010. The implied multiples beyond 2009 decline to be more in
line with market evidence.
RAB Multiples
RAB multiples have not been considered as the gas transmission pipelines are
predominantly unregulated assets.
8.3.5 United Energy (34.1%)
The 34.1% interest in the equity of United Energy has been valued at $240-310 million. The
equity value allows for external net debt at 30 June 2007 of $1,339.8 million as reported by
DUET.
The value range implies the following multiples of regulated asset base and earnings:
United Energy – Implied Multiples
Parameter
Multiple of EBITDA
Year ending 30 June 2007 (actual)
RAB Multiple
Regulated asset base at 30 June 2007

Value Range

Variable
($ millions)

Low

High

253.032

8.3

9.1

1,285.081

1.63

1.79

The implied EBITDA multiples are low compared to market evidence. However, it should
be noted that United Energy’s licence area is fixed in size (with limited growth potential
beyond increasing population density) and that EBITDA for the year ending 30 June 2007
may include a portion of the one-off efficiency bonus carried over from prior years
(approximately $24 million forecast in United Energy’s regulatory determination). Even if
the full amount of this one-off bonus is allowed for, the EBITDA multiples only increase to
around 9-10 times which is still relatively low compared to market evidence.
Although the EBITDA multiple range is relatively low, the implied RAB multiples are high
in comparison to market evidence. This reflects the forecast decline in earnings in United
Energy’s current regulatory determination.
Grant Samuel has not explicitly attributed value to the increase in United Energy’s asset
base as a result of the roll out of smart meters. It is likely that this capital expenditure will
lead to a reduction in operating expenses. However, for the purposes of the valuation, it
has been assumed that the regulatory outcome of this project will not deliver excess or
reduced returns to United Energy.

81

Regulated asset base as at 30 June 2007 as disclosed by DUET.
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SPI holds a minority interest but also holds a management contract in relation to the network.
The United Energy shareholders’ agreement contains pre-emptive rights which DUET
considers will be triggered if the Consortium transfers the interest under the Consortium
agreements. This matter is under discussion between the parties.
8.4

Asset Management
Grant Samuel has estimated the value of Asset Management to be in the range $1,900-2,100
million. For the purposes of this report Asset Management includes the 50% interest in the
Camellia Project. The value estimate is also premised that no adverse value implications result
from current regulatory uncertainties (see Section 8.6.1).
In determining this value, Grant Samuel has had regard to earnings multiples, in particular
EBITDA. The value range represents the following multiples of earnings:
Asset Management– Implied EBITDA Multiples
Parameter

Variable
($ millions)

Value range ($ millions)
Multiple of EBITDA
Year ended 31 December 2006 (pro forma actual)82
Year ending 31 March 2008 (forecast)83
Year ending 31 March 2009 (forecast)84

Value Range
Low

High

1,900

2,100

90.6
139.8
173.6

21.0
13.6
10.9

23.2
15.0
12.1

166.6
160.4
173.6

11.4
11.8
10.9

12.6
13.1
12.1

Multiple of EBITDA (including full forecast cost savings) 85
Year ended 31 December 2006 (pro forma actual)
Year ending 31 March 2008 (forecast)
Year ending 31 March 2009 (forecast)

In Grant Samuel’s opinion, the multiples are appropriate having regard to:



the growth potential for the business. Asset Management is the largest utility asset manager
in Australia and its earnings are forecast to grow strongly (in excess of 5% per annum) in the
medium term reflecting both expansion of existing “internal” assets (e.g. Eastern Gas
Pipeline and Queensland Gas Pipeline) and further development of its portfolio of third party
contracts. Growth over the next few years should also be underpinned by:
•

the extent of infrastructure refurbishment required across Australia. A substantial
amount of key infrastructure is now aged and in need of serious refurbishment or
replacement;

•

the trend to more complex multi-utility services for new developments requiring high
levels of expertise and execution capability;

•

increased levels of outsourcing by infrastructure owners to capture the efficiency and
broader expertise of service providers. Moreover, owners are increasingly looking for a
large scale, integrated service provider rather than a series of smaller independent
contractors; and

•

population growth.

However, it should also be recognised that:
•

82

Excluding $43.5 million of implementation costs associated with the integration of Agility.

83

Reflecting cost savings and synergies from the integration of Agility of $55.7 million and excluding implementation costs.

84

Reflecting cost savings and synergies from the integration of Agility of $76.3 million and excluding implementation costs.

85

Earnings adjusted to reflect the full anticipated cost savings by 2009 (i.e. $76.3 million)
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the majority of the earnings are derived from “internal” customers and some of the
arrangements underlying these earnings are due for renegotiation within the next three
years;

•

the business faces potential cost increases as a shortage of skilled labour across most
states of Australia causing material increases in remuneration costs while much of asset
management income is derived from fixed price contracts;

•

although the scale of the asset management operations represents a competitive
advantage, capital intensity and barriers to entry in the industry are relatively low;



the substantial cost savings expected over the next two years, principally from the integration
of Agility. Asset Management has increased its target cost savings to around $75 million per
annum by 31 March 2009. A substantial proportion of these savings ($56 million) have
already been achieved and are reflected in the 2008 forecast. The lower multiples calculated
after allowing for the full cost savings and synergies are appropriate as a significant
proportion of the cost savings are yet to be achieved;



the low renewal risk for operating service agreements with Alinta’s wholly or partly owned
assets (approximately 80% of revenue). This provides a strong underlying revenue base for
Asset Management;



the potential for the business to extend its skill set into other infrastructure categories, (e.g.
water and wastewater). Alinta acquired some exposure to water assets through the Agility
acquisition and projects such as the Camellia Project demonstrate the potential in this
segment;



recent transaction evidence for infrastructure services providers:
Recent Transaction Evidence
Target

Transaction

May 07

Alinta’s Asset Management
Services (including
APA Group contracts)
Origin Energy Asset
Management
Agility

Acquisition by
Consortium

Apr 07
Apr 06

EBITDA Multiple
(times)

Consideration
(millions)

Date

Historical

A$2,70086

Acquisition by APA
Group
Acquisition by Alinta

A$253
87

A$1,050

Forecast

13.9

12.2

na

13.1

13.8

12.3

Source: Grant Samuel analysis (see Appendix 3

The multiples implied by the value range are relatively high (on a pre full cost savings basis).
In Grant Samuel’s opinion, these multiples are realistic in comparison to transaction evidence
as a further $10 million in cost savings are targeted for the year ending 31 March 2011 and
due to the scale of this business it is likely to be an attractive acquisition target; and



the earnings multiples for listed companies that can be compared to Alinta’s asset
management businesses based on share prices at 19 October 2007 are:
Share Market Ratings of Selected Listed Infrastructure Service Companies
Entity

Market
Capitalisation
($ millions)

EBITDA Multiples (times)
Historical

Forecast
Year 1

Forecast
Year 2

EBIT Multiples (times)
Historical

Forecast
Year 1

Forecast
Year 2

WorleyParsons

$11,241

34.6

22.3

19.2

38.5

24.7

20.8

United Group

$3,366

19.1

13.3

11.8

23.0

15.2

13.2

Transfield Services

$2,955

26.2

19.3

17.1

42.8

24.2

21.1

Source: Grant Samuel analysis (see Appendix 3)

86

Based in the standalone valuation by the independent expert for the acquisition of Alinta of A$2,600-2,800 million and EBITDA
excluding costs savings yet to emerge. Value also allows for the APA Group operating contacts which are being terminated.

87

Based on the standalone valuation by the independent expert for the Alinta/AGL Transaction of A$1,000-1,100 million and EBITDA
excluding any of the cost savings previously identified by AGL. If AGL’s forecast cost savings are allowed for then the EBITDA
multiples fall to 11.3 and 10.8 times respectively.
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Each of these companies provides services to a wide range of sectors and has substantial
international operations. The multiples for WorleyParsons and Transfield Services reflect
recent high growth and prospects for continued growth (for WorleyParsons from what is now
a global platform predominantly servicing the hydrocarbons sector (72% of 2006 revenue)
and for Transfield Services as a consequence of the spin off of its infrastructure assets).
However, each of the companies has much broader businesses than Asset Management
primarily based on “external” contracts. On the other hand, the extent that earnings are
derived from “internal” medium to long term contracts makes the asset management business
an attractive acquisition target.
The implied multiples for Asset Management have been calculated on 31 March year end
earnings while each of the comparable entities has a 30 June year end. The peer group
forecasts have not been realigned to a 31 March year end basis. However, even based on
portfolio share prices (i.e. excluding a premium for control), the rating of these listed
companies would support the implied 2009 EBITDA multiples of 10.9-12.1 times for Asset
Management.
8.5

Corporate Overheads
The unallocated corporate overheads associated with the Alinta Assets are approximately $40
million. This amount represents costs associated with managing the portfolio of businesses
(including the senior management team), which have not been recharged to the individual assets or
businesses.
Grant Samuel has allowed $(400)-(480) million for the capitalised value of the corporate
overheads in its valuation of the Alinta Assets. This represents multiples 10-12 times which is
reasonable having regard to the mix of assets.

8.6

Other Assets and Liabilities
Other assets and liabilities total $15 million and comprise:

8.7



cash at 31 August 2007 ($16.7 million);



the fair value of derivative instruments (excluding the swaps reflected below in net
borrowings) at 31 August 2007 ($15.4 million, taxed at 30%);



defined benefit fund surplus at 31 August 2007 ($25.6 million, taxed at 30%); and



the Alinta Asset’s recognition of its 65% share in certain liabilities not able to be allocated to
specific businesses by the Consortium per the balance sheet at 31 August 2007 ($30 million).

Previous Valuation
Grant Samuel has prepared independent valuations of the assets and businesses comprising the
Alinta Assets for the purposes of other transactions in the last 12-18 months (in some instances
more than once). In particular, Grant Samuel valued these assets in an independent expert’s report
dated 2 July 2007 for Alinta shareholders in relation to the Consortium’s proposal to acquire
Alinta.
For commercial confidentiality reasons, values for individual assets were not separately disclosed
in that report and it is not possible for a reader to determine the value attributed by Grant Samuel
to the Alinta Assets. However, set out below is a comparison of the previous valuation of the
Alinta Assets to the current assessment of value for the Alinta Assets:
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Alinta Assets – Comparison of Grant Samuel Valuations ($ million)
Grant Samuel Valuation Report
2 July 200788

October 2007

Corporate costs
Other assets and liabilities

Low
6,020
2,100
8,120
(245)
(72)

High
6,480
2,200
8,680
(205)
(22)

Low
6,050
1,900
7,950
(480)
15

High
6,650
2,100
8,750
(400)
15

Total

7,803

8,453

7,485

8,365

Transmission and Distribution
Asset Management

This analysis indicates that there has been no material change in Grant Samuel’s valuation of the
Alinta Assets since the report dated 2 July 2007. This is appropriate as a significant proportion of
the Alinta Assets are regulated and there have been no material changes in the commercial outlook
for any of the assets in the period. The major movements relate to:



an increase in the value attributed to Eastern Gas Pipeline reflecting an increase in the range
of potential growth opportunity for the pipeline as well as evidence of significant potential
demand;



a decrease in the value attributed to Asset Management as a consequence of a decline in
forecast revenue from lower than forecast external works contracts, additional property
expenses and lower margins on some construction activities;



an increase in the unallocated corporate costs reflecting:
•

a decision by Alinta management to no longer allocate a proportion of corporate costs to
each asset via a management charge. The elimination of this charge is reflected in the
individual asset values;

•

that an expected reduction in corporate overheads of $15 million per annum from 2008
has not been achieved due to the Consortium acquisition of Alinta.

The ongoing level of corporate overhead costs used for valuation purposes in the July 2007
report was $30 million per annum (down from $45 million after allowance for the $15
million in cost savings). This compares with an amount of $40 million per annum advised as
the ongoing level of corporate overheads for the current valuation. Due to this difference and
after adopting the same capitalisation multiples of 10-12 times, the negative value attributed
to corporate costs in this valuation has doubled in comparison to the July 2007 valuation; and



88

other assets and liabilities at July 2007 include allowance for certain matters previously
recognised in the Alinta balance sheet. These items are now being allowed for in the
Consortium’s unallocated liabilities and the Alinta Assets will be responsible for a 65% share
of those liabilities. In addition, other assets and liabilities in the current valuation include
cash balances held by the Alinta Assets.

After making the following adjustments:




Asset Management excludes the APA Group contracts and Asset Management West;
a 65% share of negative value attributed to corporate costs; and
national allocation of other assets and liabilities to the Alinta Assets.
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9

Qualifications, Declarations and Consents
9.1

Qualifications
The Grant Samuel group of companies provide corporate advisory services (in relation to mergers
and acquisitions, capital raisings, debt raisings, corporate restructurings and financial matters
generally), property advisory services and manages specialist funds. The primary activity of Grant
Samuel & Associates Pty Limited is the preparation of corporate and business valuations and the
provision of independent advice and expert’s reports in connection with mergers and acquisitions,
takeovers and capital reconstructions. Since inception in 1988, Grant Samuel and its related
companies have prepared more than 395 public independent expert and appraisal reports.
The persons responsible for preparing this report on behalf of Grant Samuel are Caleena Stilwell
BBus CA F Fin and Stephen Wilson MCom (Hons) CA (NZ) SF Fin. Each has a significant
number of years of experience in relevant corporate advisory matters. Damien Elias BSc
(Psychol.) (Hons) MCom, Tim Archer BE (Hons) BSc and Luke Hawksford BCom CA MBA
assisted in the preparation of the report. Each of the above persons is an authorised representative
of Grant Samuel pursuant to its Australian Financial Services Licence under Part 7.6 of the
Corporations Act.

9.2

Disclaimers
It is not intended that this report should be used or relied upon for any purpose other than as an
expression of Grant Samuel’s opinion as to whether the Transaction is fair and reasonable to, and
in the best interests of, the non associated securityholders for the purposes of Listing Rule 10.1 and
Section 208. Grant Samuel expressly disclaims any liability to any SP AusNet securityholder who
relies or purports to rely on the report for any other purpose and to any other party who relies or
purports to rely on the report for any purpose whatsoever. In particular, the report does not
address the investment merits of SP AusNet and New SP AusNet, make any recommendation for
securityholders in relation to their rights under the entitlement offer or address factors relevant to
any person participating in the Capital Raising including the provision of financial accommodation
to SP AusNet. Whether to buy, hold or sell securities in SP AusNet or New SP AusNet or to
provide financial accommodation to SP AusNet is a separate investment decision upon which
Grant Samuel does not offer an opinion.
This report has been prepared by Grant Samuel with care and diligence and the statements and
opinions given by Grant Samuel in this report are given in good faith and in the belief on
reasonable grounds that such statements and opinions are correct and not misleading. However,
no responsibility is accepted by Grant Samuel or any of its officers or employees for errors or
omissions however arising in the preparation of this report, provided that this shall not absolve
Grant Samuel from liability arising from an opinion expressed recklessly or in bad faith.
Grant Samuel has had no involvement in the preparation of the Explanatory Memorandum issued
by SP AusNet and has not verified or approved any of the contents of the Explanatory
Memorandum. Grant Samuel does not accept any responsibility for the contents of the
Explanatory Memorandum (except for this report).
Grant Samuel has had no involvement in SP AusNet’s due diligence investigation in relation to the
Alinta Assets and the Explanatory Memorandum or for the purposes of the Capital Raising and
does not accept any responsibility for the completeness or reliability of the process which is the
responsibility of SP AusNet.

9.3

Independence
Grant Samuel and its related entities do not have at the date of this report, and have not had within
the previous two years, any shareholding in or other relationship with SP AusNet or SPI that could
reasonably be regarded as capable of affecting its ability to provide an unbiased opinion in relation
to the Transaction. Grant Samuel advises that it:
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prepared an independent expert’s report dated 2 July 2007 for Alinta shareholders in relation
to the proposed acquisition of Alinta by the Consortium;



prepared an independent expert’s report dated 4 December 2006 for AIH securityholders in
relation to a takeover offer by Alinta;



was appointed by AIH to prepare a review of certain aspects of a tax consolidation valuation
of its initial assets in September 2006. The fees involved were less than $30,000;



prepared independent expert’s reports dated 28 August 2006 for the shareholders of Alinta
and AGL in relation to the transaction to merge their respective infrastructure businesses and
enter into a retail energy joint venture in Western Australia;



commenced work on an independent valuation of AGL in April 2006 in relation to a takeover
offer by Alinta. This assignment was not completed and was terminated following the
announcement of the Alinta/AGL merger on 26 April 2006;



prepared an independent expert’s report dated 13 February 2006 for AGL shareholders in
relation to a transaction to demerge AGL into two new listed entities by separating its retail
and merchant energy assets from its infrastructure assets; and



provided non-public independent reviews for an Australian institution in 2003 of the Aquila
transaction (which encompassed a series of transactions involving Aquila Inc, United Energy,
AMP Henderson Global Investors and Alinta) and of a third party valuation of Multinet Gas.

