Report by ACCC staff to the ICC on the debt
market, and the consequences of the Global
Financial Crisis




Summary

The Global Financial Crisis of 2008 has causedaifstant disruption to global debt
markets, and indeed, markets in general. Invgstierences, availability and cost of
funds, and consequently the nature of various fifmancing altered rapidly. While
some aspects of debt financing and debt marketsaapp be returning to those
resembling pre-crisis debt characteristics, in @lper of instances new equilibria are
likely to be reached. In considering gearing Ilsyahd sources, maturity and costs of
debt, this report finds this to be the case. Furtihé noted that while markets have
moved on from the height of the crisis, some tinay1yet need to pass before new
market parameters are set.
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1 Introduction

The Global Financial Crisis (GFC) was a major diséince in international debt
markets, the effects of which continue to be fadtlaty. Many of world’s debt markets
effectively shut down, leaving firms scramblingskecure alternate sources of
funding. New funding was secured on terms sigaiftty different to those prevailing
prior to the GFC. Further, both borrowers and é&adtruggled to reach a new
market equilibrium under heightened levels of utainty.

Since the height of the GFC, debt markets haverb&grecover and continue to do
so. However, it is widely believed that the GFG baused a significant shift in the
debt market, and that a new equilibrium may bebdistaed.

To better understand the impact of the GFC, thestfucture Consultative
Committee (ICC) undertook to examine the changésddustralian debt market,
particularly as related to financing of infrastue companies. The examination was
to be done by way of a report, with research apdnteng by Australian Competition
and Consumer Commission (ACCC) staff, under guidari@an ICC steering
committee.

A range of very useful guidance was provided arsl bedeavours were made to
incorporate this advice and drafting comments. &\, it is noted that the ACCC
staff made final decisions on drafting.

The research was split into two parts:
data collection; and
industry survey

To understand the impact of the GFC on the debketaand in particular on debt
financing of infrastructure firms, the following téawas collected:

firm gearing;

maturity structure of debt;
sources of debt; and

cost of debt.

Initially, Bloomberg was used to gather informatmmall ASX200 firms. However,
given significant information gaps, the data ses$ westricted to a sample of 20
infrastructure firms. For these firms, annual re¢plata was added to Bloomberg
data. In addition, general debt market data, ohioly yield curves was collected from
Bloomberg at specific points in time:

Mid 2007 — immediately prior to the onset of GFC

Mid 2008 — at the height of the GFC

End 2009 — as market conditions were beginningyarove
Mid 2011 — accounting for latest available inforraat

It is noted that the latest information updatingrexse was undertaken in September
2011, and this report should be seen as curremttast time.



Following data collection, an industry survey waseloped to provide qualitative
data in addition to quantitative information alrgawllected. The survey was set to
infrastructure firms and sought commentary on:

Drivers of capital structure

Major changes in debt policies (rather than podicleemselves) resulting from
the GFC

Ease of debt raising pre and post GFC
Type and sources of debt

Unfortunately, despite appealing for responsebéacstirvey twice, only three firms
responded to the survey. Given the lack of respdmasn the industry, the research
was redirected. Instead of understanding the ddra@e of the debt market, the
research now focussed on understanding the avaiadfidebt, and its attributes.
Therefore, a second survey was constructed tatsodicments from the debt supply
side, particularly from financial institutions atedge debt holders.

The survey questions, found in Appendix A, wereaddmt understanding what
happened in the debt markets during the GFC, the @y debt available now, types of
debt available in the future, and any other change®bt market conditions. The
focus on infrastructure debt was maintained.

Eight respondents, covering the majority of bantts/a in the Australian debt market
and one fund manager, were interviewed as a panecsurvey. Qualitative
information obtained was added to quantitative tatasbtain a more complete picture
of the debt market over the past few years andtiduture.

The remainder of this report is structured as a&lime. Chapter 2 of this report
provides a brief history of the Australian debt k&rand introduces the onset of the
GFC. The following chapter outlines the major aiesito the debt market as a result
of the GFC, both at the height of the disturbaacel towards its end, while Chapter 4
provides some comments on the possible future. IGsions are drawn in Chapter 5 .



2 Brief history of the debt market

The Australian corporate bond market is relatiwgdyng, and to begin with was a
relatively small part of the market otherwise cletgased by government bonds.
However, a declining demand for government fundargincreasing appetite for
fixed income securities and the desire of banksetaritise their lending assets
resulted in a recent increase in supply of non-gawent bonds.

Dominance of government bonds ended in April 2002mthe value of non-
government debt on issue exceeded that of the Converdth and other government
debt for the first timé.In the ten years ending in 2007, the stock of gowernment
bonds outstanding has increased from $110 billboover $750 billion, making the
corporate bond market six times larger than theegument bond markét.

