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Presenter Notes
Presentation Notes
With me today is the Lead Tribunal Member for this Review-Jonathan Coppel and Tribunal Members Sharon Henrick and Darryl Biggar. We’re assisted by IPART Secretariat staff, our Chief Economist, Mike Smart and Gerard O’Dea
In a moment, our Lead Tribunal Member Jonathan Coppel will commence with a welcome. He will also invite participants to introduce themselves, and perhaps share a few words about what aspects of this review are most important to them. The review team will then give a short presentation overview of the Draft Report, and then we’ll open the Q&A session. 
The Q&A session is an opportunity to provide comments or feedback on issues that are important to you. Everyone is encouraged to share their views. 



Welcome and Acknowledgement of Country

Jonathan Coppel
Lead Tribunal Member



Presenter Notes
Presentation Notes
Thank you, Andrew. As Andrew said, my name is Jonathan Coppel and I’m the Lead Tribunal Member for this review at the Independent Pricing and Regulatory Tribunal. 
IPART acknowledges the traditional owners of the lands on which we meet, and the traditional owners of the lands and waters from which we are all joining from today. We pay our respects to their Elders, past and present. We acknowledge the ongoing connection that Aboriginal people have to this land and recognise Aboriginal people as its original custodians. We would also like to acknowledge any Aboriginal or Torres Strait Island people who are joining today. 
I’d like to open by saying that we very much welcome and value your input into our review and appreciate your time in participating in the hearing today. We thank you all for attending today and are looking forward to a productive hearing. 
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Presenter Notes
Presentation Notes
This review is being conducted as required by the NSW Rail Access Undertaking.
First, we are required to determine a rate of return every five years.  This single Rate of Return applies to all of TAHE’s regulated assets, not just the Hunter Valley Coal Network.
Secondly, we are required to review and if necessary, revise, the remaining mine life for the Hunter Valley Coal Network. 
The remaining mine life is used to determine the straight line depreciation allowance for TAHE’s Hunter Valley Coal Network Assets.
An important point to note is that in determining the remaining mine life, the Undertaking requires IPART to consider when coal from the Hunter Valley mines will cease using the 5 sections of the Hunter Valley Coal Network south of Newcastle.
Before we proceed further with this workshop, I would like to extend the opportunity to anyone who would like to introduce themselves, and to say a few words about what is most important to you in this review. 
I’ll now hand over to Gerard O’Dea from the review team to provide an overview of our Draft Report.
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Presenter Notes
Presentation Notes
Thank you, Jonathan and good afternoon, everyone.
As Jonathan mentioned the Undertaking requires IPART to determine the mine life for the HVCN solely on when we expect coal from the Hunter Valley Mines to cease using the HVCN to transport coal on the five sections south of Newcastle.
In practice this would be when coal is now longer transported by rail from the Hunter Valley to Eraring Power Station and Vales Point Power Station. 



Eraring

Power Station
expected to close
by April 2029

I NSW Government secures

2-year extension
to Eraring Power Station
to manage reliability
and price risks

23 May 2024



Presenter Notes
Presentation Notes
On the 23rd of May this year the NSW Government announced that Eraring Power Station would remain open until at least August 2027.  This obviously sets a floor to the remaining mine life
Equally important however, the Announcement also noted a requirement for Eraring to cease operating by April 2029.  This is important in our consideration of the Upper Bound of the remaining mine life.
While the technical life of Vales Point has been revised to 2033, the closing date however is still the subject of considerable uncertainty.
Vales Point is required to provide 42 months’ notice to AEMO of its intention to cease operating.


https://creativecommons.org/licenses/by/3.0
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Presenter Notes
Presentation Notes
On balance the Tribunal made a draft decision that the mine life termination date be 30 June 2029.
It could however be as early as 2028 if Vales Point notified its intention to cease operation shortly.  
Or it may be extended if Vales Point continues operation beyond 30 June 2029.
We will briefly return to these possibilities shortly when we talk about the impact of both the remaining mine life and the rate of return DRAFT decisions.