Grant Samuel commenced analysis for the purposes of this report in September 2007 prior to the
announcement of the Transaction. This work did not involve Grant Samuel participating in the
setting the terms of, or any negotiations leading to, the Transaction.
Grant Samuel had no part in the formulation of the Transaction. Its only role has been the
preparation of this report.
Grant Samuel will receive a fixed fee of $1,250,000 for the preparation of this report. This fee is
not contingent on the outcome of the Transaction. Grant Samuel’s out of pocket expenses in
relation to the preparation of the report will be reimbursed. Grant Samuel will receive no other
benefit for the preparation of this report.
Grant Samuel considers itself to be independent in terms of Regulatory Guideline 42 issued by the
ASIC (previously known as Australian Securities Commission) on 8 December 1993.
9.4

Declarations
SP AusNet has agreed that it will indemnify Grant Samuel and its employees and officers in
respect of any liability suffered or incurred as a result of or in connection with the preparation of
the report. This indemnity will not apply in respect of the proportion of any liability found by a
court to be primarily caused by any conduct involving negligence or wilful misconduct by Grant
Samuel. SP AusNet has also agreed to indemnify Grant Samuel and its employees and officers for
time spent and reasonable legal costs and expenses incurred in relation to any inquiry or
proceeding initiated by any person. Where Grant Samuel or its employees and officers are found
to have been negligent or engaged in wilful misconduct Grant Samuel shall bear the proportion of
such costs caused by its action. Any claims by SP AusNet are limited to an amount equal to the
fees paid to Grant Samuel.
Advance drafts of this report were provided to SP AusNet and its advisers. Certain changes were
made to the drafting of the report as a result of the circulation of the draft report. In particular,
following the provision of a full final draft report dated 26 October 2007, a revised draft of the
Explanatory Memorandum was issued which included clarifying statements as to the Board’s
intentions with regard to the equity raising and an amended Alinta Assets financial position as at
31 August 2007. The clarifying statements resulted in drafting edits to Grant Samuel’s evaluation
and the revised financial position resulted in a decrease in Grant Samuel’s valuation for the Alinta
Assets of $23 million. However, there was no alteration to the methodology, evaluation or overall
conclusions as a result of issuing the drafts.
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9.5

Consents
Grant Samuel consents to the issuing of this report in the form and context in which it is to be
included in the Explanatory Memorandum to be sent to securityholders of SP AusNet. Neither the
whole nor any part of this report nor any reference thereto may be included in any other document
without the prior written consent of Grant Samuel as to the form and context in which it appears.

9.6

Other
The accompanying letter dated 5 November 2007 and the Appendices form part of this report.
Grant Samuel has prepared a Financial Services Guide as required by the Corporations Act. The
Financial Services Guide is set out at the beginning of this report.

GRANT SAMUEL & ASSOCIATES PTY LIMITED
5 November 2007
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Appendix 1
Selection of Discount Rates
1

Overview
The following discount rates have been selected by Grant Samuel to apply to the forecast nominal
ungeared after tax cash flows of the transmission and distribution assets encompassed by Alinta Assets:




gas transmission pipelines

7.0-7.25%

gas and electricity distribution networks

6.75-7.0%

Different discount rates have been selected for each business unit because they have differing risk
profiles.
Selection of the appropriate discount rate to apply to the forecast cash flows of any business enterprise is
fundamentally a matter of judgement. The valuation of an asset or business involves judgements about
the discount rates that may be utilised by potential acquirers of that asset. There is a body of theory
which can be used to support that judgement. However, a mechanistic application of formulae derived
from that theory can obscure the reality that there is no “correct” discount rate. Despite the growing
acceptance and application of various theoretical models, it is Grant Samuel’s experience that many
companies rely on less sophisticated approaches. Many businesses use relatively arbitrary “hurdle rates”
which do not vary significantly from investment to investment or change significantly over time despite
interest rate movements. Valuation is an estimate of what real world buyers and sellers of assets would
pay and must therefore reflect criteria that will be applied in practice even if they are not theoretically
correct. Grant Samuel considers the rates adopted to be reasonable discount rates that acquirers would
use irrespective of the outcome or shortcomings of applying any particular theoretical model.
The discount rate that Grant Samuel has adopted is reasonable relative to the rates derived from
theoretical models. The discount rate represents an estimate of the weighted average cost of capital
(“WACC”) appropriate for these assets. Grant Samuel has calculated a WACC based on a weighted
average of the cost of equity and the cost of debt. This is the relevant rate to apply to ungeared cash
flows. There are three main elements to the determination of an appropriate WACC. These are:





cost of equity;
cost of debt; and
debt/equity mix.

WACC is a commonly used basis but it should be recognised that it has shortcomings in that it:




represents a simplification of what are usually much more complex financial structures; and
assumes a constant degree of leverage which is seldom correct.

The cost of equity has principally been derived from application of the Capital Asset Pricing Model
(“CAPM”) methodology. However, regard was also had to other methods such as the implied cost of
equity based on the Gordon Growth Model (or perpetuity formula).
The CAPM is probably the most widely accepted and used methodology for determining the cost of
equity capital. There are more sophisticated multivariate models which utilise additional risk factors but
these models have not achieved any significant degree of usage or acceptance in practice. However,
while the theory underlying the CAPM is rigorous the practical application is subject to shortcomings and
limitations and the results of applying the CAPM model should only be regarded as providing a general
guide. There is a tendency to regard the rates calculated using CAPM as inviolate. To do so is to
misunderstand the limitations of the model.
For example:



the CAPM theory is based on expectations but uses historical data as a proxy. The future is not
necessarily the same as the past;
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the measurement of historical data such as risk premia and beta factors is subject to very high levels
of statistical error. Measurements vary widely depending on factors such as source, time period and
sampling frequency;



the measurement of beta is often based on comparisons with other companies. None of these
companies is likely to be directly comparable to the entity for which the discount rate is being
calculated and may operate in widely varying markets;



parameters such as the debt/equity ratio and risk premium are based on subjective judgements; and



there is not unanimous agreement as to how the model should adjust for factors such as taxation.
The CAPM was developed in the context of a “classical” tax system. Australia’s system of dividend
imputation has a significant impact on the measurement of net returns to investors.

In this context, regulators such as the Australian Competition & Consumer Commission (“ACCC”) and
the various state regulatory bodies undertake extremely detailed analysis of discount rate calculations and
each of the relevant variables. Grant Samuel has had regard to this analysis (particularly in relation to
Alinta’s businesses) but in Grant Samuel’s view it can give a misleading impression of the precision
about what is, in reality, a relatively crude tool of unproven accuracy that gives, at best, a broad
approximation of the cost of capital.
The cost of debt has been determined by reference to the pricing implied by the debt markets in Australia.
The cost of debt represents an estimate of the expected future returns required by debt providers. In
determining the appropriate cost of debt over this forecast period, regard was had to debt ratings of
comparable companies.
Selection of an appropriate debt/equity mix is a matter of judgement. The debt/equity mix represents an
appropriate level of gearing, stated in market value terms, for the business over the forecast period. The
relevant proportions of debt and equity have been determined having regard to the financial gearing of the
industry in general and comparable companies, and judgements as to the appropriate level of gearing
considering the nature and quality of the cash flow stream.
The following sections set out the basis for Grant Samuel’s determination of the discount rates for the
Alinta Assets and the factors which limit the accuracy and reliability of the estimates.
2

Definition and Limitations of the CAPM and WACC
The CAPM provides a theoretical basis for determining a discount rate that reflects the returns required
by diversified investors in equities. The rate of return required by equity investors represents the cost of
equity of a company and is therefore the relevant measure for estimating a company’s weighted average
cost of capital. CAPM is based on the assumption that investors require a premium for investing in
equities rather than in risk free investments (such as government bonds). The premium is commonly
known as the market risk premium and notionally represents the premium required to compensate for
investment in the equity market in general.
The risks relating to a company or business may be divided into specific risks and systematic risks.
Specific risks are risks that are specific to a particular company or business and are unrelated to
movements in equity markets generally. While specific risks will result in actual returns varying from
expected returns, it is assumed that diversified investors require no additional returns to compensate for
specific risk, because the net effect of specific risks across a diversified portfolio will, on average, be
zero. Portfolio investors can diversify away all specific risk.
However, investors cannot diversify away the systematic risk of a particular investment or business
operation. Systematic risk is the risk that the return from an investment or business operation will vary
with the market return in general. If the return on an investment was expected to be completely correlated
with the return from the market in general, then the return required on the investment would be equal to
the return required from the market in general (i.e. the risk free rate plus the market risk premium).
Systematic risk is affected by the following factors:
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financial leverage: additional debt will increase the impact of changes in returns on underlying
assets and therefore increase systematic risk;



cyclicality of revenue: projects and companies with cyclical revenues will generally be subject to
greater systematic risk than those with non-cyclical revenues; and



operating leverage: projects and companies with greater proportions of fixed costs in their cost
structure will generally be subject to more systematic risk than those with lesser proportions of fixed
costs.

CAPM postulates that the return required on an investment or asset can be estimated by applying to the
market risk premium a measure of systematic risk described as the beta factor. The beta for an
investment reflects the covariance of the return from that investment with the return from the market as a
whole. Covariance is a measure of relative volatility and correlation. The beta of an investment
represents its systematic risk only. It is not a measure of the total risk of a particular investment. An
investment with a beta of more than one is riskier than the market and an investment with a beta of less
than one is less risky. The discount rate appropriate for an investment which involves zero systematic
risk would be equal to the risk free rate.
The formula for deriving the cost of equity using CAPM is as follows:
Re

=

Rf + Beta (Rm – Rf)

=
=
=
=
=

the cost of equity capital;
the risk free rate;
the beta factor;
the expected market return; and
the market risk premium.

where:
Re
Rf
Beta
Rm
Rm - Rf

The beta for a company or business operation is normally estimated by observing the historical
relationship between returns from the company or comparable companies and returns from the market in
general. The market risk premium is estimated by reference to the actual long run premium earned on
equity investments by comparison with the return on risk free investments.
The formula conventionally used to calculate a WACC under a classical tax system is as follows:
WACC

=

(Re x E/V) + (Rd x (1-t) x D/V)

=
=
=
=
=

the proportion of equity to total value (where V = D + E);
the proportion of debt to total value;
the cost of equity capital;
the cost of debt capital; and
the corporate tax rate

where:
E/V
D/V
Re
Rd
t

The models, while simple, are based on a sophisticated and rigorous theoretical analysis. Nevertheless,
application of the theory is not straightforward and the discount rate calculated should be treated as no
more than a general guide. The reliability of any estimate derived from the model is limited. Some of the
issues are discussed below:



Risk Free Rate
Theoretically, the risk free rate used should be an estimate of the risk free rate in each future period
(i.e. the one year spot rate in that year if annual cash flows are used). There is no official “risk free”
rate but rates on government securities are typically used as an acceptable substitute. More
importantly, forecast rates for each future period are not readily available. In practice, the long term
Commonwealth Government Bond rate is used as a substitute in Australia and medium to long term
Treasury Bond rates are used in the United States. It should be recognised that the yield to maturity
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of a long term bond is only an average rate and where the yield curve is strongly positive (i.e. longer
term rates are significantly above short term rates) the adoption of a single long term bond rate has
the effect of reducing the net present value where the major positive cash flows are in the initial
years. The long term bond rate is therefore only an approximation.
The ten year bond rate is a widely used and accepted benchmark for the risk free rate. Where the
forecast period exceeds ten years, an issue arises as to the appropriate bond to use. While longer
term bond rates are available, the ten year bond market is the deepest long term bond market in
Australia and is a widely used and recognised benchmark. There is a very limited market for bonds
of more than ten years. In the United States, there are deeper markets for longer term bonds. The
30 year bond rate is a widely used benchmark. However, long term rates accentuate the distortions
of the yield curve on cash flows in early years. In any event, a single long term bond rate matching
the term of the cash flows is no more theoretically correct than using a ten year rate. More
importantly, the ten year rate is the standard benchmark used in practice.
Where cash flows are less than ten years in duration the opposite issue arises. An argument could be
made that shorter term, and therefore lower, bond rates should be used in determining the discount
rate for there assets. While Grant Samuel believes this is a legitimate argument, an adjustment may
give a misleading impression of precision for the whole methodology. In any event, the impact on
valuation would usually be trivial.
In practice, Grant Samuel believes acquirers would use a common rate. The ten year bond rate can
be regarded as an acceptable standard risk free rate for medium to long term cash flows, particularly
given its wide use.



Market Risk Premium
The market risk premium (Rm - Rf) represents the “extra” return that investors require to invest in
equity securities as a whole over risk free investments. This is an “ex-ante” concept. It is the
expected premium and as such it is not an observable phenomenon. The historical premium is
therefore used as a proxy measure. The premium earned historically by equity investments is
calculated over a time period of many years, typically at least 30 years. This long time frame is used
on the basis that short term numbers are highly volatile and that a long term average return would be
a fair indication of what most investors would expect to earn in the future from an investment in
equities with a 5-10 year time frame.
In the United States it is generally believed that the premium is in the range of 5-6% but there are
widely varying assessments (from 3% to 9%). Australian studies have been more limited but
indicate that the long run average premium has been in the order of 6% using a geometric average
(and is in the order of 8% using an arithmetic average) measured over more than 100 years of data1.
Even an estimate based over a very long period such as 100 years is subject to significant statistical
error. Given the volatility of equity market returns it is only possible to state that the “true” figure
lies within a range of approximately 2-10% at a 95% confidence level (using the geometric average).
In addition, the market risk premium is not constant and changes over time. At various stages of the
market cycle investors perceive that equities are more risky than at other times and will increase or
decrease their expected premium. Indeed, there are arguments being put forward at the present time
that the risk premium is now lower than it has been historically. This view is reflected in the recent
update of the Officer Study 2 which indicates that (based on the addition of 17 years of data to 2004)
the long term arithmetic average has declined to 7.17% from 7.94%.
In the absence of controls over capital flows, differences in taxation and other regulatory and
institutional differences, it is reasonable to assume that the market risk premium should be
approximately equal across markets which exhibit similar risk characteristics after adjusting for the

1

See, for example, R.R. Officer in Ball, R., Brown, P., Finn, F. J. & Officer, R. R., “Share Market and Portfolio Theory: Readings and
Australian Evidence” (second edition), University of Queensland Press, 1989 (“Officer Study”) which was based on data for the
period 1883 to 1987 and therefore was undertaken prior to the introduction of dividend imputation in Australia.

2

Gray, S. and Officer, R.R., “A Review of the Market Risk Premium and Commentary on Two Recent Papers: A Report prepared for
the Energy Networks Association”, August 2005.
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effects of expected inflation differentials. Accordingly, it is reasonable to assume similar market
risk premiums for first world countries enjoying political economic stability, such as Australia, New
Zealand, the United States, Japan, the United Kingdom and various western European countries.
In practice, market risk premiums of 5-7% are typically adopted in Australia.



Beta Factor
The beta factor is a measure of the expected covariance (i.e. volatility and correlation of returns)
between the return on an investment and the return from the market as a whole. The expected beta
factor cannot be observed. The conventional practice is to calculate an historical beta from past
share price data and use it as a proxy for the future but it must be recognised that the expected beta
is not necessarily the same as the historical beta. A company’s relative risk does change over time.
The appropriate beta is the beta of the company being acquired rather than the beta of the acquirer
(which may be in a different business with different risks). Betas for the particular subject company
may be utilised. However, it is also appropriate (and may be necessary if the investment is not
listed) to utilise betas for comparable companies and sector averages (particularly as those may be
more reliable).
However, there are very significant measurement issues with betas which mean that only limited
reliance can be placed on such statistics. Even measurement of historical betas is subject to
considerable variation. There is no “correct” beta.



Debt/Equity Mix
The tax deductibility of the cost of debt means that the higher the proportion of debt the lower the
WACC, although this would be offset, at least in part, by an increase in the beta factor as leverage
increases.
The debt/equity mix assumed in calculating the discount rate should be consistent with the level
implicit in the measurement of the beta factor. Typically, the debt/equity mix changes over time and
there is significant diversity in the levels of leverage across companies in a sector. There is a tendency
to calculate leverage at a point in time whereas the leverage should represent the average over the
period the beta was measured. This can be difficult to assess with a meaningful degree of accuracy.
The measured beta factors for listed companies are “equity” betas and reflect the financial leverage
of the individual companies. It is possible to unleverage beta factors to derive asset betas and
releverage betas to reflect a more appropriate or comparable financial structure. In Grant Samuel’s
view this technique is subject to considerable estimation error. Deleveraging and releveraging betas
exacerbates the estimation errors in the original beta calculation and gives a misleading impression
as to the precision of the methodology. Deleveraging and releveraging is also incorrectly calculated
based on debt levels at a single point in time.
In addition, the actual debt and equity structures of most companies are typically relatively complex.
It is necessary to simplify this for practical purposes in this kind of analysis.
Finally, it should be noted that, for this purpose, the relevant measure of the debt/equity mix is based
on market values not book values.



Specific Risk
The WACC is designed to be applied to “expected cash flows” which are effectively a weighted
average of the likely scenarios. To the extent that a business is perceived as being particularly risky,
this specific risk should be dealt with by adjusting the cash flow scenarios. This avoids the need to
make arbitrary adjustments to the discount rate which can dramatically affect estimated values,
particularly when the cash flows are of extended duration or much of the business value reflects
future growth in cash flows. In addition, risk adjusting the cash flows requires a more disciplined
analysis of the risks that the valuer is trying to reflect in the valuation.
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However, it is also common in practice to allow for certain classes of specific risk (particularly
sovereign and other country specific risks) in a different way by adjusting the discount rate applied
to forecast cash flows.
3

Calculation of WACC
3.1

Cost of Equity Capital
The cost of equity capital has been estimated by reference to the CAPM. Grant Samuel has
adopted a cost of capital of:




gas transmission pipelines

10.9-11.5%

gas and electricity distribution networks

10.9-11.5%

The assumptions, judgements and estimates upon which the costs of equity were based are as
follows:



Risk-Free Rate
Grant Samuel has adopted a risk free rate of 6.1%. The risk free rate approximates the
current yield to maturity on ten year Australian Government bonds. The forecast period for
the cash flow models exceed ten years. However, ten year bonds are the accepted market
benchmark and is typically used as a proxy for the long term risk free rate even where the
forecast period exceeds ten years.



Market Risk Premium
Grant Samuel has consistently adopted a market risk premium of 6.0% for Australia and
believes that, particularly in view of the general uncertainty, this continues to be a reasonable
estimate. It is:
•

not statistically significantly different to the premium suggested by the historical data;

•

similar to that used by a wide variety of analysts and practitioners (typically in the range
5-7%); and

•

the same as that adopted by most regulatory authorities in Australia.

Some research analysts and other valuers may use even lower premiums. Overall, Grant
Samuel believes 6.0% to be a reasonable, if not conservative, estimate.