Historically Australia’s non-government bond markes been of high quality. Prior
to 2007, over 40 per cent of bonds issues in Alistnere rated AAA, with another
36 per cent rated AA on the Standards & Poor’sitrating scalé’

However, the Australian bond market should notdres@ered in isolation as it is
integrated into the global debt market. Austrafiams can either issue bonds
domestically or internationally. When issuing m@verseas market, Australian
equivalent bonds are created by issuing debt iatemmally and converting the
proceeds to Australian dollar funding using cursesmvaps. The fact that Australian
banks’ domestic and offshore average issuancesawstconverged (at least prior to
the GFC) demonstrates the interrelation betweend buarkets’

Before the GFC, the credit market was a borrowmia’ket and debt was readily
available. This was a prolonged period where cresktwas perceived to be low and
during which financing of large asset purchasesachsgeved through debt issuance.
Consistent with global trends, Australian bond apgsewere narrow. Debt was priced
favourably.

The most common maturity of Australian unsecureadspat issuance, was between
four and six years, with an average of close to/sars® The abundance of liquidity
and confidence in the market before the GFC regutteisk being priced at
histgrically low levels, and resulted in debt casts reflecting their inherent credit
risk.

Finally, credit wrapping was widely used prior ke tGFC. Credit wrapping allowed
lower grade entities to issue AAA debt by payinfg@to monoline insurers. These

Saul Eslake, An Introduction to the Australian B@my, January 2007, p. 26.

Reserve Bank of Australi®ulletin: The Impact of the Financial Crisis on tBend Market June
Quarter 2010, p. 55.

Reserve Bank of Australiulletin: The Impact of the Financial Crisis on tBend Market June
Quarter 2010, p. 60.

* Reserve Bank of AustraliBulletin: Australian Bank’s Global Bond Fundingugust 2006, p. 1.
® Reserve Bank of Australi&jnancial Stability ReviewMarch 2008, p. 1.
Reserve Bank of Australia, The Impact of the Raial Crisis on the Bond Market, June 2010, p. 59.

Dr. Ken Henry AC, The Australian financial systeamerging from the global financial crisis —
Address to the Count Financial Conference, 15 Mafl0, p. 27.



were insurers that guaranteed to meet interespandiple payments in the instance
the issuer defaulteétiThrough this credit enhancement feature, low ithaest grade
loans were made attractive to a broad range oftove In Australia, credit wrapping
was focussed on issuance of corporate bdnds.

The Crisis

The GFC began in early 2007 when confidence initnedrket collapsed following
large defaults by borrowers in the US sub-primetgame market. Further, negative
announcements from Federal Home Loan Mortgage Catipa (known as Freddie
Mac), Bear Sterns, Northern Rock, Merrill Lynch,y@bBank of Scotland and
Lehman Brothers caused panic to spread throughdiabmarkets. The aftermath of
the collapse of Lehman resulted in extreme votgtfliand unprecedented stress in
global capital markets'

The crisis resulted in many monolines sufferingtiplé downgrades, which resulted
in downgrades in credit wrapped securities to thederlying ratind? Although
Australian banks did not have any substantial exgot the US sub prime market,
the loss in confidence in the banking sector aslwadown in international trade had
a negative impact on the Australian econdrhy.

8 Reserve Bank of Australi&ulletin: The Impact of the Financial Crisis on tBend Market June
Quarter 2010, p. 61.

° Reserve Bank of Australi&jnancial Stability ReviepwMarch 2008, pp. 16-17.

1% As is evident in the figure below, the implied atility in Australia was at its highest during the
GFC.

1 Australian Securities Exchange, Capital Raisingustralia: Experience and Lessons from the
Global Financial Crisis, 29 January 2010, p. 4.

12 Reserve Bank of Australi&ulletin: The Impact of the Financial Crisis on tBend Market June
Quarter 2010, p. 61.

13 Jenny Chesters - Australian National Universiiye Global Financial Crisis in Australia. 1.



Figure 1 — Implied ASX 200 market volatility
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Important impacts of the collapse of the US sumprmarket were an upward
reassessment of risk, a drying up of liquidity amdncrease in risk aversion amongst
investors. Investors began to demand stronger emige placed on bonds and were
wary of lending money for extended periods, whigsutted in a shift in the
distribution of bonds to shorter maturities.

In contrast to the majority of western economiesstfalia was amongst the least
affected by the GFC. Australia’s GDP growth durihg GFC period suggests that the
economy largely escaped the world-wide recessioistralia’s banking sector
remained strong, with no failures and continueditaoility. ** Unlike many other
OECD countries, Australia did not nationalise ahjtobanks™ Further, there were
fewer credit downgrades and bond defatfits.

On the equity side both the Australian All Ordirgrindex and the US Dow Jones
index reacted negatively to the GFC. However, thstfalian equity market
permitted capital issuance throughout the GFC tiugeipth and liquidity’

14 Christine Brown and Kevin Davis, Australia’s Exjgerce in the Global Financial Crisis, p. 1.
15 Christine Brown and Kevin Davis, Australia’s Exjgrce in the Global Financial Crisis, pp. 5-6.
16 Reserve Bank of Australia, The impact of the FaialnCrisis on the Bond Market, June 2010, p. 62.

7 australian Securities Exchange, Capital Raisingustralia: Experience and Lessons from the
Global Financial Crisis, 29 January 2010, p. 35.