Rate of Return

Post-tax real
WACC = 5.0%

Nominal risk-free rate
Inflation

Implied debt margin

Market risk premium
Debt funding

Equity funding

Total funding (D + E)
Gamma

Corporate tax rate
Effective tax rate equity
Effective tax rate debt

Equity beta

Current Market Data

4.2%
2.6%
2.0%

6.2%
45%
55%
100%
0.25
30%
30%
30%
1.00

Long-term averages

2.5%
2.6%
2.4%

6.0%
45%
55%

100%
0.25
30%
30%
30%
1.00


Presenter Notes
Presentation Notes
In determining a rate of return that should apply to all of TAHEs regulated assets including the HVCN we used our standard WACC methodology and applied the parameters listed in the table on your screens. 
The assumptions including the Debt to Equity Ratio and Equity Beta, have been kept the same as in our 2019 Determination, after reviewing more recent market data.
The results were a WACC range of 4.2% to 5.8%.
The Tribunal, on balance, decided to make a draft decision to set the WACC at the mid-point of the range, namely 5.0% Real Post Tax WACC.
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RoR Change
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0.5% Reduction
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Overs Acc. Balance
~$7million
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Presenter Notes
Presentation Notes
We estimate that the impact of the Tribunal’s draft decision is that out to 2029, all other things being equal the Full Economic Cost of TAHEs HVCN would rise by around 19%.
There are a number of factors that influence this:
There is an approximate 220% increase in the depreciation charge.  This leads to a 20% increase in the Full Economic Cost.  
The Undertaking requires Depreciation to be a straight line charge.  So it will remain constant over the remaining mine life.
The reduction in the WACC from 5.3% to 5.0% leads to a ½% decline in the FEC.  This dollar amount will decline over the remaining mine life as the RAB reduces each year.
However, all other things are not equal.  A complicating factor in calculating the impact of our draft decision is that TAHE is required to refund to customers the Overs Account Balance of approximately $7 million as at 30 June 2023.
This is expected to be returned to coal access customers over the first two years through access price reductions.  
This refund will offset the access price increase that would otherwise have resulted from the shortened mine life—at least for the first two years.



C’}?\X/hat If the mine life Is different to 2029

If Mine Life Is € 2029 If Mine Life Is > 2029

« TAHE would face stranding risk * From 1 July 2029 HVCN remaining RAB

« Financial risk to TAHE is reduced would be zero

because of past ceiling over- » There would be no further return on
recoveries assets or depreciation after that

« Access charges would fall then, so that
TAHE does not over-recover its RAB

Independent Pricing and Regulatory Tribunal | NSW Page | 10


Presenter Notes
Presentation Notes
In making its Draft Decision on the Remaining Mine Life the Tribunal considered the impact of a Mine Life that was shorter or longer than 2029.
If the mine life was shorter than 2029 then TAHE would be unlikely to be able to recover its Full Economic Cost and it would likely have stranded assets.
On the other hand, if the mine life turns out to be greater than 2029, TAHE’s HVCN assets will be depreciated to zero and no rate of return or depreciation charge will be in the FEC from 1 July 2029.  All other things being equal, access prices would fall from 1 July 2029, so that TAHE would not over-recover its RAB.
Thank you very much for listening and I’ll hand you back to Andrew our CEO.






Closing remarks
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Timeline of our review

We are here in
the Review

O

Fact Sheet Submission closed Draft Report Sl N e Public Hearing
16 Feb 2024 15 April 2024 13 June 2024 15 July 2024 15 August 2024

Final Report
September 2024

Independent Pricing and Regulatory Tribunal | NSW
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Mike Smart
p: (02) 9113 7728

e: mike.smart@ipart.nsw.gov.au

Contact us

Gerard O'Dea
P. (02) 9290 8495

e: gerard.odea@ipart.nsw.gov.au

Visit our website

Review of Mine Life and Rate of Return
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