Beta Factor
Grant Samuel has adopted the beta factors in the following ranges for the purposes of valuing
Alinta’s business operations:
•

gas transmission pipelines

0.8-0.9

•

gas and electricity distribution networks

0.8-0.9

Grant Samuel has considered the beta factors for a wide range of companies in determining
an appropriate beta. The betas have been calculated on two bases, relative to the entity’s
local index and relative to the Morgan Stanley Capital International Developed World Index
(“MSCI”), an international equities market index that is widely used as a proxy for the global
stockmarket as a whole.
A summary of betas for selected comparable listed entities is set out in the table below:
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Equity Beta Factors for Selected Listed Energy Infrastructure Entities

Entity

Market
Capitalisation3
(millions)

SP AusNet
DUET
Spark
Envestra
Vector
APA Group
HDUF
BBI

A$2,909
A$2,026
A$1,987
A$925
NZ$2,360
A$1,604
A$716
A$3,675

Weekly
Observations
over 2 years

Monthly Observations
over 4 years
Bloomberg5
AGSM4
na
na
na
(0.01)
na
0.53
na
0.18

Local
Index
na
na
na
0.53
na
0.63
na
0.47

Bloomberg
6

MSCI
na
na
na
0.52
na
0.76
na
0.40

Local
Index
0.39
0.85
0.56
0.66
0.77
0.79
0.52
0.81

MSCI
0.40
0.64
0.47
0.64
0.51
0.79
0.47
0.61

Source: AGSM, Bloomberg, IRESS

The evidence suggests relatively low betas are appropriate for energy infrastructure assets.
However, considerable caution is warranted in selecting a beta for Alinta’s businesses:
•

individual company betas (for the same source/period) fall in a very wide range. For
example, Bloomberg Four Year MSCI betas generally range from 0.40 (BBI) to 0.76
(APA Group);

•

all of the data is subject to significant statistical error. For example, APA Group’s
AGSM beta has a standard error of 0.32 (i.e. even at a 67% confidence level it lies
somewhere between 0.21 and 0.85) and BBI has a standard error of 0.35;

•

in many cases there is a substantial difference between the beta measured by AGSM
and the beta measured by using Bloomberg. There are also substantial variations
depending on the index used (Local or MSCI); and

•

many of the entities involved in energy infrastructure are relatively recently listed (five
within the last four years) and, accordingly, limited reliable data is available for these
entities.

Grant Samuel has selected a range for beta of 0.8-0.9 for the gas and electricity distribution
networks and gas transmission pipelines. This is lower than the beta adopted by the ACCC.
In its recent “Statement of Principles for the Regulation of Transmission Revenues”, the
ACCC announced it intended to maintain the use of a beta of 1.0 despite acknowledging that
empirical market evidence would suggest a beta of less than 1.0.
On the other hand, a range of 0.8-0.9:
•

overlaps with the range of 0.5-0.8 proposed by the Essential Services Commission
(“ESC”) (the Victorian regulator) in its draft decision on the gas access arrangements
for 2008-2012 for the three Victorian gas distributors (Envestra, SP AusNet and
MultiNet) dated August 2007;

3

Based on share prices as at 19 October 2007 except for SP AusNet which is based on the share price as at 19 September 2007 (the day
prior to the announcement of the Proposal).

4

The Australian beta factors calculated by the Australian Graduate School of Management (“AGSM”) are as at 30 June 2007 over a
period of 48 months using ordinary least squares regression or the Scholes-Williams technique where the stock is thinly traded (e.g.
for Envestra).

5

Bloomberg’s betas have been calculated up to 19 October 2007. Grant Samuel understands that betas estimated by Bloomberg are not
calculated strictly in conformity with accepted theoretical approaches to the estimation of betas (i.e. they are based on regressing total
returns rather than the excess return over the risk free rate). However, in Grant Samuel’s view the Bloomberg beta estimates can still
provide a useful insight into the systematic risks associated with companies and industries. The figures used are the Bloomberg
“adjusted” betas.

6

MSCI is calculated using local currency so that there is no impact of currency changes in the performance of the index.
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•

overlaps with the range of 0.8-1.0 suggested by the Independent Pricing and Regulatory
Tribunal (“IPART”), the New South Wales regulator responsible for the New South
Wales gas distribution network;

•

is lower than the beta of 1.0 adopted by the Economic Regulation Authority (“ERA”)
(the Western Australian regulator responsible for AlintaGas Networks now owned by
BBI/DUET) and the Australian Energy Regulator in its draft decision dated August
2007 in relation to SP AusNet’s Victorian transmission network;

•

is higher than the 0.7 level derived from empirical information by Allen Consulting
Group (“Allens”) in its extensive studies on the gas industry betas7 and the electricity
industry betas8 in Australia; and

•

is higher than almost all the evidence in the above table would suggest.

To this extent the range of 0.8-0.9 for gas and electricity distribution networks and gas
transmission pipelines can be considered conservative.



Cost of equity capital
Using the CAPM formula of Re = Rf + Beta (Rm – Rf) and the estimates set out above, the
costs of equity capital can be calculated as follows:
(i)

Gas Transmission Assets

Re

(ii)

=
=
=

Low
Rf + Beta (Rm-Rf)
6.1% + (0.8 x 6%)
10.9%

Re

=
=
=

High
Rf + Beta (Rm-Rf)
6.1% + (0.9 x 6%)
11.5%

=
=
=

High
Rf + Beta (Rm-Rf)
6.1% + (0.9 x 6%)
11.5%

Gas and Electricity Distribution Networks

Re

=
=
=

Low
Rf + Beta (Rm-Rf)
6.1% + (0.8 x 6%)
10.9%

Re

In addition, Grant Samuel considered the cost of capital relative to the implied cost of equity
based on the Gordon Growth Model for the gas and electricity distribution networks and gas
transmission assets. Essentially,
Present Value =
(or Price)

Dividends (Year 1)
Re - g

where

cost of equity capital
perpetual growth rate

Re
g

=
=

Turning this formula around:
Re

=

Dividends + g
Price

In other words, the cost of equity capital is the current forecast yield plus the expected long
term growth rate.

7

Allen Consulting Group, “Empirical Evidence on Proxy Beta Values for Regulated Gas Transmissions Activities”, Final report for the
ACCC, July 2002, p.43.

8

Allen Consulting Group, “Electricity Networks Access Code 2004: Advance Determination of a WACC Methodology”, Report to the
Economic Regulation Authority Western Australia, January 2005, p.38.
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Analysis of entities comparable to Alinta’s gas and electricity distribution and transmission
networks (i.e. APA Group, DUET, Envestra, Spark, HDUF and SP AusNet) would suggest
costs of capital in the range 10.5-11.5% (yields mostly around 8.5% and growth of 2-3%)
with a median of around 10.5%.
This analysis is not inconsistent with the ranges set out above, although considerable caution
is warranted because of the difficulties of putting all the yields on a comparable basis
(because of differing tax treatments).
3.2

Cost of Debt
A cost of debt of 7.1% has been adopted. These figures represent the expected future cost of
borrowing over the duration of the cash flow model. Grant Samuel believes that this would be a
reasonable estimate of an average interest rate, including margin, that would match the duration of
the cash flows assuming that the operations were funded with a mixture of short term and long
term debt. The costs of debt represent a margin of 1.0% over the risk free rate which allows for
the margin over bank rates that SP AusNet would expect to pay together with an allowance for the
difference between bank rates and government bonds.

3.3

Debt/Equity Mix
The selection of the appropriate debt/equity ratio involves perhaps the most subjectivity of
discount rate selection analysis. In determining an appropriate debt/equity mix, regard was had to
gearing levels of selected comparable listed Australian entities and the nature and quality of the
cash flow stream of the relevant businesses.
Gearing levels for selected listed entities in the Australian utility sector over the past four years are
set out below:
Gearing Levels for Selected Listed Energy Infrastructure Entities
Net Debt/(Net Debt + Market Capitalisation)
Entity

Year End 30 June

Current9

4 Year
Average

SP AusNet
DUET
Spark10
Envestra
Vector
APA Group
HDUF
BBI

2004
na
na
na
70.9%
na
50.7%
na
52.2%

2005
na
79.1%
na
70.4%
na
48.5%
36.6%
58.5%

2006
57.8%
77.4%
50.6%
67.7%
55.8%
50.1%
42.8%
64.6%

2007
53.8%
65.9%
45.4%
66.3%
54.7%
58.3%
42.5%
58.4%

55.0%
67.9%
44.6%
67.7%
57.0%
66.7%
34.3%
62.7%

55.8%
74.1%
48.0%
68.8%
55.3%
51.9%
40.6%
58.4%

Minimum
Maximum
Median

50.7%
70.9%
52.2%

36.6%
79.1%
58.5%

42.8%
77.4%
56.8%

42.5%
66.3%
56.5%

34.3%
67.9%
59.8%

40.6%
74.1%
55.5%

Source: Entity Reports, IRESS, Bloomberg

The table shows a range of gearing levels. Moreover, these do not always bear any relationship to
the betas of the individual companies. In some cases highly geared companies have equity betas
towards the lower end of the range (e.g. Envestra). In this case the selection of gearing levels is
highly judgemental. Further, the debt levels should actually be the weighted average measured
over the same period as the beta factor rather than just at the current point in time.
9

Current gearing levels are based on the most recent balance sheet information and on sharemarket prices as at 19 October 2007 except
for SP AusNet which is based on sharemarket prices as at 19 September 2007 (the day prior to the announcement of the Proposal).

10

The calculation of value parameters for Spark is made complex by the minority holdings and form of investment. The gearing shown
for Spark reflects the gearing of the entity itself and not that of the underlying assets. It is estimated that if the debt of the underlying
assets is allowed for Spark’s gearing would increase to around 60%. Spark confirmed this when it announced that on a “see through”
basis its book gearing at 30 June 2007 was 57.5%.
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Having regard to this data, Grant Samuel has adopted debt/equity ratios as follows:



gas transmission pipelines

55-65%



gas and electricity distribution networks

60-70%

The debt/equity ratios adopted for the gas and electricity distribution networks and the gas
transmission pipelines are higher than the 50-60% typically allowed for by regulators. However,
there is some evidence of increasing leverage in the sector. The gearing of Spark (on an
underlying basis), DUET and Envestra exceed 60% while the gearing of all other comparable
entities except HDUF exceed 50%.
3.4

WACC
On the basis of the parameters outlined above and assuming a corporate tax rate of 30%, nominal
WACC for Alinta’s businesses are calculated as follows:
(i)

Gas Transmission Pipelines
Low
= (35% x 10.9%) + (65% x 7.1% x 0.7)
= 3.8% + 3.2%
= 7.0%

(ii)

=
=
=

High
(45% x 11.5%) + (55% x 7.1% x 0.7)
5.2% + 2.7%
7.9%

=
=
=

High
(40% x 11.5%) + (60% x 7.1% x 0.7)
4.6% + 3.0%
7.6%

Gas and Electricity Distribution Networks
Low
= (30% x 10.9%) + (70% x 7.1% x 0.7)
= 3.3% + 3.4%
= 6.7%

These are after tax discount rates to be applied to nominal ungeared after tax cash flows.
However, it must be recognised that this is a very crude calculation based on statistics of limited
reliability and involving a multitude of assumptions.
Having regard to these matters and the calculations and data set out above, Grant Samuel has
concluded that reasonable discount rates for the purposes of the valuation of Alinta are:

4



gas transmission pipelines

7.0-7.25%



gas and electricity distribution networks

6.75-7.0%

Dividend Imputation
The conventional WACC formula set out above was formulated under a “classical” tax system. The
CAPM model is constructed to derive returns to investors after corporate taxes but before personal taxes.
Under a classical tax system, interest expense is deductible to a company but dividends are not. Investors
are also taxed on dividends received. Accordingly, there is a benefit to equity investors from increased
gearing.
Under Australia’s dividend imputation system, domestic equity investors now receive a taxation credit
(franking credit) for any tax paid by a company. The franking credit attaches to any dividends paid out
by a company and the franking credit offsets personal tax. To the extent the investor can utilise the
franking credit to offset personal tax, then the corporate tax is not a real impost. It is best considered as a
withholding tax for personal taxes. It can therefore be argued that the benefit of dividend imputation
should be added into any analysis of value.
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There is no generally accepted method of allowing for dividend imputation. In fact, there is considerable
debate within the academic community as to the appropriate adjustment or even whether any adjustment
is required at all. Some suggest that it is appropriate to discount pre tax cash flows, with an increase in
the discount rate to “gross up” the market risk premium for the benefit of franking credits that are on
average received by shareholders. On this basis, the discount rate might increase by approximately 2%
but it would be applied to pre tax cash flows. However, not all of the necessary conditions for this
approach exist in practice:



not all shareholders can use franking credits. In particular, foreign investors gain no benefit from
franking credits. If foreign investors are the marginal price setters in the Australian market there
should be no adjustment for dividend imputation;



not all franking credits are distributed to shareholders; and



capital gains tax operates on a different basis to income tax. Investors with high marginal personal
tax rates will prefer cash to be retained and returns to be generated by way of a capital gain.

Others have proposed a different approach involving an adjustment to the tax rate in the discount rate by a
factor reflecting the effective use or value of franking credits. If the credits can be used, the tax rate is
reduced towards zero. The proponents of this approach have in the past suggested a factor of up to 50%
as representing the appropriate adjustment (gamma). Alternatively, the tax charge in the forecast cash
flows can be decreased to incorporate the expected value of franking credits distributed.
There is undoubtedly merit in the proposition that dividend imputation affects value. Over time dividend
imputation will become factored into the determination of discount rates by corporations and investors.
In Grant Samuel’s view, however, the evidence gathered to date as to the value the market attributes to
franking credits is insufficient to rely on for valuation purposes. More importantly, Grant Samuel does
not believe that such adjustments are widely used by acquirers of assets at present. While acquirers are
undoubtedly attracted by franking credits there is no clear evidence that they will actually pay extra for
them or build it into values based on long term cash flows. The studies that measure the value attributed
to franking credits are based on the immediate value of franking credits distributed and do not address the
risk and other issues associated with the ability to utilise them over the longer term. Accordingly it is
Grant Samuel’s opinion that it is not appropriate to make any such adjustments in the valuation
methodology. This is a conservative approach.
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Appendix 2
DCF Model Assumptions
1

General Assumptions
The following general assumptions have been made in the DCF Models developed to value certain of the
Alinta Assets:

2




inflation rate of 2.5% per annum;




no material changes to working capital from year to year throughout the forecast period; and

corporate tax rate of 30%. There is no change in taxation legislation that has a material impact on
the assets;
no significant changes in legislation, or in the policies or procedures of the various regulatory
bodies.

Gas and Electricity Distribution Networks
2.1

General Assumptions



2.2

2.3

2.4
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a discount rate of 6.75-7.0% has been applied to the nominal after tax cash flows; and
perpetual growth rate of 3.0% for the purposes of calculating the terminal value.

NSW Gas Network



average revenue growth of approximately 3.6% over the 20 year forecast period, which
includes the expected regulatory tariff reset in 2010 and network connections growth;




average operating expenditure growth of 3.0% reflecting cost inflation and network growth;



tax depreciation on existing and future capital expenditure forecast on a diminishing value
basis using a useful life of 20 years and a diminishing value factor of 150%.

capital expenditure to reduce from $129 million in 2007 (which includes final development
of the Sydney Primary Loop) to around $100 million in 2008. Long term capital expenditure
of approximately $100 million from 2011 growing at inflation of 2.5%; and

Victorian Electricity Network



average revenue growth of 3.0% over the forecast period, reflecting expectations of the
regulatory reset in 2010, network expansion and volume growth;



operating expenditure growth of approximately 5.0% per annum over the first five years
reducing to 2.5% from 2012;



capital expenditure approximately $100 million per annum until 2013, then reducing to
approximately $70 million in 2014 and growing thereafter at approximately 5.0% per annum;
and



tax depreciation on existing assets and future capital expenditure calculated on a diminishing
value basis using an average estimated life of 30 years and a diminishing value factor of
150%.