Figure 2 — Changes in All Ordinaries and Dow Jonemdustrial
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In response to the developing financial crisis,egoments and central banks around
the world intervened in the market to try to mirsmits impact on their economies. In
Australia while the Reserve Bank of Australia euerest rates, the Federal
Government announced guarantee arrangements fordegosits and wholesale
funding following the collapse of Lehman Brothdfsrther, it introduced new
regulations such as a ban on short selling to pitefuether instability and reduced the
official interest rate to stimulate the economy.



3 What happened to the debt market

The GFC obviously had a significant effect on adirkets. However, perhaps the
greatest impact was felt in debt markets. As nateal/e, many of these markets
effectively shut down overnight, and companies eéddd turn to banks for funding.
Since then, debt markets have begun to recoveweMer, it is widely believed that
the GFC has caused a fundamental shift in therdabtet, and that the post-GFC
recovery will lead to a new equilibrium to be edilied. It has been suggested that
the days of cheap, flexible and plentiful debt@ver for the foreseeable future.

Changes such as these in the debt market, andspernse of Australian debt issuers
are considered below. It should be emphasisedehenyvthat the market remains in a
state of flux. Therefore, the analysis below pdesi a direction rather than an end
point.

Specifically, the analysis considers key attributedebt issued by Australian
infrastructure firms:

gearing;

maturity structure of debt;
sources of debt; and

cost of debt.

In short, it has been found that Australian ininasture firms have significantly de-
levered as a result of the GFC. While debt teabsfgnificantly at the height of the
GFC, recent issues have shown a slow lengthenitiigederm. Regarding the source
of debt financing, direct use of debt markets tigtobond issuance, rather than using
bank debt, fell significantly during the GFC, bhisttrend now seems to be reversing.
Further, the GFC has provided incentives for atgrasse of international markets.
Finally, while the cost of debt has largely fallence the peaks of mid-2008,
information on the cost of lower rated debt, inahgdthat of most infrastructure

firms, appears ambiguous.

Gearing in the Australian infrastructure sector

To examine gearing and debt maturity profiles wh8 in the Australian infrastructure
sector, a dataset was compiled from publicly abéldinancial reports. The data was
collected for a sample of twenty ASX 200 compangsich are either in the
infrastructure sector or are closely related toitifimstructure sector. These are listed
in Table 1.



Table 1 — The ‘broad sample’ of infrastructure-relaed companies

AGL Energy Ltd Prime Infrastructure Holdings

APA Group Qantas Airlines Ltd

Asciano Group Rio Tinto Ltd

BHP Billiton Ltd Singapore Telecommunications Ltd
Duet Group Spark Infrastructure Trust

Envestra Ltd SP AusNet

Graincorp Ltd Telecom Corporation of NZ
Hastings Diversified Utilities Fund Telstra

MAP Airports International Ltd Toll Holdings Ltd

Origin Energy Ltd WorleyParsons Ltd

These 20 companies are defined as the ‘broad sanile majority of businesses in
the sample are infrastructure companies, howewesdmple also includes a number
of other companies which are closely related tarfrastructure sector. In particular,
BHP, Rio Tinto, Qantas, AGL and Origin are majoenssof infrastructure, and
Worley Parsons is an engineering company whichiajies in infrastructure
construction® A ‘narrow sample’ of 17 companies is also defirfedm which BHP,
Rio Tinto and Qantas are excluded. These threganies are excluded from the
‘narrow sample’ for two reasons: first, they arsslelosely connected to the
infrastructure sector than other companies in émepde; and, furthermore, their
relatively large size means that, in some casey,dbminate the aggregate statistics.
Financial report data reveals that the gearingfoéstructure-related companies has
fallen significantly over the past few years. Fg3 shows that the gearing of the
broad sample fell more steeply, but gearing ofrtlieow sample also fell
significantly — from 42 per cent at end-June 2a983 per cent at end-June 2010.
These findings are confirmed by Reserve Bank arslyhich also shows a
substantial fall in the gearing of the infrastruetsector since 2009.

18 There was some discussion about which compan@sgdsbe included in the sample. As outlined,
these cover infrastructure related companies.dtisowledged that there was no clear demarcation
as to which infrastructure related companies weckided and excluded. However, at the same time
it is important to note the need for working witlsample of reasonable, yet manageable, size.

9 Reserve Bank of Australi&inancial Stability ReviewSeptember 2010, p.46.



Figure 3 — Gearing* of infrastructure-related companies’
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Most market participants judged that the infradtrites sector had deleveraged
somewhat in response to the GFC, but this viewnaasiniform, with some believing
there was no change. Of the firms in the infradtne sector, fully regulated
businesses tend to have greater leverage, butedtatfing was most pronounced in
the non-regulated businesses. The gearing rai@céntral concern of ratings
agencies, and pressure from these agencies pectiyiats for the fall in leverage.
Further, during the GFC, to improve their accessdiot markets more businesses
obtained a rating, which placed additional downwanessure on leveragé.

Maturity Structure of Infrastructure Companies

Bloomberg data was used to assess the impact @Reon the maturity of bonds.
The dataset was bonds issued in Australia durirafter 2000 and financial and
government bonds were excluded. The average ratifithe bonds in the dataset is
6.5 years although maturity varied considerablyetielng upon the year of issuance.