ActewAGL Distribution




average revenue growth of 3.5% up to 2011 and 3.0% thereafter;



capital expenditure based on the four year budget at approximately $50 million per annum.

average operating expenditure growth of 3.5% over the three years to 2010 and 3.0%
thereafter; and

3

Gas Transmission Assets
3.1

3.2

3.3

3.4

General Assumptions




a discount rate of 7.0-7.25% has been applied to the nominal after tax cashflows;





new capital expenditure is depreciated for tax purposes on a straight line basis for 20 years;



sufficient gas supplies will be available from either existing or new suppliers to meet the
forecast demand for pipeline transportation services.

tax depreciation is based on the asset tax cost bases as at 5 October 2005 depreciated on a
straight line basis for a period of 20 years;
all licences are renewed on expiry;
decommissioning costs (where applicable) are based on independent advice received by the
Alinta Assets; and

Queensland Gas Pipeline




current contracts are renewed on expiry in line with current terms;



tariffs capped at $0.795/GJ, then reduced to $0.710/GJ when capacity exceeds 25 PJ per
annum (in accordance with current access arrangements);




no change in access arrangements post-expiry of the current arrangements in 2016;



maintenance and investment costs based on asset management plans escalated at inflation
including:
•
four-yearly compressor overhauls; and
•
routine diagnostic assessment of pipeline condition (through a process called
“intelligent pigging”) forecast to occur in 2010, 2018, 2026 and 2030.

additional power and co-generation contracts of approximately 25 PJ per annum plus
potential cogeneration expansion opportunity of approximately 12 PJ per annum expected to
commence mid to late 2010;

capital expenditure on capacity expansion for current contracts of approximately $114
million from 2008 to 2010, plus potential additional expenditure of approximately $90
million for expansion opportunities; and

Eastern Gas Pipeline





current contracts are renewed on expiry or replaced with agreements on equivalent terms;



maintenance and investment costs based on asset management plans, escalated at inflation
including:
•
two to three-yearly compressor overhauls;
•
pigging forecast for 2016 and 2026; and



capital expenditure of approximately $60 million in the period to 2010 to support current
capacity commitment plus additional compressor expansion of up to $80 million to support
the identified growth opportunities.

tariffs escalate annually at 75% of inflation;
demand growth including:
•
additional take-or-pay agreements for approximately 19 PJ per annum for gas-fired
power generation and retail usage commencing in 2008; plus
•
potential gas-fired power generation, co-generation and retail expansion opportunities
of approximately 40 PJ per annum commencing from late 2009 and reaching steady
state in 2011 based on currently identified growth opportunities;

VicHub





revenues are escalated at inflation;
operating and maintenance costs escalated at inflation; and
capital expenditure and decommissioning costs are assumed to be negligible.
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Appendix 3
Market Evidence
1

Valuation Evidence from Transactions

There have been a large number of well documented transactions in the energy sector in Australia and New
Zealand in recent years. The major energy sector transaction of recent times was the acquisition of Alinta
Limited (“Alinta”) by the Babcock & Brown/Singapore Power Consortium. Alinta owned 29 energy businesses
and assets including gas transmission and distribution assets, electricity distribution assets, power generation
assets, energy retail assets and asset management businesses. The final terms of the transaction announced in
May 2007 valued Alinta at approximately $8 billion ($16.06 per Alinta share) and implied a current year
multiple of 15.4 times EBITDA. As a result of movements in the value of the scrip portions of the
consideration, the value received by Alinta shareholders on completion of the transaction on 31 August 2007 had
declined to $7.6 billion (a current year multiple of EBITDA of 14.8 times). As these multiples reflect the blend
of Alinta’s various businesses, the transaction is not specifically meaningful in assessing appropriate valuation
parameters for individual Alinta Assets but is useful in reviewing the valuation of the Alinta Assets in total1.
Market evidence of transactions in the Australian infrastructure services sector is limited. While there have been
a few Australian acquisitions the majority of transactions have generally involved relatively small infrastructure
services businesses (for which there is insufficient information with which to calculate transaction multiples) or
involved the acquisition of international businesses.
A selection of relevant Australian and New Zealand energy transactions since 2002 is set out below:
Recent Transaction Evidence
Date

Target

Type2

Consideration3
(millions)

Transaction

Revenue
Multiple4
(times)
8

Historical

EBITDA
Multiple5
(times)
8

Forecast Historical

EBIT
Multiple6
(times)
Forecast

Ungeared
NTA
Multiple7
(times)

22.5

na10

1.5

Forecast Historical

Electricity
Jul 07

Basslink

I

Dec 06

DirectLink

I

Mar 06

Murraylink

I

Dec 05
Nov 05

SP AusNet
Spark Infrastructure

I
I

16.4 15.19

A$1,175

16.9

16.8

A$170

na

14.2

na

15.3

na

na

na

A$153

na

11.8

na

15.8

na

16.3

na

A$2,888
A$2,017

9.0
na

8.4
na

13.3
9.9

13.1
10.7

18.6
na

19.0
na

1.5
1.3

1

Singapore Power acquired the Alinta Assets for $8.142 billion but there is no earnings information in the public arena by which to
calculate multiples for that acquisition. However, the multiples implied by Singapore Power’s acquisition have been calculated in the
detailed report based on current and forecast earnings for the Alinta Assets as disclosed in the Explanatory Memorandum.

2

G = Generation; R = Retail; I = Infrastructure

3

Implied equity value if 100% of the company or business had been acquired.

4

Represents gross consideration divided by revenue. The gross consideration is the sum of the equity and/or cash consideration plus
borrowings net of cash.

5

Represents gross consideration divided by EBITDA.
investment income and significant items.

EBITDA is earnings before net interest, tax, depreciation, amortisation,

6

Represents gross consideration divided by EBIT. EBIT is earnings before net interest, tax, investment income and significant items.

7

Represents gross consideration divided by ungeared net tangible assets (i.e. net assets less intangibles plus borrowings less cash as at
latest balance date).

8

Historical multiples are based on the most recent publicly available full year earnings prior to the transaction announcement date.
Forecast multiples are based on earnings forecasts from a range of brokers’ reports available at transaction announcement date.

9

Forecast EBITDA used to calculate multiple includes revenue forecast to be received in 2008 under a commercial risk sharing
mechanism the intention of which is to be neutral between Basslink and Hydro Tasmania. If the receipt is excluded the forecast
EBITDA multiple increase to 19.3 times.

10

na = not available.
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Acquisition by
CitySpring
Infrastructure Trust
Acquisition by APA
Group
Acquisition by APA
Group
IPO
IPO

Recent Transaction Evidence
Type2

Date

Target

Aug 04

Powerco

Apr 04

TXU Australia

G/R/I

Jul 03

United Energy

I

Apr 07

Envestra Limited

I

Apr 07

SEA Gas Pipeline

I

Nov 06

I

Oct 06

Alinta Infrastructure
Holdings
Allgas Energy Pty Ltd

Aug 06

GasNet Australia Group

I

Apr 06

AGL Infrastructure
Assets
Alinta Infrastructure
Holdings
NGC Holdings

I

I

Revenue
Multiple4
(times)

EBITDA
Multiple5
(times)

EBIT
Multiple6
(times)
Forecast

Ungeared
NTA
Multiple7
(times)

NZ$680

5.5

5.2

9.4

9.0

14.2

13.2

1.1

A$5,100

na

na

9.2

8.6

na

na

na

A$1,340

4.0

4.3

8.1

7.5

11.8

10.8

1.6

A$990

8.8

8.7

12.7

13.1

16.7

16.7

1.9

A$400

na

na

na

14.5

na

na

na

A$956

9.0

9.0

14.3

14.5

22.9

24.2

2.0

A$521

na

12.5

na

18.1

na

25.5

na

A$452

10.4

9.5

13.9

13.3

19.5

18.3

1.3

A$6,500

7.6

6.8

13.0

12.6

18.4

18.1

7.3

A$926

10.8

9.3

17.4

14.2

31.2

22.4

2.0

NZ$1,506
Acquisition of
32.8% interest by
Vector
Acquisition of 30%
A$327
by APA Group
Acquisition of
NZ$866
67.2% interest by
Vector
Acquisition by
A$1,860
DUET/Alinta/Alcoa
Consortium
Acquisition by APA
A$206
Group

4.3

4.1

10.7

10.1

14.0

12.8

2.5

8.5

8.4

na

na

11.8

11.4

na

3.8

3.7

9.6

9.2

12.6

11.8

2.3

na

9.3

na

11.1

na

na

na

na

na

8.3

na

na

na

na

Acquisition by
Alinta

A$1,690

6.3

5.7

17.0

15.5

na

na

na

A$2,6002,800

na

na 13.4- 11.714.4 12.6

na

na

na

A$252.9

na

1.1

na

13.1

na

na

na

A$1,050

2.0

1.7

13.8

12.3

na

na

na

Transaction

Acquisition by
Prime Infrastructure
Acquisition by
Singapore Power
Scheme of
arrangement with
Alinta

Consideration3
(millions)

8

Historical

8

Forecast Historical

Forecast Historical

Gas

Sep 05
Jun 05

Feb 05
Oct 04

Carpentaria Gas
Pipeline
NGC Holdings

I

I
I

I
I

Aug 04

Dampier to Bunbury
Natural Gas Pipeline

I

Aug 04

45% of Southern
Cross Pipelines and
100% of Parmelia Gas
Duke Energy
Australian and New
Zealand assets

I

Mar 04

I

Acquisition of
17.2% by APA
Group
Acquisition of
33.3% by APA
Group
Acquisition by
Alinta
Acquisition by APA
Group
Takeover by APA
Group
Acquisition by
Alinta
IPO

Infrastructure Services
May 07

Apr 07
Apr 06

Alinta’s Asset
Management Services
(including APA Group
O&M contracts)
Origin Energy Asset
Management
Agility

Acquisition by
Babcock &
Brown/Singapore
Power Consortium
Acquisition by APA
Group
Acquisition by
Alinta

Source: Grant Samuel analysis11

A brief summary of each transaction is set out below.

11

Grant Samuel analysis based on data obtained from IRESS, company announcements, transaction documentation and, in the absence
of company published financial forecasts, brokers’ reports. Where company financial forecasts are not available, the median of the
financial forecasts prepared by a range of brokers has generally been used to derive relevant forecast value parameters. The source,
date and number of broker reports utilised for each transaction depends on analyst coverage, availability and corporate activity.
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Electricity
Basslink / CitySpring Infrastructure Trust
On 31 July 2007, CitySpring Infrastructure Management Pte Ltd as trustee-manager of CitySpring Infrastructure
Trust (“CitySpring”) entered into an agreement to acquire Basslink Pty Ltd (“Basslink”) from National Grid plc
for $1.175 billion. Basslink is a 370 kilometre electricity interconnector between Tasmania and Victoria which
began operations in April 2006. It is currently the world’s longest subsea electricity transmission cable.
Basslink was constructed to allow Tasmania to participate in the National Electricity Market and provide power
stability. Based in Singapore, CitySpring is a publicly owned infrastructure business trust and Temasek
Holdings (Private) Limited (which is ultimately owned by the Government of the Republic of Singapore is
CitySpring’s largest unitholder with a 27.8% interest. The transaction was completed on 31 August 2007.
DirectLink / APA Group
In February 2007, APA Group (formerly known as Australian Pipeline Trust) acquired the DirectLink electricity
transmission asset linking the New South Wales and Queensland power grids for $170 million. APA Group
acquired DirectLink from the DirectLink joint venture, which comprised Country Energy, Hydro Quebec
International Group and Fonds de Solidarite des Travailleurs de Quebec. The acquisition price represented a
regulated asset base (“RAB”) multiple of 1.44x based on 31 December 2006 forecast RAB.
Murraylink / APA Group
In March 2006, APA Group announced it would acquire the Murraylink electricity transmission assets
(“Murraylink”) for A$153 million. Murraylink is a 180 kilometre underground high voltage direct current cable
interconnector between South Australia and Victoria with a capacity of 220MW. APA Group has interests in
approximately 7,500 kilometres of gas transmission pipelines throughout Australia but is pursuing a strategy of
making value-accretive acquisitions in complementary asset classes. Murraylink is APA Group’s first
significant acquisition of a non-gas transmission asset. This acquisition represents a forecast EBITDA multiple
of 15.8 times and a RAB multiple of 1.47 times.
SP AusNet
SP AusNet was formed to house the Australasian assets of Singapore Power Limited (“Singapore Power”). The
company was listed on the Australian Stock Exchange (“ASX”) on 14 December 2005. SP AusNet is the
primary electricity transmission provider and electricity and gas distribution business in Victoria. In 2005, 87%
of revenues were regulated. Singapore Power has retained a 51% interest in SP AusNet.
Spark Infrastructure
Spark Infrastructure (“Spark”) was formed to hold a diversified portfolio of regulated utility infrastructure assets
in Australia. Spark was listed on the ASX on 16 December 2005 with a market capitalisation of approximately
$2.0 billion. It is managed by a company owned jointly by Cheung Kong Infrastructure Holdings Limited
(“CKI”), a listed company in Hong Kong with a portfolio of over $33 billion in utility and infrastructure
investments, and RREEF Infrastructure (“RREEF”), the infrastructure investment business of Deutsche Asset
Management. Spark’s initial portfolio comprises a 49% interest in each of CitiPower, Powercor and ETSA, with
the remaining 51% interest being held by CKI and its affiliate, Hongkong Electric (“HKE”). CitiPower and
Powercor are electricity distributors operating in Victoria and ETSA is an electricity distributor in South
Australia. The calculation of underlying multiples for Spark is complex because of the minority holdings and
form of investment.
Powerco Limited / Prime Infrastructure Networks (New Zealand) Limited
In September 2004, Prime Infrastructure Networks (New Zealand) Limited (“Prime Infrastructure”) made an
offer to acquire all of the ordinary shares and capital bonds of Powerco Limited (“Powerco”) at NZ$2.15 per
share, to be paid using a mix of cash and a subordinated debt security. The structure of the offer was highly
complex and significant uncertainty surrounded the volume and underlying value of the subordinated debt
securities to be issued under the offer. Powerco was New Zealand’s second largest electricity and gas
distribution company. It had a network servicing approximately 400,000 consumers in the North Island,
representing 46% of the gas connections and 16% of the electricity connections in New Zealand.
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Texas Utilities’ Australian Assets / Singapore Power
In April 2004 Singapore Power acquired Texas Utilities’ Australian assets (“TXU Australia”) for A$5.1 billion.
These assets included significant electricity and gas networks in Victoria and a retail business supplying
approximately one million customers in Victoria and South Australia.
United Energy Limited / Alinta Limited
United Energy Limited (“United Energy”) owned and operated an electricity distribution network in the south
eastern suburbs of Melbourne and the Mornington Peninsula in Victoria. It also had investments in a number of
other Australian utility businesses including the listed companies Alinta and Uecomm Limited. On 23 April
2003, Alinta announced that through a complex series of transactions, it would acquire a 34% interest in United
Energy’s distribution assets and a 100% interest in its non-distribution assets. To complete the transaction,
Alinta and AMP Henderson Global Investors acquired the 43% of United Energy held by the public through a
scheme of arrangement. The consideration paid was A$3.15 per share.
Gas
Envestra Limited / APA Group
In April 2007, APA Group announced it had entered into a conditional agreement with Origin Energy to acquire
its 17.2% stake in Envestra Limited (“Envestra”) for $170.4 million, or $1.20 per security. This represented a
4.4% discount to the closing price at 3 April 2007. Envestra is Australia’s largest natural gas distributor, with
19,100 kilometres of natural gas distribution networks and 1,029 kilometres of natural gas transmission
pipelines, and over 95% of Envestra’s revenue is regulated. APA Group became Envestra’s largest shareholder
on completion of the acquisition. As the transaction involves a minority interest the implied multiples do not
include a premium for control. However, it should be noted that the interest acquired is strategic.
SEA Gas Pipeline / APA Group
In April 2007, APA Group announced it had entered into a conditional agreement with Origin Energy to acquire
Origin Energy’s 33.3% interest in SEA Gas Pipeline for $133.2 million. The SEA Gas Pipeline is a 114 PJ p.a.
capacity, 680 kilometres pipeline linking the Victorian gas fields to South Australian markets which became
operational in January 2004. APA Group is responsible for operating and maintaining the pipeline.
It is noted that in March 2005, CLP Holdings Ltd (“CLP”) acquired Singapore Power’s Australian merchant
energy business for A$2.128 billion. This business included the fifth-largest energy retailer in Australia, a
1,280MW gas-fired power plant in South Australia, a 33% interest in the SEA Gas pipeline and an underground
gas storage plant. CLP disclosed that its 33% interest in SEA Gas Partnership was acquired for A$195 million.
This price implied a value of $585 million for 100% of SEA Gas Partnership and a multiple of 1.3 times the cost
to construct the pipeline system (estimated at A$450 million).
Alinta Infrastructure Holdings Limited / Alinta Limited
On 15 November 2006, Alinta announced an unconditional cash takeover offer for the 80% of securities in
Alinta Infrastructure Holdings Limited (“AIH”) that Alinta did not already own. Alinta formed AIH in August
2005 from a portfolio of nine gas transmission infrastructure and power generation assets. The initial public
offering of AIH in October 2005 took the form of a partly paid issue, with $2.00 per stapled security payable on
application and $1.20 per stapled security payable on 29 December 2006 (“the second instalment”). Alinta
retained a 20% interest in AIH at listing, with an agreement to maintain an interest of at least 15%. Alinta’s
offer was $2.06 cash per partly paid security (pre second instalment) or $3.26 post the second instalment. Alinta
completed the acquisition of AIH in February 2007.
Allgas Energy Pty Ltd / APA Group
In October 2006, APA Group announced it would acquire Allgas Energy Pty Ltd (“Allgas”) from ENERGEX
Limited for A$521 million. Allgas is one of two gas distribution businesses in South East Queensland and has a
2,300 kilometres regulated gas network spanning Brisbane, the Gold Coast, Northern New South Wales,
Toowoomba and Oakey that supplies approximately 65,000 customers. The Allgas network is supplied by APA
Group’s Roma to Brisbane Pipeline and is a complementary infrastructure to APA Group’s gas transmission
businesses. APA Group plans to expand the Allgas distribution network and increase network utilisation.
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GasNet Australia Group / APA Group
In June 2006, BBI announced, in association with APA Group, it would make a scrip takeover offer for GasNet
Australia Group (“GasNet”). The consideration offered was 1.545 BBI stapled securities for each GasNet
stapled security not already owned by BBI and APA Group (together 14.2%). The offer represented A$2.45 per
GasNet stapled security, excluding the estimated 6.75 cents final distribution announced by BBI (A$2.55 cum
dividend). GasNet directors rejected the offer on the basis that it materially undervalued the company and was
highly conditional. On 15 August 2006, Colonial First State Global Asset Management announced a counter
recommended offer of A$2.88 cash per stapled security (A$2.77 after adjusting for the proposed 11 cent
distribution for the six months to 30 June 2006). On 22 August 2006, BBI and APA Group announced the
termination of their joint bidding agreement and therefore their bid will lapse. In addition, APA Group
announced an offer of $3.10 cash per stapled security valuing GasNet at A$452 million. GasNet owns and
operates 1,930 kilometres of pipelines and a LNG storage facility in Victoria as well as a 450 kilometres pipeline
in Western Australia. The APA Group offer represents a RAB multiple of 1.64x assuming regulated assets
represent 75% of total assets.
AGL Infrastructure Assets / Alinta Limited
On 26 April 2006, AGL and Alinta announced an agreement to merge and restructure their respective businesses to
create two separated listed companies, Alinta Limited (“New Alinta”) (focused on the ownership and management
of energy infrastructure assets) and AGL Energy Limited (focused on energy retailing, trading and generation).
One component of the transaction involved the acquisition of AGL’s infrastructure and asset management
businesses for A$6.5 billion. The businesses acquired included a gas network in New South Wales, an electricity
network in Victoria and 50% of the ActewAGL Distribution Partnership, the Agility infrastructure management and
services business, Wattle Point Wind Farm in South Australia, the Cawse Cogeneration facility in Western
Australia, Gas Valpo a regional gas distribution and retailing business in Chile and a 30% interest in APA Group.
The gas and electricity networks (including ActewAGL) represented 65-70% of the value attributed to the AGL
Infrastructure Assets and the New South Wales gas network is the major component of those assets. The multiples
calculated for the transaction reflect the blend of businesses (including a substantial asset management business),
that the network assets are substantial, high quality assets and that the AGL Infrastructure business on a
standalone basis has a lower relative tax cost basis than its peers.
Alinta Infrastructure Holdings
In September 2005, Alinta announced that it would spin off infrastructure assets into a separately listed stapled
entity, Alinta Infrastructure Holdings (“Alinta Infrastructure”). Alinta Infrastructure’s initial assets consisted of
the gas pipeline and electricity generation assets acquired by Alinta from Duke Energy in March 2004 (see
below). The multiples calculated are based on the application price of A$3.20 per stapled security. As the
offering reflects sharemarket prices gas transmission and electricity generation assets the implied multiples do
not include a premium for control. The earnings have been adjusted to reverse the impact of accounting for
Glenbrook Power Station as a finance lease.
NGC Holdings Limited / Vector Limited
On 27 June 2005, Vector announced a takeover offer for the 32.8% of the shares that it did not already own in NGC
Holdings Limited (“NGC”) and provided details of its proposed initial public offering. Vector had previously
acquired a 67.2% shareholding in NGC following a takeover offer made in December 2004. The consideration
offered for NGC was NZ$2.62 worth of Vector shares and NZ$0.78 cash for each share in NGC. NGC’s operations
comprised gas transmission and distribution services, energy sales and processing of natural gas, LPG and gas
liquids, ownership and management of electricity and gas meters and the provision of related metering services.
Vector also operated businesses that delivered high-speed voice and data communications. It was the largest owner
and manager of electricity infrastructure networks in New Zealand with electricity networks in Auckland and
Wellington serving over 644,000 customers. NGC’s business activities were complementary to Vector’s own
electricity, gas, metering and telecommunications assets in terms of location, market position and scale.
Carpentaria Gas Pipeline / APA Group
In February 2005, APA Group purchased the remaining 30% of Carpentaria Gas Pipeline that it did not already
own from Santos Limited, Origin Energy and Delhi Petroleum for A$98 million cash. Carpentaria Gas Pipeline
is an 840 kilometres gas pipeline which connects the Ballera gas fields in south west Queensland to Mt Isa in
north west Queensland. The customers at Mt Isa were WMC, BHP Billiton, Xstrata and CS Energy.
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NGC Holdings Limited / Vector Limited
On 11 October 2004, Vector announced that it had entered into an agreement to acquire AGL’s 66.05% stake in
NGC at a price of NZ$3.00 per share. Completion of the sale was subject to an exemption being granted by the
Takeovers’ Panel which would allow AGL to sell its New Zealand holding company, AGL NZ Limited, to
Vector rather than the shares in NGC. The exemption was not granted and on 19 November 2004 Vector issued
a notice of intention to make a takeover offer for all of the shares in NGC. The takeover offer closed on 4
February 2005 with Vector having gained acceptances for a further 1.2% of NGC shares on top of the 66.05%
acquired from AGL. The cash consideration paid to AGL under the takeover offer was reduced from NZ$3.00
to NZ$2.91 due to the payment of a NZ$0.09 special dividend on 3 November 2004.
Dampier to Bunbury Natural Gas Pipeline / DUET / Alinta / Alcoa Consortium
In August 2004, the receivers and managers of the Dampier to Bunbury Natural Gas Pipeline (“DBNGP”)
announced that a consortium comprising Diversified Utility and Energy Trusts (“DUET”) (60%), Alinta (20%)
and Alcoa of Australia Limited (“Alcoa”) (20%) had been named as the preferred bidder for the purchase of
100% of DBNGP and its associated assets. The consortium’s bidding price was approximately A$1.86 billion
(excluding transaction costs and proposed capital expenditure). The acquisition further diversified DUET’s
portfolio of regulated energy utility businesses and added a strategic gas transmission asset.
Southern Cross Pipelines and Parmelia Gas Business / APA Group
In August 2004, APA Group purchased the remaining 45% of Southern Cross Pipelines (“SCP”) that it did not
already own and 100% of the Parmelia Gas business (“Parmelia”) from CMS Energy. SCP is the 88.2% owner
of the 1,380 kilometre Goldfield Gas Transmission Pipeline in Western Australia. Parmelia owns and operates a
transmission pipeline, a gas processing facility and storage facilities in Western Australia. The assets were
purchased for a A$206 million cash and included the assumption of 45% of SCP’s A$250 million of debt.
Duke Energy’s Australian and New Zealand Assets / Alinta Limited
In March 2004, Alinta announced that it had reached an agreement to purchase the Australian and New Zealand
gas assets of Duke Energy, following Duke Energy’s decision to exit the Asia-Pacific region. The assets
acquired were three gas transmission pipelines and three gas-fired power stations in Australia and one gas-fired
power station in New Zealand. The pipelines had a combined length of 2,156 kilometres and the power plants
had a combined capacity of 686MW. The acquisition provided Alinta with a stable and secure income stream
and strong potential for volume growth, particularly from the pipeline assets on Australia’s east coast.
Infrastructure Services
Alinta’s Asset Management Services business / Babcock & Brown/Singapore Power Consortium
One of the assets acquired by the Babcock & Brown/Singapore Power Consortium in its acquisition of Alinta
was the Asset Management Services business (comprising Alinta Asset Management (including the APA Group
O&M contracts subject to divestment orders by the Australian Consumer & Competition Commission) and
Alinta Energy). These business units were specialist providers of infrastructure management and other services
to assets owners across the gas, electricity and water sectors and in the development and operation of power
generation assets. The multiples presented in the table are based on the value attributed by the independent
expert for the transaction. The multiples are relatively high reflecting the integration cost savings that were
expected to emerge in the business by 2009 following Alinta’s acquisition of Agility from AGL in 2006.
On 29 June 2007 Alinta and APA Group announced that they had agreed arrangements to terminate the pipeline
management and operating arrangements held by Alinta in relation to various APA Group gas transmission
pipelines (including the Moomba to Sydney Pipeline) for A$210 million. No earnings information is publicly
available by which to calculate the multiples implied by this transaction.
Origin Energy Asset Management / APA Group
In April 2007, APA Group announced it had entered into a conditional agreement with Origin Energy to purchase
Origin Energy Asset Management and associated businesses (“OEAM”) for $252.9 million. OEAM provides a
full range of services to operate and manage gas and other energy and water infrastructure in Australia. Over 90%
of OEAM’s revenue is derived from its operating and management agreements with Envestra.
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Agility / Alinta Limited
In April 2006, Alinta and AGL announced an agreement to merge and restructure their businesses to create two
separate listed companies, Alinta and AGL Energy. As part of the restructure Alinta acquired AGL’s infrastructure
management and services business, Agility. The independent expert valued Agility at $1-1.1 billion on a standalone
basis. Multiples shown in the table exclude any allowance for costs savings previously identified by AGL. If AGL’s
forecast cost savings are included the EBITDA multiples fall to 11.3 and 10.8 times respectively.
2

Valuation Evidence from Sharemarket Prices

The valuation of the Alinta Assets has been considered in the context of the sharemarket ratings of listed
Australian and New Zealand energy infrastructure service providers. The sharemarket data provides some
framework to assess valuation parameters for the Alinta Assets.
Sharemarket Ratings of Selected Listed Entities
Entity

Market
Capitalisation12
(millions)

EBITDA Multiple13
(times)

Price Earnings
Multiple15
(times)

EBIT Multiple14
(times)

Historical/ Forecast Forecast Historical/
Current
Year 1
Year 2
Current

Forecast
Year 1

Ungeared
NTA
Multiple16
Forecast Historical/ Forecast Forecast
(times)
Year 2

Current

Year 1

Year 2

Distribution Infrastructure
SP AusNet
DUET
Spark
Envestra
Vector
Minimum
Maximum
Median

A$2,909
A$2,026
A$1,987
A$925
NZ$2,360

10.2
12.5
10.0
13.0
8.8
8.8
13.0
10.2

9.9
10.9
9.3
12.3
8.6
8.6
12.3
9.9

9.7
10.2
9.4
12.2
8.3
8.3
12.2
9.7

14.8
17.7
14.2
17.4
11.6
11.6
17.7
14.8

14.5
15.4
13.0
16.3
11.4
11.4
16.3
14.5

14.3
14.2
13.2
16.4
11.1
11.1
16.4
12.8

17.0
nmf17
28.8
nmf
11.6
11.6
28.8
17.0

17.4
21.5
27.9
nmf
15.4
15.4
27.9
19.5

17.3
19.9
26.0
nmf
14.3
14.3
26.0
18.6

1.1
1.6
1.4
1.9
1.6
1.1
1.9
1.6

16.4
12.5
14.5

12.5
12.3
12.4

11.7
11.6
11.6

21.3
15.6
18.5

16.0
15.3
15.6

15.1
14.5
14.8

25.2
35.7
30.4

24.0
31.8
27.9

21.4
31.1
26.2

1.2
1.3
1.3

18.8

12.8

12.1

28.6

19.6

18.0

63.5

44.4

25.4

1.7

Transmission Infrastructure
APA Group
HDUF
Median

A$1,604
A$716

Other Energy Infrastructure
BBI

A$3,675

Services
WorleyParsons

A$11,241

34.6

22.3

19.2

38.5

24.7

20.8

50.0

34.0

28.2

38.7

United Group

A$3,366

19.1

13.3

11.8

23.0

15.2

13.2

31.2

22.8

20.0

16.7

Transfield Services
Minimum
Maximum
Median

A$2,955

26.2
19.1
34.6
26.2

19.3
13.3
22.3
19.3

17.1
11.8
19.2
17.1

42.8
23.0
42.8
38.5

24.2
15.2
24.7
24.2

21.1
13.2
21.1
20.8

60.4
31.2
60.4
50.0

25.1
22.8
34.0
25.1

23.0
20.0
28.2
23.0

9.8
9.8
38.7
16.7

Source: Grant Samuel analysis18

12

Market capitalisation based on sharemarket prices as at 19 October 2007, except for SP AusNet which is based on the sharemarket
price as at 19 September 2007 (the day prior to the announcement of the Proposal).

13

Represents gross capitalisation (that is, the sum of the market capitalisation adjusted for minorities, plus borrowings less cash as at the
latest balance date) divided by EBITDA. EBITDA is earnings before net interest, tax, depreciation, amortisation, investment income
and significant and non-recurring items.

14

Represents gross capitalisation divided by EBIT. EBIT is earnings before net interest, tax, investment income and significant and
non-recurring items.

15

Represents market capitalisation divided by net profit after tax (before significant and non-recurring items).

16

Represents gross capitalisation divided by ungeared net tangible assets (that is, shareholders’ funds less intangibles, plus borrowings
less cash as at the latest balance date).

17

nmf = not meaningful.

18

Grant Samuel analysis based on data obtained from IRESS, company announcements and, in the absence of company published
financial forecasts, brokers’ reports. Where company financial forecasts are not available, the median of the financial forecasts
prepared by a range of brokers has generally been used to derive relevant forecast value parameters. The source, date and number of
broker reports utilised for each company depends on analyst coverage, availability and recent corporate activity.
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The multiples shown above are based on sharemarket prices as at 12 October 2007 except for SP AusNet which
is based on the sharemarket price as at 19 September 2007 (the day prior to the announcement of the Proposal)
and do not reflect a premium for control.
All of the companies have a 30 June year end with the exception of Spark Infrastructure Trust (“Spark”) and
Hastings Diversified Utilities Fund (“HDUF”) which have a 31 December year end and SP AusNet which has a
31 March year end. For the purposes of this analysis the 2007 forecast for entities with 31 December year ends
are treated as the current result (i.e. the forecasts for the year ending 31 December 2007 for Spark and HDUF
have been treated as equivalent to actual results for the year ended 30 June 2007). While relatively crude, this
alignment is arguably more useful for the purposes of analysis than leaving the data unadjusted.
A brief description of each company is set out below:
Distribution Infrastructure
SP AusNet
SP AusNet listed on the ASX in December 2005 and comprises two regulated energy network companies, SP
Australia Networks (Transmission) Ltd (Victoria’s state wide high voltage electricity transmission network
provider) and SP Australia Networks (Distribution) Ltd (owner and operator of an electricity distribution
network in eastern Victoria and a gas distribution network in western Victoria). Singapore Power Limited has a
51% controlling interest in the entity. SPI Management Services Pty Ltd, a wholly-owned subsidiary of
Singapore Power Limited, manages the transmission and distribution networks, business and finances of SP
AusNet under a Management Services Agreement. On 20 September 2007, SP AusNet announced the proposal
to acquire the Alinta Assets from Singapore Power.
Diversified Utility and Energy Trusts
Diversified Utility and Energy Trusts (“DUET”) is a diversified portfolio of energy utility assets with predictable
cash flows. Management is provided by a 50:50 joint venture between AMP Capital Investors and Macquarie
Bank Limited. DUET has interests in electricity and natural gas distributors in Victoria and Western Australia,
all of which are fully regulated. Its interests include a 66% interest in United Energy Distribution (electricity
distribution in Victoria), a 79.9% interest in Multinet Gas (gas distribution in Victoria), a 25.9% interest in
AlintaGas Networks (gas distribution in Western Australia) and a 68.6% interest in the Dampier Bunbury
Pipeline (gas transmission in Western Australia). DUET’s interest in the Dampier Bunbury Pipeline is expected
to decline to 60% by 2008 as a consequence of capital contributions from other shareholders. DUET has
recently acquired a 29% equity interest in a consortium that has acquired 100% of the shares in Duquesne Light
Holdings Inc (“Duquesne”) for US$1.75 billion. Duquesne is a publicly listed energy business based in
Pittsburgh, providing electricity distribution and transmission to more than 587,000 customers in and around
Pittsburgh.
Spark Infrastructure Trust
Spark was established to develop a diversified portfolio of regulated utility infrastructure assets and listed on the
ASX in December 2005. It holds a 49% interest in each of Citipower and Powercor (whose principal activities
are electricity distribution in Victoria) and ETSA (whose principal activity is electricity distribution in South
Australia). This portfolio of Australian electricity distribution assets provides the company with stable and
predictable cash flows. The group plans to grow through the acquisition of additional Australian and
international regulated utility infrastructure assets. The Manager and Responsible Entity of Spark is jointly 50%
owned by Cheung Kong Infrastructure (CKI) and RREEF Infrastructure (RREEF). The calculation of
underlying multiples for Spark is complex because of the minority holdings and form of investment.
Envestra Limited
Envestra was listed on the ASX in 1997 following Boral Limited’s decision to spin off its energy assets. It owns
and operates approximately 1,029 kilometres of gas transmission pipelines and 19,100 kilometres of gas
distribution networks throughout Australia. Envestra derives its revenue by charging energy retailers to transport
natural gas through these networks. Each Envestra security is comprised of a share and a loan note. Interest and
principal are paid on the loan notes and therefore net profit after tax is relatively low (if not negative) and the
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price earnings multiples calculated for Envestra are not meaningful. In July 2007, Origin Energy Limited
(“Origin Energy”) completed the sale of its 17.2% interest in Envestra to APA Group. As a consequence, the
ownership of Victoria Gas Distribution Pty Ltd (“Victoria Gas”) and its subsidiary The Albury Gas Company
Ltd (“Albury Gas”) have transferred from Origin Energy to Envestra. The effect will be that Victoria Gas and
Albury Gas join the Envestra tax consolidated group and the tax base of Envestra’s distribution assets will
increase.
Vector Limited
Vector Limited (“Vector”) owns and manages a portfolio of energy infrastructure networks in New Zealand
including electricity distribution, gas transmission and distribution, electricity and gas metering installations,
data management services and natural gas and LPG distribution (including a 60.25% interest in bulk LPG
distributor Liquigas). In addition, Vector owns fibre-optic networks in Auckland and Wellington, a utilities
training business and a 50% share in New Zealand’s largest arboriculture and vegetation management company.
Vector listed on the NZX in August 2005. The Auckland Energy Consumer Trust is Vector’s majority
shareholder with a 75.1% interest.
Transmission Infrastructure
APA Group
APA Group (“APA”) (formerly known as Australian Pipeline Trust) has interests in over 10,000 kilometres of
gas transmission pipelines, transporting around 40% of Australia’s natural gas consumption, as well as gas
processing and storage facilities, gas fired power generation and electricity transmission. The largest asset in
APA’s portfolio is the Moomba to Sydney pipeline, which contributes approximately 50% of EBITDA. APA
Group was formed in mid 2000 through the spin-off and public listing of AGL’s gas pipeline assets. It was
established as a single taxpaying trust, which was required to pay tax on its profits. In January 2007, the trust
was restructured from a single unit trust to a stapled unit structure with the aim of making returns to security
holders more tax effective. APA Group has been highly acquisitive since 30 June 2006 (e.g. it has acquired
Murraylink, GasNet, Allgas and Origin Energy Networks) and therefore its historical multiples are not
meaningful. Since 30 June 2007 APA Group has acquired Origin Energy’s energy networks business, Alinta
Limited’s (“Alinta”) 35.2% interest in APA has been distributed in-specie to Alinta shareholders and APA has
terminated the pipeline management contracts held by Alinta Limited.
Hastings Diversified Utilities Fund
HDUF invests in utility infrastructure assets that have a moderate risk profile and provide predictable cash flows.
Such investments include gas transmission and distribution assets, electricity generation, transmission and
distribution assets and hydro and wind power generation assets. Its initial investment was a 100% interest in
Epic Energy Holdings which holds pipeline assets in South Australia, Queensland and Western Australia
(contracted gas transmission). It also owns the South East Pipeline in South Australia. In February 2005, HDUF
acquired a 50% interest in Swan Group which owns the United Kingdom water utility Mid Kent Water. In
October 2006, HDUF announced the acquisition of a 50% interest in water utility South East Water in the United
Kingdom and a proposal to merge the operations of this asset with that of Mid Kent Water. The merger is
subject to procedural and regulatory requirements.
Other Energy Infrastructure
Babcock & Brown Infrastructure
BBI is an infrastructure investment fund focused on energy transmission and distribution and transport
infrastructure. BBI listed on the ASX in 2002 (at which time it was known as Prime Infrastructure Group) with
one of Australia’s largest coal export facilities, Dalrymple Bay Coal Terminal, as its foundation asset. The
group was restructured and rebranded BBI in July 2005. Since then it has made a number of acquisitions and its
portfolio is now comprised of transportation infrastructure assets (e.g. Dalrymple Bay Coal Terminal, PD Ports,
WestNet Rail (51%)) and energy transmission and distribution infrastructure assets (e.g. Powerco, IEG, Cross
Sound Cable). BBI acquired a number of gas transmission and distribution assets following the takeover of
Alinta by the Babcock & Brown/Singapore Power Consortium that was implemented on 31 August 2007. As a
consequence, the historical and year 1 forecast multiples calculated for BBI are not meaningful.
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Infrastructure Services
WorleyParsons Limited
WorleyParsons Limited (“WorleyParsons”) provides professional services to the hydrocarbons, minerals and
metals, infrastructure and power industries globally. The hydrocarbons business is the largest contributor
generating 72% of the Group’s revenue in 2007, followed by the power business and its international operations
now contribute more than 70% of revenue. WorleyParsons has been highly acquisitive in recent years and
therefore the historical and forecast year 1 multiples calculated for WorleyParsons are not meaningful.
WorleyParsons multiples are relatively high reflecting market expectation that recent high growth will continue.
United Group Limited
United Group Limited (“United Group”) is a diversified infrastructure services group with operations in
Australia, New Zealand, Asia, America and Europe. The company has five operating businesses, United Group
Transport & Systems, United Group Water & Energy, United Group Rail, United Group Resources and United
Group Services. In September 2007, United Group completed the $477 million acquisition of UNICCO, a
United States integrated facilities management services company. In comparison to its peers, United Group’s
activities are predominantly (over 70%) within Australia although recent acquisitions have been offshore.
Transfield Services Limited
Transfield Services Limited (“Transfield Services”) has contracts to provide operations, maintenance and asset
management services across Australia, New Zealand, the United States, South East Asia and the Gulf region.
The company operates across a number of industries including mining and process, hydrocarbons, roads, rail and
public transport, water, power, telecommunications, facilities management and defense. It has been highly
acquisitive in recent years (particularly internationally). In addition, in June 2007, Transfield Services spun-off
its investments in five power stations and two water filtration plants as an ASX listed entity and retained asset
and fund management services. As a consequence, the historical and forecast year 1 multiples calculated for
Transfield Services are not meaningful. In addition, its multiples are relatively high reflecting market
expectation that recent high growth will continue (particularly following the creation of the satellite
infrastructure fund).
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Audit
147 Collins Street
Melbourne Vic 3000
GPO Box 2291U
Melbourne Vic 3001
Australia