Figure 4 shows that over the past decade time tarityaof debt has been pro-
cyclical. Bond time to maturity was relatively high 2005 and 2006 prior to the
onset of the GFC. In the years that were mostegdteby the GFC, 2008 and 2009,
time to maturity was relatively low, however it waisits lowest in 2001, the year of
the hi-tech stock crash. The fall in time to maywuring after the GFC and the hi-
tech stock crash is partly accounted for by ainsavestors’ preference for liquidity.
When economic uncertainly increases, investorseaeeinclined to lock their money
away for long periods of time.

2 |nterest-bearing debt/Book value of assets. Foplicity, financial years which finish end-March
(Singapore Tel., SP AusNet) have been treatedoagyththey finish end-June.

%L This added to the pressure from investors ledigito fund highly leveraged companies.



Figure 4 — Average time to maturity of non-financia corporate bonds by year of issuanc@
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The so-called ‘sweet spétin the domestic bond market is in the vicinityfiol

years, although there are indications that longetunities are again becoming
available. By way of contrast, in the Euro, StegJiL44A and USPP markets,
maturities of 10 years or more are common. In €&t charkets, pension funds
contribute to the demand for longer term debt. édwer, the current steepness of the
US yield curve encourages some investors to deradmager maturity. On average,
in the domestic market, the maturity of bank dslghorter than bond debt.

A number of market participants mentioned eithebath of the following two factors
which influence a regulated business’ view on tteal maturity of their debt:

(1) there is an incentive to match maturity to the teraf the regulatory cycle,
(2) there is an incentive to reduce refinancing risk.

The following example illustrates the reasoningibétihe incentives. Suppose a
business has a five-year regulatory cycle, anahéxe cycle begins in July 2012.
Suppose, moreover, in July 2012, the businesscislidg whether to issue ten-year
fixed-rate debt, or, instead, to issue five-yeditdend refinance in July 2017.

If ten-year debt is issued, there may be an iner@assk to profits for the regulatory
period from July 2017 to July 2022. In particukdwe issuance of ten-year debt
creates a downside risk to the business’ profithénevent that the cost of debt for the
period July 2012 to July 2017 falls significantly.the cost of debt falls (because
either the risk-free rate or the debt risk premfalits), then, all else equal, the
weighted average cost of capital and regulatorgmaes will be lower, and the
reverse situation will apply if debt margins ingean five years time..

While revenues would fall, the business’ actualtgsvicing costs would be
unchanged, so that, all else equal, the businesBtwould fall. If, instead, the
business had issued five-year debt, its debt-sag/mosts would fall along with its
revenue. If debt matches the regulatory cycle) thevements in debt-servicing costs

22 Data for 2011 is not for the full year, and omigludes bonds issued before 9 June 2011.

% The ‘sweet spot’ can loosely be defined as thertahwhich the market is providing greatest
liquidity

10



act as a hedge against any movements in regulageenue that are produced by
changes in the cost of debt in respect to the haingjin.

While the incentive to match the regulatory cysl@ifactor that may encourage a
business to issue shorter maturity debt, the imngetd avoid refinancing risk may
provide businesses with a reason to issue longarrityadebt. Continuing with the
example above, if the business decides not to iesugear debt, but instead to issue
five-year debt and refinance in July 2017, thenlthginess takes on the risk that
refinancing may be unavailable in 2017.

For instance, if a financial event akin to the GloBinancial Crisis occurs in five
years time, and debt markets dry up, then the basimay find that it is unable to
issue five-year debt in July 2017. As a conseqegthe business may face liquidity
problems. The business may have an incentivesteeithe ten-year debt in July 2012
rather than the five-year debt, so as to avoidréfisancing risk.

A number of market participants acknowledged thatsiness might consider using
interest rate swap transactions in an attempt tehragebt-servicing costs to the
regulatory cycle.

Both can be achieved if the firm issues debt withlatively long maturity, in order to
minimise its refinancing risk, but uses interes¢saswaps to ensure that the risk free
rate is only locked in for five years. While tlsisategy is employed by certain
market participants, some market participants etfeeasons to think that businesses
would have at least some incentive not to useestaate swaps for this purpose.

First, given the use of mark-to-market accountinggrest-rate swaps may have
negative accounting implications if they don’t gfyafor hedge accounting treatment.
Second, interest-rate swaps do not hedge againstments in the debt spread.
While credit default swaps (CDSs) could conceivdi#yused to hedge against
movements in the spread, doubt was expressed aibetiher CDSs are used for this
purpose, because of a typical lack of liquiditghe CDS market for such names.

On the other hand, it was observed that if a bgsimesues debt offshore, and
therefore needs to use a currency swap to hedgesagarrency risk, then it may use
interest rate swaps together with the currency wapatch the regulatory cycle.

Issues Relating to any Maturity Wall

In the first-half of 2010, a number of reports frenedit-rating agencies found that
Australian airports, utilities and other infrastiwe-related companies were
approaching a ‘maturity wall’. In particular, asificant amount of debt has to be
refinanced before the end of 2011. Annual Repaia for the narrow sample
provides support for this finding.

Figure 5 portrays the maturity profile of debt asarded in 2008 and 2009 Annual
Reports. From 2008 to 2009, the fraction of del# @ithin two years increased from
28 to 32 percent. An additional year of datavilable for those companies whose
financial years end in H1, 2010: for this sub-samnfite fraction of debt due within
two y2e4ars increased from 30 per cent in 2008 tpe8Xent in 2009, to 44 per cent in
2010

2 Note, however, that the sharp rise in this fractin2010 was only partly due to a rise in payments
due within two years; it also partly reflected 4 fim payments due in more than two years.
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Figure 5 — Maturity profile of debt obligations®®
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Figure 6 — Maturity profile of debt obligations, including 201G°
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A number of market participants acknowledged thate had been, or indeed is still,
a maturity wall. The general view, however, isttt@ncerns about any maturity wall
have reduced significantly firstly because of apriavement in liquidity and activity

in debt markets and secondly because of respopdassinesses. These responses of
businesses include:

deleveraging and recapitalisation in regulatedriesses

% Scheduled debt repayments by year due, as a pageeof total repayments due. The sample
includes only those members of the narrow samplesetannual reports provide a sufficiently fine-
grained breakdown of debt: Telstra, Asciano, OrifitH, Duet, Singapore Tel., SP AusNet,
Telecom Corp. NZ, Toll, Graincorp, Spark, MAP, Hags.

% Scheduled debt repayments by year due, as a pageeof total repayments due. The sample
includes only those members of the narrow sampleseltannual reports provide a sufficiently fine-
grained breakdown of debt, and whose financials/ead in 2010 H1: Telstra, Asciano, Origin, PIH,
Duet, Singapore Tel., SP AusNet,Telecom Corp. NAl. T
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pre-planning of refinancing, and
issuance of longer term debt to reduce refinaneggirements.

Source of Debt

Bank debt v bond debt

The survey of market participants indicated thatrttix of bank-sourced debt and
bond debt changed significantly at the start of®#. Prior to the crisis, it was
widely considered that the bank-bond debt mix was@imately 30:70. However,
as a result of the GFC, a number of factors conabioenake bank debt more
attractive.

First, at the start of the crisis, spreads on lielat widened more than bank spreads.
Second, due to the market dislocation, bond mabk&tame unavailable, or
effectively unavailable, to a number of firms, esply those seeking to secure bond
debt for new construction. These firms were formesource debt from banks.
Finally, companies gained increasing awarenedseovalue of bank debt —
particularly the value of flexibility during markeislocation, especially in the context
of relationship banking.

The combination of the above factors resultedrievarsal of the source of debt
during the height of the GFC, with a majority ofasndebt (around 70 per cent)
sourced from banks. However, respondents alsalrb& since the height of the
GFC, the focus has shifted back to bonds. The etarkws are supported by the
reported data.

Studies by the Reserve Bank of Australia showetith2008 bond issuance of
Australian non-financial corporates fell sharphhieh was partly replaced by a
growth in bank debt. In 2009, however, bond spsdall, and issuance of corporate
bonds rose significantly — a number of companiesewssuing bonds to pay down
bank debt’

Annual Report data confirm that a similar trenduwoed in the ‘broad sample’ of
infrastructure related companies. Figure 7 shdwasftom 2008 to 2009, the stock of
bank debt, as a percentage of interest-bearinijtief, fell from 54 per cent to 37

per cent. Figure 8 includes figures for 2010,thetsample is restricted to those
companies whose financial year ends in the firtdfdahe financial year. For this
sub-sample, the fraction of bank debt fell fromp&3 cent in 2008, to 39 per cent in
2009 to 35 per cent in 20%.

?"‘The Impact of the Financial Crisis on the Bondrk&t’, S. Black, A. Brassil and M. Hack, RBA
Bulletin, June Quarter, 2010; ‘Australian Corposateources and Uses of Funds’, RBA Bulletin,
October 2009.

2 The fall in the share of bank debt is significgrsleeper in Figure 7 than in Figure 8. This défee
is mainly accounted for by Rio Tinto. Rio Tintguoets in December, and so was not in the sub-
sample for Figure 8. Its bank debt fell sharpbnfr2008 to 2009.

13



Figure 7 — Percentage of debt from bankg
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Figure 8 — Percentage of debt from banks (including010§°
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The data from annual reports supports the marlest that following a sharp rise in
the use of bank debt, as the GFC took hold, th&-baisbond debt ratio is slowly
returning back towards its pre-GFC levels of 30:70.

29 Bank debt/Interest-bearing liabilities. Based bre@ampanies in the broad sample except Telstra
(whose Annual Report does separate bank debt.)