ABN: 51 194 660 183
Telephone: +61 3 9288 5555
Facsimile: +61 3 9288 6666
DX: 30824 Melbourne
www.kpmg.com.au

The Directors
SP Australia Networks (Distribution) Ltd
SP Australia Networks (Transmission) Ltd
SP Australia Networks (RE) Ltd as the responsible
entity of SP Australia Networks (Finance) Trust
Level 31, 2 Southbank Boulevard
Southbank VIC 3006
2 November 2007

Dear Sirs

Investigating Accountant’s Report on the Historical and Pro Forma Historical
Financial Information
Introduction
KPMG has been engaged by SP Australia Networks (Distribution) Ltd, SP Australia Networks
(Transmission) Ltd and SP Australia Networks (RE) Ltd to prepare this report for inclusion in
the Explanatory Memorandum for an extraordinary general meeting of SP AusNet to approve
the purchase of the Acquired Businesses from Singapore Power International Pte Ltd (“SPI”).
The Acquired Businesses were acquired by SPI from Alinta Ltd on 31 August 2007. Together
the existing SP AusNet business (“Existing SP AusNet”) and the Acquired Businesses are
referred to as the “New SP AusNet Group”.
Expressions defined in the Explanatory Memorandum have the same meaning in this report.

Financial information
KPMG has been requested to prepare a report covering the historical and pro forma historical
information described below and disclosed in the Explanatory Memorandum.

Historical financial information
The historical financial information, as set out in sections 7.1 to 7.3 of the Explanatory
Memorandum, comprises:
x

Existing SP AusNet’s historical combined balance sheet as at 31 August 2007;

x

Existing SP AusNet’s historical combined income statements before interest and tax for the
five month periods ended 31 August 2006 and 31 August 2007; and

KPMG, an Australian partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG
International, a Swiss cooperative.
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Existing SP AusNet’s historical combined statements of cash flows before financing
activities and tax for the five month periods ended 31 August 2006 and 31 August 2007

altogether referred to as the “historical financial information”.
The financial statements of SP AusNet for the year ended 31 March 2007 and 31 March 2006
were audited by KPMG in accordance with Australian Auditing Standards. The audit opinions
issued to the members of SP AusNet relating to those financial statements were unqualified.
The directors of SP AusNet are responsible for the preparation and presentation of the historical
financial information.
The historical financial information is presented in an abbreviated form insofar as it does not
include all of the disclosures required by the Australian Accounting Standards applicable to
annual financial reports prepared in accordance with the Corporations Act 2001 (“Corporations
Act”).

Pro forma historical financial information
The pro forma historical financial information, as set out in sections 7.1 to 7.5 of the
Explanatory Memorandum, comprises the pro forma, unaudited:
x

Existing SP AusNet pro forma historical combined income statements before interest and
tax for the years ended 31 March 2005 and 31 March 2006, and pro forma historical
combined statements of cash flows before financing activities and tax for the same periods
(the “Existing SP AusNet pro forma historical financial information”);

x

the Acquired Businesses’ pro forma historical combined balance sheets as at 31 December
2006 and 31 August 2007, pro forma historical combined income statements before interest
and tax for the years ended 31 December 2005 and 31 December 2006, and the eight month
periods ended 31 August 2006 and 31 August 2007, pro forma historical combined
statements of cash flows before financing activities and tax for the same periods and notes
to the pro forma historical combined financial information (the “Acquired Businesses pro
forma historical financial information”); and

x

the New SP AusNet Group’s pro forma historical combined balance sheet as at 31 August
2007, pro forma historical combined income statement before interest and tax for the year
ended 31 March 2007 (comprising SP AusNet historical combined balance sheet and
historical combined income statement before interest and tax information as at and for the
year ended 31 March 2007 plus the Acquired Businesses pro forma historical combined
balance sheet and pro forma historical combined income statement before interest and tax
information as at and for the year ended 31 December 2006) and for the five month period
ended 31 August 2007, pro forma historical combined statements of cash flows before
financing activities and tax for the same periods, and notes to the pro forma historical
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The Directors
Investigating Accountant’s Report on the Historical
and Pro Forma Historical Financial Information
2 November 2007

combined financial information (the “New SP AusNet Group pro forma historical financial
information”);
altogether referred to as the “pro forma historical financial information”.
The pro forma historical financial information has been derived from the historical financial
information after adjusting for the pro forma transactions and/or adjustments described in
sections 7.1 to 7.5 of the Explanatory Memorandum.
The directors of SP AusNet are responsible for the preparation and presentation of the pro forma
historical financial information, including the determination of the pro forma transactions and/or
adjustments.
The pro forma historical financial information is presented in an abbreviated form insofar as it
does not include all of the disclosures required by the Australian Accounting Standards
applicable to annual financial reports prepared in accordance with the Corporations Act.

Scope
Review of historical financial information
We have reviewed the historical financial information in order to report whether anything has
come to our attention that would indicate that the historical financial information, as set out in
sections 7.1 to 7.3 of the Explanatory Memorandum, does not present fairly:
x

The historical combined financial position of Existing SP AusNet as at 31 August 2007;

x

The historical combined financial performance before interest and tax of Existing SP
AusNet for the five month periods ended 31 August 2006 and 31 August 2007; and

x

The historical combined cash flows before financing activities and tax of Existing SP
AusNet for the five month periods ended 31 August 2006 and 31 August 2007

in accordance with the recognition and measurement principles prescribed in Australian
Accounting Standards (including the Australian Accounting Interpretations) and International
Financial Reporting Standards, and accounting policies adopted by SP AusNet disclosed in
section 7.2 of the Explanatory Memorandum.
Our review has been conducted in accordance with Australian Auditing Standard AUS 902
“Review of Financial Reports”. We made such enquiries and performed such procedures as we,
in our professional judgement, considered reasonable in the circumstances, including:
x

analytical procedures on the historical financial information;

x

a review of work papers, accounting records and other documents;
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x

a comparison of consistency in application of the recognition and measurement principles in
Australian Accounting Standards (including the Australian Accounting Interpretations) and
International Financial Reporting Standards, and the accounting policies adopted by SP
AusNet disclosed in section 7.2 of the Explanatory Memorandum; and

x

enquiry of directors, management and others in relation to the historical financial
information.

The procedures do not provide all the evidence that would be required in an audit, thus the level
of assurance provided is less than given in an audit. We have not performed an audit and,
accordingly, we do not express an audit opinion.

Review of pro forma historical financial information
We have reviewed the Existing SP AusNet, the Acquired Businesses and the New SP AusNet
Group pro forma historical financial information in order to report whether anything has come
to our attention that would indicate that the pro forma historical financial information, as set out
in sections 7.1 to 7.5 of the Explanatory Memorandum, does not present fairly:
x

the pro forma historical combined financial performance before interest and tax of Existing
SP AusNet for the years ended 31 March 2005 and 31 March 2006, and the pro forma
historical combined cash flows before financing activities and tax of Existing SP AusNet for
the same periods;

x

the pro forma historical combined financial position of the Acquired Businesses as at 31
December 2006 and 31 August 2007, the pro forma historical combined financial
performance before interest and tax of the Acquired Businesses for the years ended 31
December 2005 and 31 December 2006, and the eight month periods ended 31 August 2006
and 31 August 2007, the pro forma historical combined cash flows before financing
activities and tax for the Acquired Businesses for the same periods and the notes to the pro
forma historical combined financial information; and

x

the pro forma historical combined financial position of the New SP AusNet Group as at 31
August 2007, the pro forma historical combined financial performance before interest and
tax of the New SP AusNet Group for the year ended 31 March 2007 and for the five month
period ended 31 August 2007, the pro forma historical combined cash flows before
financing activities and tax for the New SP AusNet Group for the same periods and the
notes to the pro forma historical combined financial information,

on the basis of the pro forma transactions and/or adjustments described in sections 7.1 to 7.5 of
the Explanatory Memorandum, and in accordance with the recognition and measurement
principles prescribed in Australian Accounting Standards (including the Australian Accounting
Interpretations) and International Financial Reporting Standards, and accounting policies
adopted by SP AusNet disclosed in section 7.2 of the Explanatory Memorandum.

4
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Our review has been conducted in accordance with Australian Auditing Standard AUS 902
“Review of Financial Reports”. We made such enquiries and performed such procedures as we,
in our professional judgement, considered reasonable in the circumstances, including:
x

analytical procedures on the pro forma historical financial information;

x

a review of work papers, accounting records and other documents;

x

a review of the assumptions used to compile the pro forma historical financial information;

x

a comparison of consistency in application of the recognition and measurement principles in
Australian Accounting Standards (including the Australian Accounting Interpretations) and
International Reporting Standards, and the accounting policies adopted by SP AusNet
disclosed in section 7.2 of the Explanatory Memorandum; and

x

enquiry of directors, management and others in relation to the pro forma historical financial
information.

The procedures do not provide all the evidence that would be required in an audit, thus the level
of assurance provided is less than given in an audit. We have not performed an audit and,
accordingly, we do not express an audit opinion.
Our review of the pro forma historical financial information has not been conducted in
accordance with auditing standards applicable in jurisdictions outside of Australia and
accordingly should not be relied upon as if it had been carried out in accordance with those
standards.

Review statements
Review statement on the historical financial information
Based on our review, which is not an audit, nothing has come to our attention which causes us
to believe that the historical financial information, as set out in sections 7.1 to 7.3 of the
Explanatory Memorandum, does not present fairly:
x

Existing SP AusNet’s historical financial position as at 31 August 2007;

x

Existing SP AusNet’s historical combined financial performance before interest and tax for
the five month periods ended 31 August 2006 and 31 August 2007; and

x

Existing SP AusNet’s combined cash flows before financing activities and tax for the five
month periods ended 31 August 2006 and 31 August 2007,

in accordance with the recognition and measurement principles prescribed in Australian
Accounting Standards (including the Australian Accounting Interpretations) and International
Financial Reporting Standards, and accounting policies adopted by SP AusNet disclosed in
section 7.2 of the Explanatory Memorandum.
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Review statement on the pro forma historical financial information
Based on our review, which is not an audit, nothing has come to our attention which causes us
to believe that the pro forma historical financial information, as set out in sections 7.1 to 7.5 of
the Explanatory Memorandum, does not present fairly:
x

the pro forma historical combined financial performance before interest and tax of Existing
SP AusNet for the years ended 31 March 2005 and 31 March 2006, and the pro forma
historical combined cash flows before financing activities and tax of Existing SP AusNet for
the same periods;

x

the pro forma historical combined financial position of the Acquired Businesses as at 31
December 2006 and 31 August 2007, the pro forma historical combined financial
performance before interest and tax of the Acquired Businesses for the years ended 31
December 2005 and 31 December 2006, and the eight month periods ended 31 August 2006
and 31 August 2007, the pro forma historical combined cash flows before financing
activities and tax for the Acquired Businesses for the same periods and the notes to the pro
forma historical combined financial information; and

x

the pro forma historical combined financial position of the New SP AusNet Group as at 31
August 2007, the pro forma historical combined financial performance before interest and
tax of the New SP AusNet Group for the year ended 31 March 2007 and for the five month
period ended 31 August 2007, the pro forma historical combined cash flows before
financing activities and tax for the New SP AusNet Group for the same periods and the
notes to the pro forma historical combined financial information,

on the basis of the pro forma transactions and/or adjustments described in sections 7.1 to 7.5 of
the Explanatory Memorandum, and in accordance with the recognition and measurement
principles prescribed in Australian Accounting Standards (including the Australian Accounting
Interpretations) and International Financial Reporting Standards, and accounting policies
adopted by SP AusNet disclosed in section 7.2 of the Explanatory Memorandum.

Independence
KPMG does not have any interest in the outcome of this issue, other than in connection with the
preparation of this report and participation in due diligence procedures for which normal
professional fees will be received. KPMG is the auditor of SP AusNet and from time to time,
KPMG also provides SP AusNet with certain other professional services for which normal
professional fees are received.

Responsibility
KPMG has consented to the inclusion of this Investigating Accountant’s Report in the
Explanatory Memorandum in the form and context in which it is so included, but has not
authorised the issue of the Explanatory Memorandum. Accordingly, KPMG makes no
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representation regarding, and takes no responsibility for, any other statements, or material in, or
omissions from, the Explanatory Memorandum.

General advice warning
This report has been prepared, and included in the Explanatory Memorandum, to provide
investors with general information only and does not take into account the objectives, financial
situation or needs of any specific investor. It is not intended to take the place of professional
advice and investors should not make specific investment decisions in reliance on the
information contained in this report. Before acting or relying on any information, an investor
should consider whether it is appropriate for their circumstances having regard to their
objectives, financial situation or needs.
Yours faithfully

Alison Kitchen
Partner
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Australian Financial Services Licence No. 245402
147 Collins Street
Melbourne Vic 3000

ABN: 65 003 891 718
Telephone: +61 3 9288 5555
Facsimile: +61 3 9288 6666
DX: 30824 Melbourne
www.kpmg.com.au

GPO Box 2291U
Melbourne Vic 3001
Australia

The Directors
SP Australia Networks (Distribution) Ltd
SP Australia Networks (Transmission) Ltd
SP Australia Networks (RE) Ltd as the responsible
entity of SP Australia Networks (Finance) Trust
Level 31, 2 Southbank Boulevard
Southbank VIC 3006
2 November 2007

Dear Sirs

Investigating Accountant’s Report on the Directors’ forecasts and Financial
Services Guide
Introduction
KPMG Transaction Services (Australia) Pty Limited (“KPMG Transaction Services”) has been
engaged by SP Australia Networks (Distribution) Ltd, SP Australia Networks (Transmission)
Ltd and SP Australia Networks (RE) Ltd to prepare this report for inclusion in the Explanatory
Memorandum for an extraordinary general meeting of SP AusNet to approve the purchase of the
Acquired Businesses from Singapore Power International Pte Ltd (“SPI”).
The Acquired Businesses were acquired by SPI from Alinta Ltd on 31 August 2007. Together
the Existing SP AusNet business (“Existing SP AusNet”) and the Acquired Businesses are
referred to as the “New SP AusNet Group”.
Expressions defined in the Explanatory Memorandum have the same meaning in this report.

Financial information
KPMG Transaction Services has been requested to prepare a report covering the forecast
financial information described below and disclosed in the Explanatory Memorandum.

Forecast financial information
The directors’ forecasts are set out in sections 8.2, 8.3, 8.4 and 8.8 of the Explanatory
Memorandum and comprise:
x

Existing SP AusNet’s forecast income statement and forecast statement of cash flows before
financing activities and tax for the year ending 31 March 2008 and the year ending 31
March 2009, set out in section 8.2, (the “directors’ Existing SP AusNet’s forecast”);

KPMG, an Australian partnership, is part of the KPMG International
network. KPMG International is a Swiss cooperative.
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x

the Acquired Businesses’ pro forma forecast income statement before interest and tax and
pro forma forecast statements of cash flows before financing activities and tax for the years
ending 31 March 2008 and 31 March 2009, set out in section 8.3 (the “directors’ Acquired
Businesses’ forecast”); and

x

the New SP AusNet Group’s pro forma and statutory accounting forecast income statement
and pro forma forecast statements of cash flows for the year ending 31 March 2008, and the
forecast income statement and cash flows for the year ending 31 March 2009 set out in
sections 8.5 and 8.8 (the “directors’ New SP AusNet Group’s forecast”);

altogether referred to as “the directors’ forecast”.
The directors of SP AusNet are responsible for the preparation and presentation of the directors’
forecasts, including the best-estimate assumptions on which the directors’ forecasts are based
and the sensitivity of the directors’ forecasts to changes in key assumptions.
The directors’ forecasts have been prepared by the directors to provide investors with a guide to
SP AusNet’s potential future financial performance based upon the achievement of certain
economic, operating, developmental and trading assumptions about future events and actions
that have not yet occurred and may not necessarily occur. The directors’ best-estimate
assumptions underlying the directors’ forecasts are set out in section 8.5 of the Explanatory
Memorandum.
There is a considerable degree of judgement involved in the preparation of any forecast.
Consequently, the actual results of SP AusNet during the forecast period may vary materially
from the directors’ forecast, and that variation may be materially positive or negative.
The sensitivity of the directors’ forecasts to changes in key assumptions is set out in section 8.9
of the Explanatory Memorandum and the risks to which the business of SP AusNet is exposed
are set out in section 9 of the Explanatory Memorandum. Investors should consider the
directors’ forecast in conjunction with the analysis in those sections.
The directors’ forecast is presented in an abbreviated form insofar as it does not include all of
the disclosures required by Australian Accounting Standards applicable to annual financial
reports prepared in accordance with the Corporations Act.