%0 Bank debt/Interest-bearing liabilities. Only indes those companies whose financial year ends in
2010 H1: BHP, Asciano, Origin, PIH, Duet, Singap®e., SA AusNet, Telecom Corp. NZ, Toll,
Qantas, AGL, APA, Envestra, WorleyParsons.
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Domestic v offshore debt

In addition to raising funds on domestic capitarkess, firms often source funds
from overseas markets, particularly in the US antbfe. The funds are often
sourced from:

US markets, including:
0 US Private Placement (‘USPP’) Market
0 US 144A Market
Eurobond markets, including
o Eurodollar Market
0 Eurosterling Market
o0 Euro Market

A recent study by the Reserve Bank of Australiaxghthat the Australian non-
financial corporates who use bonds to raise fuhdseé historically sourced around
two-thirds of these funds from foreign investors. This was particularly true during
the GFC. The RBA found that during the GFC, mogtefissuance by non-financial
corporates took place offshore and was sold tagor@vestors.

Market participants noted that the overarching ath@e of sourcing funding from
foreign markets, particularly since the GFC, isdbdity of the firm to diversify
funding sources through maintaining a presenceanynmarkets. Such a presence is
seen to benefit the firm in the case of a combteg-down of a particular debt
market, or in case of less significant market distnces that would adversely impact
on the cost of debt. Further, as various markatsgo through different phases, the
appeal of offered terms can also vary between nsarkehe availability of debt of
different tenor in various markets was also seesmnaadvantage.

With regard to infrastructure companies, marketigipgants mentioned that the
advantage of overseas markets is that investonekatevely more sophisticated when
compared to Australian investors. Furthermorerseeas markets are populated with
different investors with varying incentives andestment philosophies, resulting in a
range of market outcomes. Consequently, infraBiracompanies such as utilities
can sometimes source debt at a lower total caetoissued in Australi&.

In addition to the above, market participants natagous advantages and
disadvantages of specific foreign bond markets. ekample, the USPP market was
viewed to provide the following benefits over thentkstic market:

debt can be delayed — unlike most other marketseMo@ding is provided on
the day of agreement, funding in the USPP markebeaobtained as much as
six months in advance of commencement of debt atiigs

3L ‘Ownership of Australian Equities and CorporateBs, S. Black and J. Kirkwood, RBA Bulletin,
September Quarter 2010.

%2 For example, various overseas markets can beathaised by investors who could be either defined
benefit and defined contribution pension fundsedéhmay have different investment incentives, and
can require debt of different risk and tenor. umt this provides greater depth and liquidity at
various ends of the debt spectrum, and specifiesfican choose a market where investors have a
greater appetite for its debt.
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access to the USPP market does not require a fadimga nationally
recognized statistical rating organisation (sucB&®, Moody’s etcy’

greater tenor — while domestic markets prefer twipe 5-year debt, USPP
market tenor is usually between 5 and 30 year$, avjgreference for 10-year
debt

greater capacity — USPP market allows for greatkrmaes of debt to be
placed, even in difficult market conditions, andheut creating pressure on
cost of debt

greater depth — as there are more investors thdonrestic markets, the USPP
market provides firms with greater negotiating powe

even after hedging, the cost of debt has been Itvaer domestic debt.

However, the USPP market issuances can contain rasiréctive terms and
conditions, and are usually held to maturity wiie borrower unable to pay the debt
down in advance.

Another US market open to Australian issuers igjinesi-public bond market created
under Rule 144A which exempts the bond from beggistered with the Securities
and Exchange Commission. This market, howeverpntas onerous reporting
requirements, and higher establishment costsatiicplar, to access the 144A
market, companies require ratings from two ratiggrecies. However, many
Australian firms have done so due to the great rtdhgges of this market including:

extraordinary depth — the 144A market remained agwem at the height of
the GFC, albeit at significantly higher spreads

greater issue size — issues exceeding 1 billion @&hot uncommon

greater tenor — the 144A market provides 5, 7 dngiear. In addition, longer
term issues, such as 15, 20 and 30-year debt isseassandard.

In addition to US markets, Australian companies aetess European bond markets,
with debt denominated in either US dollars, stertim Euros. Issuers generally
require one rating from a rating agency. AdvargagfeEuropean bond markets are:

greater depth — like US markets, European bond etshave much greater
capacity to provide corporate issues of up to liobilUSD, and in case of
Euro markets, issues can exceed 1 billion Euro

greater tenor — Eurobond markets offer maturitg$oul O years, with the
Eurosterling having a well developed longer mayumiarket (15 to 30) years,
driven by demand from UK pension funds and insugatampanies.

When choosing between different overseas bond ngr@mpanies usually consider
the differences in these markets with regard toof@ayst other things):

relative pricing — it was noted that A-rated compammay prefer European
markets and lower rated companies prefer US markets

% However, ratings are issued to private placemepntbe National Association of Insurance
Commissioners
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amount required — Euro market and 144A market @ffeatest issue sizes,
while other markets usually offer issue sizes #ratsufficient for Australian
firm’s purposes

required tenor — Eurosterling and 144A marketsrdffiegest maturity
terms and conditions attached to the issue.

A disadvantage of foreign issues is the additié®as$ incurred in issuing overseas,
and an addition of currency risk. Market particifsahave noted that almost all, if not
all, debt issued in foreign markets is hedged agdinctuations in exchange rates
using cross-currency swaps. The cost and avatlabflthese swaps may have an
influence on which foreign market is accessed.

Typically, foreign issued fixed debt is swappeddomestic floating rate debt, which
is in turn swapped for domestic fixed rate debtwds noted that, depending on
company’s rating, the currency swaps may carryagedonditions that result in the
currency risk not being fully hedged.

Further, it was noted that swaps are usually osgahby financial institutions who
count the swap towards the company’s credit linfihis therefore reduces the firm’s
ability to raise bank debt.

While foreign markets have been a major sourceebf th the past, commentators
have begun to ask recently whether a surge may actiie Australian market for
Australian non-financial corporate bonds. Therearleast two reasons for this
conjecture.

First, in 2010, the government adopted measurely pkesigned to stimulate the
domestic bond market:

the Commonwealth budget introduced a tax discaumAfistralian investors
in bonds; and

ASIC regulations on domestic bond issuance werseloed’*

Second, a number of significant issues in the Alistn domestic bond market in
2010 by infrastructure-related companies suggesttkiere is Australian appetite for
bonds of Australian non-financial corporates:

in March SP AusNet issued $300 million of 7.5-ydabt;

in July APA sold $300 million of 10-year debt; and

in September DBP issued $550 million of 5-year debt
Further, in March 2011, SP AusNet issued $250 omlbf 10-year debt.

Cost of Debt

The largest, and most identifiable impact of theOGf debt markets has been on the
cost of debt. The cost of debt was primarily intpddy the GFC in two ways:

initial changes in the debt risk premium (DRP aes) resulting

34 ASIC Class Order [CO 10/321] — The Australiaraibtorporate bond market: now rising from the
depths?Blake Dawson Debt Capital Market and Securitisattuiletin, May, 2010.
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subsequent government responses and changesrisktfiee rate

However, the impact of the GFC on the cost of aedxt difficult to examine. Ideally,
cost of debt impacts would be examined by a conaiia of all bonds in the
Australian bond market. However, due to data htioins, and the size of such an
undertaking, this was not possible. As an altéraaBloomberg’s reported yields at
different rating and tenor were us&d.

Mid-way through 2007, as first signs of the finadarisis were emerging in the
United States, yield curves for Australian governtreecurities and Australian
corporate bonds were relatively flat.

Figure 9 — Mid-2007 yield curves
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As evidenced by the flat risk-free yield curve er@st rates were expected to remain
steady for some time to come, and the spreadsatéristorically low levels. In
addition, the term premium on corporate debt wkively low (between 32 and 65
basis points between 12 week and 5 year debt).

* It is noted that while direct estimation wouldoa¥i for a specified methodology to be defined, use o
Bloomberg curves means that the methodology is anvkn
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Figure 10 — Mid-2007 spreads
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By mid-2008, the picture changed dramatically. Mkie short-term risk-free rate
was relatively high, the market expected the ResBank to loosen the monetary
policy in response to the GFC-induced slow-dowhisTesulted in an inverted yield
curve.

Figure 11 — Mid-2008 yield curves
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However, spreads jumped substantially across thedbparticularly for lower rated
debt, with some spreads increasing by over 20 lpesints. This resulted in
corporate bond yields increasing by up to nearly Résis points.
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Figure 12 — Mid-2008 spreads
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While spread increases occurred across the bogtterirated bonds experienced
lesser jumps. Interestingly, for lower rated bgride spread actually decreased

between three and seven years suggesting a negativgremium, while for AAA
rated bonds, it continued to increase with longaot. However, this may be due to
the general shortening of new debt tenor for loraézd firms and a continuation of
availability of debt at any maturity for highly eat firms.

By the time the world looked to be emerging frora GFC, driven by both reductions

in the risk-free securities yield, and in reductiom the spreads, the yields on high
and mid-rated corporate bonds began to fall.

Figure 13
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However, while spreads for high rated bonds fgihgicantly from the height of the
GFC, according to Bloomberg data those for lowddtends curiously did not. In
fact, in the BBB category, spreads for short amdjiterm bonds seem to have
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increased from the height of the GFC, with mid-tgm@amiums falling or remaining
relatively constant. With regard to A-rated boritig, picture is even more intriguing.
While spreads generally fell, those at the onetaadyear maturity fell relatively
less, resulting in a humped spread curve.

Figure 14 — End-2009 spreads
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By Mid 2011, spreads for AAA rated securities apgeaave returned to their pre-
GFC levels. However, the market for longer termAArated bonds is currently non-
existent with Bloomberg discontinuing reporting7eyear rate, and since June 2011,
the 5-year rate.

In the A and BBB space, spreads fell sharply farsterm bonds. However, yields
reported by Bloomberg for longer term bonds rentagh.
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Figure 15 — Mid-2011 spreads
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Survey of market practitioners revealed consertsaisvwthile spreads for
infrastructure companies’ debt have tightened siheeGFC, they are likely to have
largely levelled off. If any further tightening@ars, it is expected to be slow and
small. Further, the survey found that the gemné@eal of the debt market that the
times of cheap debt, such as those immediately fwrithe GFC, are over.