Scope
Examination of Directors’ forecast and Directors’ best-estimate assumptions
We have examined the Directors’ forecasts set out in section 8.2, 8.3, 8.4 and 8.8 of the
Explanatory Memorandum and the Directors' best-estimate assumptions underlying the
Directors' forecasts, set out in section 8.5 of the Explanatory Memorandum, in order to report,
on the basis of our examination of the evidence supporting the assumptions, whether anything
has come to our attention which causes us to believe that the Directors’ best-estimate
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assumptions underlying the Directors' forecasts as set out in the Explanatory Memorandum, do
not provide a reasonable basis for the preparation of the Directors’ forecasts, and whether, in
our opinion, the Directors’ forecasts are:
x

properly prepared on the basis of the Directors' best-estimate assumptions set out in section
8.5;

x

presented fairly in accordance with the recognition and measurement principles prescribed
in Australian Accounting Standards (including the Australian Accounting Interpretations)
and International Financial Reporting Standards, and

x

presented fairly on a basis consistent with the accounting policies adopted by SP AusNet
disclosed in the Explanatory Memorandum.

Our examination has been conducted in accordance with the International Standard on
Assurance engagements ISAE 3400, “The Examination of Prospective Financial Information”.
Our procedures consisted of examination, on a test basis, of evidence supporting the
assumptions, amounts and other disclosures in the Directors’ forecasts, and the evaluation of
accounting policies.

Opinion on the Directors’ forecasts and the Directors' best-estimate assumptions
Based on our examination of the evidence supporting the assumptions, nothing has come to our
attention which causes us to believe that the assumptions as set out in Section [8.7] of the
Explanatory Memorandum do not provide a reasonable basis for the preparation of the
Directors’ forecasts.
Furthermore, in our opinion,
x

the Directors’ forecasts are properly prepared on the basis of the Directors' best-estimate
assumptions set out in Section 8.5 of the Explanatory Memorandum; and

x

the Directors’ forecasts are presented in accordance with:
-

the recognition and measurement principles prescribed in Australian Accounting
Standards (including the Australian Accounting Interpretations) and International
Financial Reporting Standards, and

-

a basis consistent with the accounting policies adopted by SP AusNet.

The underlying assumptions are subject to significant uncertainties and contingencies, often
outside the control of SP AusNet. If events do not occur as assumed, actual results achieved by
SP AusNet may vary significantly from the Directors’ forecasts. Accordingly, we do not

3
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confirm or guarantee the achievement of the Directors’ forecasts, as future events, by their very
nature, are not capable of independent substantiation.

Independence
KPMG Transaction Services does not have any interest in the outcome of this issue, other than
in connection with the preparation of this report and participation in due diligence procedures
for which normal professional fees will be received. KPMG is the auditor of SP AusNet and
from time to time, KPMG also provides SP AusNet with certain other professional services for
which normal professional fees are received.

Responsibility
KPMG Transaction Services has consented to the inclusion of this Investigating Accountant’s
Report in the Explanatory Memorandum in the form and context in which it is so included, but
has not authorised the issue of the Explanatory Memorandum. Accordingly, KPMG
Transaction Services makes no representation regarding, and takes no responsibility for, any
other statements, or material in, or omissions from, the Explanatory Memorandum.

General advice warning
This report has been prepared, and included in the Explanatory Memorandum, to provide
investors with general information only and does not take into account the objectives, financial
situation or needs of any specific investor. It is not intended to take the place of professional
advice and investors should not make specific investment decisions in reliance on the
information contained in this report. Before acting or relying on any information, an investor
should consider whether it is appropriate for their circumstances having regard to their
objectives, financial situation or needs.
Yours faithfully

J J O’Connell AO
Director
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DX: 30824 Melbourne
www.kpmg.com.au

GPO Box 2291U
Melbourne Vic 3001
Australia

Financial Services Guide
Dated 2 November 2007
KPMG Transaction Services
KPMG Transaction Services (Australia) Pty Limited ABN 65 003 891 718 (“KPMG
Transaction Services” or “we” or “us” or “ours” as appropriate) holds an Australian Financial
Services Licence (“AFSL”) issued by the Australian Securities and Investment Commission on
11 March 2004. Our AFSL number is 245402.
We have been engaged by SP Australia Networks (Transmission) Ltd, SP Australia Networks
(Distribution) Ltd and SP Australia Networks (RE) Ltd, as the responsible entity of SP Australia
Networks (Finance) Trust, to issue general financial product advice, about SP AusNet’s
financial products, in the form of an Investigating Accountant’s Report to be provided to you.
We are required to include this FSG in our Report because we have authorised the product
issuer to include our Investigating Accountant’s Report on the Director’s Forecasts in the
Explanatory Memorandum for an extraordinary general meeting of SP AusNet to approve the
purchase of the Acquired Businesses from Singapore Power International Pte Ltd (“SPI”) to be
dated on or about 5 November 2007.
Purpose of the FSG
The purpose of this FSG is to:
x

help you decide whether to consider the Investigating Accountant's Report;

x

contain information about remuneration to be paid to us in relation to the
Investigating Accountant's Report;

x

contain information on the financial services we are authorised to provide under
our AFSL; and

x

contain information on how you can complain against us.

Financial services we are licensed to provide
Our AFSL authorises us to provide financial product advice in relation to interests in managed
investment schemes (excluding investor directed portfolio services) and securities (such as
shares and debentures) to wholesale and retail clients.
General Financial Product Advice
In the Investigating Accountant's Report, we provide general financial product advice, not
personal financial product advice. It has been prepared without taking into account your
personal objectives, financial situation or needs. You should consider the appropriateness of
this general advice having regard to your own objectives, financial situation and needs before
you act on any advice contained in the Investigating Accountant's Report.
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Fees, commissions and other benefits
We charge fees for providing reports. These fees are agreed with, and paid by, the product
issuer. Fees are agreed on either a fixed fee or a time cost basis. In this instance, SP AusNet
has agreed to pay us $750,000 for providing the Investigating Accountant’s Report on the
Directors’ Forecasts.
Except for the fees referred to above, neither KPMG Transaction Services, nor its
representative, or any of its employees, involved in the provision of the report, receive any
pecuniary or other benefits, directly or indirectly, for or in connection with, the provision of the
Investigating Accountant's Report.
All our employees receive a salary and our directors or employees may receive partnership
distributions from KPMG or bonuses based on overall productivity, but not directly in
connection with any engagement for the provision of a report.
We do not pay commissions or provide any other benefits to any person for referring customers
to us in connection with the reports that we are licensed to provide.
Associations and relationships
Through a variety of corporate and trust structures, KPMG Transaction Services is ultimately
wholly owned by, and operates as part of, KPMG’s Australian professional advisory and
accounting practice. Our directors may be partners in KPMG’s Australian partnership. From
time to time KPMG Transaction Services or KPMG and/or KPMG related entities may provide
professional services, including audit, tax and financial advisory services, to financial product
issuers in the ordinary course of its business.
Complaints
If you have a complaint, please raise it with us. All complaints must be in writing, addressed to
The Complaints Officer, KPMG Transaction Services, PO Box H67, Australia Square, Sydney
NSW 1213. When we receive a written complaint we will record the complaint, acknowledge
receipt of the complaint within 15 days and investigate the issues raised. As soon as practical,
and not more than 45 days after receiving the written complaint, we will advise the complainant
in writing of our determination.
If you are not satisfied with the outcome of the above process, or our determination, you have
the right to refer the matter to the Financial Industry Complaints Service Limited (“FICS”).
FICS is an independent company that has been established to provide free advice and assistance
to consumers to help in resolving complaints relating to the financial services industry. Further
details about FICS are available at the FICS website: www.fics.asn.au. FICS can also be
contacted by telephone on 1300 78 08 08.
Contact details
You may contact us using the details set out at the top of our letterhead on page 1 of this FSG.
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SP AUSTRALIA NETWORKS (DISTRIBUTION) LTD (ABN 37 108 788 245)
SP AUSTRALIA NETWORKS (TRANSMISSION) LTD (ABN 48 116 124 362)
SP AUSTRALIA NETWORKS (FINANCE) TRUST (ARSN 116 783 914)
(“GROUP”)
A general meeting of the Group will be held concurrently:
at: 10.00am (Melbourne time)
on: 11 December 2007
at: The Auditorium
Melbourne Exhibition Centre
2 Clarendon Street
Southbank, Victoria, Australia

BUSINESS
The business of the Meeting is to consider and, if thought ﬁt, to pass the following resolutions as ordinary resolutions, provided each of these resolutions (1),
(2) and (3), and each of the special resolutions (4) and (5), are approved:
(1) Resolution 1 (Related Party Resolution)
“That:
(a) for the purposes of section 208 of the Corporations Act, ASX Listing Rule 10.1 and for all other purposes, approval is given to the Group giving ﬁnancial
beneﬁts to, and acquiring “substantial assets” from, SPI, pursuant to the terms of the SSPA;
(b) for the purposes of section 208 of the Corporations Act and for all other purposes, approval is given to the Group giving any ﬁnancial beneﬁts to SPIMS
which may arise pursuant to the increase in fees payable under the Management Services Agreement and to any amendments to the Management
Services Agreement as described in the Explanatory Memorandum to this Notice of Meeting; and
(c) for the purposes of ASX Listing Rule 10.11 and for all other purposes, approval is given for SP AusNet to issue to SPI up to such number of Securities equal
to 51% of the Institutional Placement.
(2) Resolution 2 (Security Issue Resolution): Approval of issue of Securities
“That for the purposes of Singapore law and all other purposes:
(a) SP AusNet; and
(b) the Directors of the SP Australia Networks (Distribution) Ltd, SP Australia Networks (Transmission) Ltd and SP Australia Networks (RE) Ltd (as Responsible
Entity for SP Australia Networks (Finance) Trust) (the Directors),
be given authority to issue new Securities pursuant to:
(c) the Entitlement Offer;
(d) the Institutional Placement; and
(e) the Hybrid Offer,
on such terms and conditions, including without limitation, the offer price of such Securities, as may be determined by the Directors in their absolute discretion
in accordance with law and provided that the number of Securities issued under the Institutional Placement will not exceed 15% of the number of Securities
that will be on issue immediately after the issue and allotment of all New Securities under the Entitlement Offer.”
(3) Resolution 3 (Voting Power Resolution)
“That for the purposes of section 611 Item 7 of the Corporations Act, approval is given for SPI (and its associates) to acquire relevant interests in issued
Securities of SP AusNet, provided that such acquisition:
(a) does not result in SPI or any of its associates increasing its voting power in SP AusNet to above 60%; and
(b) occurs as a result of SPI’s participation in, or otherwise in connection with, the Entitlement Offer, the Institutional Placement or any other issue of Securities
conducted to fund the Transaction.”
The business of the Meeting is to consider and, if thought ﬁt, to pass the following resolution as a special resolution, provided each of the ordinary resolutions (1),
(2) and (3) and the Amendment Resolution (5) are approved:
(4) Resolution 4 (Financial Assistance Resolution): Approval for ﬁnancial assistance
“That for the purposes of section 260B(2) of the Corporations Act, approval is given to any company that is or will be a subsidiary of SP Australia Networks
(Finance) Trust, SP AusNet Transmission or SP AusNet Distribution providing ﬁnancial assistance by, or which results from, or arises in connection with:
(a) entry into and performance under the following documents:
(i) the bridge ﬁnancing facility of $3,700 million; and
(ii) the syndicated loan facility of $2,500 million,
(together the (“Debt Facilities”), under which the subsidiary will assume rights and obligations as a guarantor or obligor, including but not limited to the
payment and satisfaction of any guaranteed liabilities (howsoever described) and the satisfaction of any other obligations therein;
(b) the giving of any guarantees by SPIAA and any subsidiaries of SPIAA in respect of any existing or future ﬁnancial indebtedness of SPI Electricity & Gas
Australia Holdings Pty Ltd, including any existing bond issuance by SPI Electricity & Gas Australia Holdings Pty Ltd;
(c) the entry into any documents including, without limitation, any guarantee, indemnity or credit support document or mechanism for, or in connection with,
any reﬁnancing, replacement, renewal or variation of all or any part of the Debt Facilities from time to time (whether by debt, equity, hybrid instrument or
otherwise) (including any subsequent reﬁnancings, replacements, renewals or variations thereafter);
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(d) the advancing, borrowing, making, paying or repaying shareholder loans or loans, distributions, dividends or capital payments between members of the
SP AusNet Group or to repay funds, discharge obligations, or incur ﬁnancial indebtedness as part of or in connection with the Completion of the Transaction
or in respect of any matter arising out of or in relation to the above; and
(e) the entry into any document in any way connected with, or related to, any of the Debt Facilities or transactions referred to above or in respect of any matter
arising out of, or in relation to, the above.”
The business of the Meeting is to consider and, if thought ﬁt, to pass the following resolution as a special resolution of SP Australia Networks (Finance) Trust
only, provided each of the ordinary resolutions (1), (2) and (3) and the Financial Assistance Resolution (4) is approved:
(5) Resolution 5 (Amendment Resolution): Amendment to constitution of SP AusNet Finance Trust
“That:
(a) the constitution of the SP Australia Networks (Finance) Trust be amended in accordance with the provisions of the supplemental deed poll included as
Appendix E, tabled at the meeting and initialled by the Chairperson for the purpose of identiﬁcation; and
(b) SP Australia Networks (RE) Ltd is authorised to execute the supplemental deed poll and lodge it with the Australian Securities and Investments Commission
to give effect to the amendments to the constitution of the SP Australia Networks (Finance) Trust.”

REQUIRED MAJORITY
The resolutions described in items (1), (2) and (3) of the “Business” section above are ordinary resolutions and each will be passed if at least 50% of votes cast by
Securityholders entitled to vote on the resolution are cast in favour of the resolution.
The resolutions described in items (4) and (5) of the “Business” section above are special resolutions and each will be passed if at least 75% of votes cast by
Securityholders entitled to vote on the resolution are cast in favour of the resolution.

VOTING EXCLUSIONS
The Group will disregard any votes cast on the ordinary resolution described in items (1) and (3) of the “Business” section above by:
(a) SPI; or
(b) an associate of SPI (including any Directors).
These voting exclusions are required under certain provisions of the Corporations Act and ASX Listing Rules described in the Explanatory Memorandum.
If the ﬁnal offer ratio under the Entitlement Offer is greater than one New Security for each Security held, then any proposed underwriter or sub-underwriter under
the Entitlement Offer may not vote on the Related Party Resolution.
However, the Group need not disregard a vote if:
(a) it is cast by a person as a proxy for a person who is entitled to vote, in accordance with the directions on the proxy form; or
(b) it is cast by the person chairing the meeting as proxy for a person who is entitled to vote, in accordance with a direction on the proxy form to vote as the
proxy decided.
Otherwise, all Securityholders are entitled to vote on the resolutions described in items (2), (4) and (5) of the “Business” section above.

STAPLED SECURITYHOLDER MEETINGS
At present, the shares in SP Australia Networks (Distribution) Ltd and SP Australia Networks (Transmission) Ltd and the units in SP Australia Networks (Finance)
Trust are stapled together to form stapled securities under the constitutions of each of SP Australia Networks (Distribution) Ltd, SP Australia Networks
(Transmission) Ltd and SP Australia Networks (Finance) Trust and a stapling deed between SP Australia Networks (Distribution) Ltd, SP Australia Networks
(Transmission) Ltd and SP Australia Networks (Finance) Trust. This means that all the shareholders of SP Australia Networks (Distribution) Ltd and SP Australia
Networks (Transmission) Ltd are also unitholders of SP Australia Networks (Finance) Trust, and as such, the meeting of the shareholders of SP Australia Networks
(Distribution) Ltd and SP Australia Networks (Transmission) Ltd and the meeting of unitholders of SP Australia Networks (Finance) Trust are held concurrently.

DEFINED TERMS
Terms used in this Notice of Meeting are deﬁned in the Glossary in the Explanatory Memorandum, unless otherwise indicated.

PROXIES AND VOTING
ELIGIBILITY TO VOTE
For the purposes of determining entitlement to vote at the Meeting, Securities will be taken to be held by those registered as holders at 10.00am (Melbourne time)
on 9 December 2007. Accordingly, transactions registered after that time will be disregarded in determining Securityholders’ entitlement to attend and vote at
the Meeting.

IF YOUR SECURITIES ARE LISTED ON SGX-ST AND DEPOSITED WITH CDP
If your Securities are listed on SGX-ST and deposited with CDP, you do not have the right to vote as a Securityholder because your Securities are registered in the
name of CDP. In order to vote, your voting instructions must be received by CDP by 5.00pm on 5 December 2007 (Singapore time). For instructions on how to
lodge your voting instructions with CDP, please refer to the Voting Instruction Form that accompanies this document.
If you wish to attend the Meeting, please follow the procedures set out in the Voting Instruction Form.
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APPOINTING A PROXY
Please note that:
(a) a Securityholder entitled to attend and vote at a meeting of Securityholders may appoint:
(i) an individual or a body corporate; or
(ii) if the Securityholder is entitled to cast two or more votes at the meeting, two persons, as the Securityholder’s proxy or proxies to attend and vote for the
Securityholder at the meeting;
(b) a proxy need not be a Securityholder of the Group;
(c) if the Securityholder appoints two proxies and the appointment does not specify the proportion or number of the Securityholder’s votes, each proxy may
exercise half of the votes;
(d) the Securityholder or the Securityholder’s attorney who has not received any notice of revocation of the authority must sign the proxy form;
(e) proxies given by a body corporate must be signed by a Director, company secretary, sole director and sole company secretary or under the hand of a duly
authorised ofﬁcer or attorney;
(f) the proxy form (and any power of attorney or other authority (if any) under which the proxy is signed, or a certiﬁed copy of it) must be received by 10.00am
(Melbourne time) on 9 December 2007, at the Group’s registered ofﬁce or with the Group’s registrar, Computershare at either of the addresses or facsimile
numbers set out below (or by using the enclosed reply paid envelope).
A proxy form is included with this Notice of Meeting.

LODGING YOUR PROXY FORM
To be effective, completed and signed proxy forms (together with any power of attorney or other authority under which the appointment was signed or a certiﬁed
copy of the authority) must be received by Computershare no later than 10.00am (Melbourne time) on 9 December 2007.
You can lodge your completed proxy form, letter of representation or power of attorney:
(a) in person at:
Computershare Investor Services Pty Limited
Yarra Falls
452 Johnston Street
Abbotsford VIC 3067
Australia
(b) by mail to:
Computershare Investor Services Pty Limited
GPO Box 3428
Melbourne VIC 8060
Australia
(A reply paid envelope is enclosed)
(c) by facsimile to:
Computershare Investor Services Pty Limited
+61 3 9473 2555
(d) online at:
www.sp-ausnet.com.au
To use this facility you will need the enclosed proxy form as it contains your SRN or HIN which is your Personal Identiﬁcation Number (PIN) to verify the
transmission. You will be taken to have signed your proxy form if you lodge it in accordance with the instructions on the website. Note: This facility is not
available for attorneys.
If you appoint a proxy or attorney, you may still attend the Meeting. However, if you vote on a resolution, the proxy or attorney is not entitled to vote as your proxy or
attorney on the resolution. Accordingly, you will be asked if you wish to revoke your proxy if you register at the Meeting.

CORPORATE SECURITYHOLDER
Corporate securityholders who wish to appoint a representative to attend and vote at the Meeting on their behalf must provide that person with a properly executed
letter or other document conﬁrming that they are authorised to act as the company’s representative. The authorisation must be received by Computershare no later
than 10.00am (Melbourne time) on 9 December 2007. A form of letter may be obtained from Computershare.

ADMISSION TO MEETING
If you attend the Meeting, please bring your personalised proxy form with you. The bar code at the top of the form will help you to register. If you do not bring your
form with you, you will still be able to attend the Meeting, but representatives from Computershare may need to verify your identity.
Corporate representatives are requested to bring a copy of the letter of representation pursuant to which they were appointed.
This will also apply where you appoint a body corporate as your proxy. The body corporate will need to ensure that it appoints an individual as its corporate
representative to attend and vote for that corporation at the Meeting. Attorneys are requested to bring a certiﬁed copy of the power of attorney pursuant to which
they were appointed. Proof of identity will also be required.
You will be able to register from 9.30am (Melbourne time) on the day of the Meeting.
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OTHER INFORMATION
Accompanying this Notice of Meeting is an Explanatory Memorandum and Independent Expert’s Report, which form part of this Notice of Meeting. The Explanatory
Memorandum and Independent Expert’s Report contain important explanatory and other information for Securityholders in relation to the Resolutions.
Securityholders should read and consider this information carefully in conjunction with this notice.
In relation to resolution 1(c), if approval is given under ASX Listing Rule 10.11 (Approval of issue to related party) approval is not required under ASX Listing
Rule 7.1 (Issues exceeding 15% of capital in 12 months).

QUESTIONS ABOUT VOTING
If you have any queries on how to cast your votes, please call the Securityholder Information Line on: 1300 360 670 (from within Australia), +61 3 9415 4605
(from outside of Australia) or 6733 8873 (from within Singapore) during business hours.

WEBCAST AND YOUR PRIVACY
Attendees at the Meeting will be video recorded and the tapes may be viewed at the discretion of SP AusNet for security purposes. A live audio webcast of the
Meeting will be available on the website at www.sp-ausnet.com.au

By order of the Board
Elizabeth Mildwater
Company Secretary
SP AusNet
5 November 2007
SP AusNet
Level 31, 2 Southbank Boulevard
Southbank Victoria 3006
Australia
Telephone: +61 3 9695 6000
Facsimile: +61 3 9695 6666
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Supplemental deed
Dated

SP Australia Networks (RE) Ltd ACN 109 977 371 (“Responsible Entity”)

Mallesons Stephen Jaques
Level 50
Bourke Place
600 Bourke Street
Melbourne Vic 3000
Australia
T +61 3 9643 4000
F +61 3 9643 5999
DX 101 Melbourne
www.mallesons.com
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Supplemental deed
Details

Responsible
Entity

Recitals
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Name

SP Australia Networks (RE) Ltd

ACN

109 977 371

Capacity

Responsible Entity of the Scheme

Address

Level 31, 2 Southbank Boulevard, Southbank
Victoria, 3006

A

The Scheme is governed by the Constitution. The Scheme
is registered as a managed investment scheme under
Chapter 5C of the Corporations Act.

B

Section 601GC(1) of the Corporations Act provides that
the constitution of a registered scheme may be modified,
or repealed and replaced with a new constitution:
(a)

by special resolution of the members of the
scheme; or

(b)

by the responsible entity if it reasonably considers
the change will not adversely affect members’
rights.

C

Under clause 17.1 of the Constitution, the Responsible
Entity may, if the Corporations Act allows, modify the
Constitution by supplemental deed.

D

The Responsible Entity wishes to modify the Constitution
as set out in this deed.

Governing law

Victoria

Date of deed

See Signing page
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Supplemental deed
General terms

1
1.1

Interpretation
Definitions

In this deed, these words and phrases have the following meanings and any
other words and phrases have the meaning given to them in the Constitution,
unless the contrary intention appears:
Constitution means the deed dated 19 July 2004 under which the Scheme
was constituted, as amended from time to time.
Effective Date means the date that a copy of this deed is lodged with the
Australian Securities and Investments Commission.
Scheme means the registered managed investment scheme currently named SP
Australia Networks (Finance) Trust (ARSN 116 783 914).
1.2

Deed supplemental to Constitution

This deed is supplemental to the Constitution.
1.3

Headings

Headings are inserted for convenience only and do not affect the
interpretation of this deed.

2

Modifications to the Constitution
The Constitution is modified from the Effective Date by:
(a)

replacing clause 6.7 with the following:
“6.7 Other issues
(a)

Subject to compliance with any applicable instrument issued
by ASIC, the Listing Rules and this clause 6.7, but without
limiting any other clause of this Constitution, the Trustee may
issue Units, Stapled Securities or Options (including Units or
Stapled Securities on the exercise of any Option) at a price
determined by the Trustee in accordance with the following
provisions.

(b)

The Trustee may issue Units, Stapled Securities or Options
(including Units or Stapled Securities on the exercise of an
Option) at an issue price determined consistently with the
Corporations Act, as modified by any applicable ASIC relief,
and the Listing Rules:

2
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(i)

in the case of offers made at substantially the same
time to those persons who were Holders on a date
determined by the Trustee not being more than 20
Business Days immediately prior to the offer, where:
(A)

all Holders are offered Units or Stapled
Securities (as applicable) at the same time on
a pro rata basis (whether or not the right to
acquire those Units or Stapled Securities (as
applicable) is renounceable);

(B)

Units or Stapled Securities offered to, but not
acquired by, Holders may be issued to other
persons;

(C)

other than in respect of Options, the issue
price is not less than 50% of the Market Price
for the Units or Stapled Securities (as
applicable), calculated as at the last Business
Day prior to the date on which the intention
to make the offer or issue is announced to
ASX; and

(D)

in respect of Options, the exercise price of an
Option is not less than 50% of the Market
Price of Units or Stapled Securities (as
applicable) calculated as at the last Business
Day prior to the date on which the intention
to make the offer or issue is announced to
ASX,

subject to clause 6.7(c);
(ii)

in the case of a non-proportionate issue of Units or
Stapled Securities (such as a placement) where:
(A)

(B)

the issue price is:
(a)

the Market Price for the Units or
Stapled Securities (as applicable)
calculated as at the last Business Day
prior to the date on which the
intention to make the offer or issue is
announced to ASX; or

(b)

such that any discount from the issue
price that would otherwise apply
under this deed is not greater than
20%; and

in respect of a placement, if Member approval
or ratification of the issue is sought:
(a)

Holders who hold Units in the same
class either:
3
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(i)

approve the placement by
Placement Resolution; or

(ii)

approve the placement in
accordance with the terms of
any applicable ASIC Relief;

(b)

unless the Trustee reasonably
considers that the placement will not
adversely affect the interests of
Holders holding Units in another class
(if any), Holders holding Units in that
other class approve the placement by
Placement Resolution or in
accordance with the terms of any
applicable ASIC Relief; and

(c)

any notice convening a meeting to
vote on a proposed Placement
Resolution contains particulars of the
use to be made of the money raised by
the placement;

(iii)

in the case of a security purchase plan, subject to
clause 6.7(c), where the discount from the issue price
of Units or Stapled Securities (as applicable) that
would otherwise apply does not exceed 20%;

(iv)

where:
(A)

the whole or part of any money payable to a
Holder under this constitution, by way of
distribution of capital or income, is applied in
payment for the issue of Units or Stapled
Securities; and

(B)

the discount from the issue price of Units or
Stapled Securities (as applicable) that would
otherwise apply does not exceed 50%,

subject to clause 6.7(c); and
(v)

(c)

in the case of the sale of Units or Stapled Securities
that have, in accordance with this deed, been
forfeited.

The Trustee may elect, subject to the Corporations Act, as
modified by any applicable ASIC Relief, and the Listing
Rules, not to offer Options, Units or Stapled Securities (as
applicable) under clause 6.7(b)(i), clause 6.7(b)(iii) or clause
6.7(b)(iv) (as applicable) to persons whose address on the
Register is in a place other than Australia and such other
jurisdictions (if any) as the Trustee may determine.

4
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(d)

If the Trustee elects not to offer Options, Units or Stapled
Securities, in accordance with clause 6.7(c), under
clause 6.7(b)(i) or clause 6.7(b)(iv), the Trustee may (and in
the case of a renounceable pro rata issue, must) appoint a
nominee to arrange for the sale of the Foreign Interests under,
and pay to each relevant Foreign Unit Holder the amount
calculated in accordance with the formula in, clause 6.7 (e).

(e)

If the Trustee appoints a nominee to arrange for the sale of the
Foreign Interests, it must pay to each relevant Foreign Unit
Holder the amount calculated as follows:

AF = NP x

NF
N

Where:

(b)

AF

is the amount to be paid to that Foreign Unit Holder;

NP

is the net proceeds of sale of the Foreign Interests
being the amount (if any) remaining after deducting
from the proceeds of sale of the Foreign Interests the
aggregate of:
(1)

the Costs of the sale;

(2)

the amounts (if any) payable to the Trustee by
any nominee appointed under clause 6.7 (d) in
respect of the Foreign Interest; and

(3)

any amounts the Trustee would be required by
law or otherwise entitled to deduct or
withhold under this deed;

N

is the aggregate number of Foreign Interests; and

NF

is the number of Foreign Interests to which that
Foreign Unit Holder would otherwise have been
entitled.

(f)

The Trustee must take reasonable steps to maximise the
amount payable to each relevant Foreign Unit Holder under
clause 6.7 (e).

(g)

If Stapling applies, the issue price determined by the Trustee
under clause 6.7(b) is to be apportioned between the Units
and any Attached Securities as the Trustee determines.”

inserting a new clause 6.6B as follows:
“6.6B Issues at price fixed under bookbuild
In addition to any other power the Trustee has to issue Units (or
Stapled Securities, if Stapling applies) under this deed, the Trustee
may issue Units (or Stapled Securities, if Stapling applies) at an issue
5
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price determined by the Trustee using the method of a bookbuild
conducted in accordance with usual market practice in the Australian
equity market, where:
(a)

the Trustee believes that the determination of the issue price
using the method of a bookbuild, in accordance with usual
market practice in the Australian equity market and the
matters set out in 6.6B(c)(ii), is a more appropriate measure of
the issue price for Units (or Stapled Securities, if Stapling
applies);

(b)

the Units (or Stapled Securities, if Stapling applies) are
Officially Quoted and have not been suspended from Official
Quotation (other than temporarily); and

(c)

an Independent Adviser has confirmed to the Trustee in
writing that:
(i)

the determination of the issue price of the Units (or
Stapled Securities, if Stapling applies) in the manner
undertaken by the Trustee is a more appropriate
measure of the issue price of a Unit or Stapled
Security (as applicable); and

(ii)

the issue price of a Unit (or Stapled Security, if
Stapling applies) determined by the Trustee is
independently verifiable and is an issue price that is
fair to Holders, having regard to the following matters:
(A)

the nature and size of the proposed offer of
Units or Stapled Securities (as applicable) for
which purpose the issue price of a Unit or
Stapled Security is being calculated;

(B)

the circumstances in which the proposed offer
of Units or Stapled Securities will be made;

(C)

the interests of Holders generally including
balancing the dilutionary effect of any such
issue against the desirability of a successful
capital raising.

If Stapling applies, the issue price determined by the
Trustee is to be apportioned between the Unit and any
Attached Securities as the Trustee determines.
(c)

replacing the reference to “6.7(g)” in clause 4.1(c)(1) with “6.7(c)”;

(d)

replacing the words “(other than in accordance with subsections
254A(1), (10) and (13))” in clause 4.9(c) with “(other than in
accordance with subsections 254A(1), (9), (10) and (13))”;

(e)

inserting the following definitions in the appropriate alphabetical
position in clause 1.1(a):

6
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“Independent Adviser means an adviser who is qualified to
determine, and has relevant market experience in determining, the
issue price of securities and interests in managed investment schemes
in circumstances similar to those in which the determination of the
issue price of a Unit or Stapled Security (as applicable) is being made
and who does not have an interest in the amount of the issue price of
a Unit or Stapled Security so determined.”
“Placement Resolution has the meaning given to “placement
resolution” in the Corporations Act, as modified by any applicable
ASIC Relief.”;
(f)

replacing the definition of “Foreign Interests” with the following:
“Foreign Interests means the entitlements, Units or Options a
Foreign Unit Holder would have been entitled to, but for clause
6.7(c).”;

(g)

replacing “clause 6.7(e), the Market Price for a Stapled Security” in
clause 1.3(b) with the following:
“clause 6.7(b)(iii), the Trustee may determine that the market price
for a Unit, Stapled Security”; and

(h)

3

amending the definition of “Market Price” by:
(i)

inserting “Unit or a” before “Stapled Security” in the first line
of clause 1.3(a); and

(ii)

replacing “Stapled Security” with “Unit or a Stapled
Security” in the first line of clause 1.3(a)(1); and

(iii)

replacing “Stapled Security” with “Unit, Stapled Security” in
the first and last lines of clause 1.3(a)(1)(B); and

(iv)

replacing “a Stapled Security” in clause 1.3(a)(2) with “a
Unit, Stapled Security” and replacing “the Stapled Security”
in clause 1.3(a)(2) with “the Unit, Stapled Security”.

No redeclaration etc
The Responsible Entity declares that it is not, by this deed:

4

(a)

redeclaring the Trust; or

(b)

causing the transfer, vesting or accruing of property in any person.

Governing law
This deed is governed by the laws in force in the place specified in the
Details. Each person affected by it must submit to the non-exclusive
jurisdiction of the courts of that place and the courts of appeal from them.

7
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EXECUTED as a deed

8
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Supplemental deed
Signing page

DATED:______________________

EXECUTED by SP AUSTRALIA
NETWORKS (RE) LTD in
accordance with section 127(1) of the
Corporations Act 2001 (Cwlth) by
authority of its directors:

............................................................
Signature of director
............................................................
Name of director (block letters)

)
)
)
)
)
)
)
)
)
)
)
)

.............................................................
Signature of director/company
secretary*
*delete whichever is not applicable

.............................................................
Name of director/company secretary*
(block letters)
*delete whichever is not applicable

9
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CORPORATE DIRECTORY
SP AUSNET
SP Australia Networks (Distribution) Ltd (ABN 37 108 788 245)
SP Australia Networks (Transmission) Ltd (ABN 48 116 124 362)
SP Australia Networks (Finance) Trust (ARSN 116 783 914)
SP Australia Networks (RE) Ltd (ABN 46 109 977 371) AFSL No. 294117
as responsible entity for SP Australia Networks (Finance) Trust.
Level 31, 2 Southbank Boulevard
Southbank Victoria 3006
Australia

SHARE REGISTRY
Computershare Investor Services Pty Limited
452 Johnston Street
Abbotsford VIC 3067
Australia

FINANCIAL ADVISER
Paciﬁc Road Corporate Finance Pty Limited
Level 23, Gold Fields House
1 Alfred Street
Sydney NSW 2000
Australia

LEGAL ADVISER
Mallesons Stephen Jaques
Level 50, 600 Bourke Street
Melbourne VIC 3000
Australia

INDEPENDENT EXPERT
Grant Samuel & Associates Pty Limited
Level 19, Governor Macquarie Tower
1 Farrer Place
Sydney NSW 2001
Australia

INVESTIGATING ACCOUNTANTS
KPMG and KPMG Transaction Services (Australia) Pty Limited
147 Collins Street
Melbourne VIC 3000
Australia

SP AUSNET SECURITYHOLDER INFORMATION LINE
If you have any questions please contact the Securityholder Information Line (between the hours of 8.30am and 5.30pm):
– From within Australia: 1300 360 670
– From outside Australia: +61 3 9415 4605
– From within Singapore: 6733 8873
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