While majority of Australian infrastructure compasiare A or BBB rated, some
government owned firms have access to AAA rateanioe. Therefore, Figure 16
considers the changes in spreads for AAA rated ©ond

Figure 16 — AAA spreads through time
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It is apparent that for AAA rated bonds, spreadsehactually returned to
approximately their pre-GFC levels. However, sgssiar seven and five year debt
are no longer available due to the lack of thesguments in the market. Further,
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there has been a recent spike in the AAA spredddy Idue to the market response to
the downgrading of US government debt, and ongaiegkness in European
markets.

The picture in the A and BBB rating space, wherayrafrastructure firms reside, is
somewhat different.

The spreads for A rated securities appear to hesexled from the peaks of the GFC.
However, this general tightening of spreads has ké®v and less pronounced than
in the AAA space. While the overall move has bgenerally downward, the
movement in spreads is also a lot more varied si#tbable increases evident on a
number of occasions, including the recent spikecdetrlier.

Further, given the frequent crossing of the cunfespreads through time, it is evident
that the spread-term curve has been changing, pechee to frequent changes in
investor preferences for debt of particular tenéor example, towards the end of
2009, spreads on 1-year debt were higher than oo 5 or 7-year debt.

Figure 17 — A spreads through time
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The Bloomberg data on debt yields (and spreadsugfir removal of the risk-free
asset yields) suggests that market’s views on ¢nermgl, but slow tightening of
spreads for bonds issued by infrastructure compai justified. This view is
further supported by data on short-term debt irBB& space.

Figure 18 indicates that short-term spreads for B&Bd bonds have tightened
broadly in line with the tightening of A rated bandSurprisingly, however,
Bloomberg data seems to indicate that spreads dod5/-year debt have actually
increased since the GFC.
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Figure 18 — BBB spreads through time
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As this outcome conflicts with views of market resdents, and movement with
other credit spreads, the 7-year spread was testedctual bond data.

On 9 September 2011, the 20 day average spreag/ear BBB rated bond was
3.72%>® This was tested against the only bond Bloombepgnted at that rating and
tenor — the Sydney Airport Finance bond — whosel@paverage spread on 9
September 2011 was 3.11%. As this is only a sibgfel, other BBB-band bonts
with tenor between 5 and 9 years were conside2@dday average spreads for these
bonds are:

APT Pipelines Ltd bond with remaining tenor of 9elars and spread of
3.04%

Brisbane Airport Corp Ltd bond with remaining termd8 years and spread of
2.44%

Deuxs Finance Pty Ltd bond with remaining tenob.@f years and spread of
3.10%

The simple average spread of these bonds is 2. ®&emberg reported spreads
therefore appear significantly elevated when comgbavith market data.

Given this outcome, Bloomberg 7-year spreads wengpared to average spreads on
BBB-band bonds with tenor between 5 and 9 years al@nger period.

% This is the latest data available at the timeraftthg of this report.
3" Including BBB-, BBB+ and BBB bonds.
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Figure 19 — Bloomberg reported 7-year spreads andand derived spread&®

Source Bloomberg

The above indicates that the Bloomberg spreadladpread implied by simple
averages of yields of BBB band bonds with tendoetfveen 5 and 9 years are similar
in the years immediately preceding the GFC. ASGR€ hit its March 2008 peak, no
reportable bond data is available. However, stheeheight of the GFC, average of
available bond spreads diverges with the Bloombapiied spreads, and recedes in
line with the views of market respondents.

A final question on the cost of debt is that of mlames. As noted early in the paper,
monolines allowed lower rated companies (e.g. B&®Bd infrastructure firms) to, for
a fee, wrap their debt and issue AAA rated boridarket participants noted that
prior to the GFC monoline guarantees were pricedhat they believed to be
unrealistically low level. For example, for BBBted firms the cost of wrapping was
in some cases as low as 12 basis points.

However, the difference in the spread between AAA BBB rated bonds was much
higher. For example, Bloomberg figures indicat th mid 2007, the difference
between AAA and BBB spreads for a 5-year bond véakakis points.

This apparent mispricing may have had significarglications including:
arbitrage opportunities

downward pressure on lower rated bond yields

%To derive the Bloomberg spread its reported 7-yesd was used. To derive actual bond spreads, all
Bloomberg reported yields on bonds with tenor betw® and 9 years were considered to derive an
7-year yield estimate. Attimes, when there wasaported bond data, gaps in the chart appear.
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The GFC completely shut down the market for new ofioe wrapped debt and this
market is unlikely to re-open in the foreseeabtaret As a result, some firms may
be forced to refinance their debt at higher, uryilegl security, rates as current

wrapped debt matures, while others may find actmedsbt markets becoming
restricted.
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4 Where to from here?

The market disturbance that began with the GFGpatih greatly diminished still
remains. This is evident in both the analysisedftdnarkets, above, and in current
measures of stock market volatility.

Figure 20 — Implied ASX 200 market volatility since2009
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At the time of the market survey the uncertaintgtatl since the height of the GFC.
However, recent events appear to have causedhavilage of uncertainty in the
market. Consequently, it is difficult to predict @re various aspects of the debt
market and the use of debt financing will movertéhie future. However, some
factors that will affect the debt market can beniifeed, and are discussed below.

Gearing

While data shows substantial deleveraging has cedwince the beginning of the
GFC, surveyed market participants did not uniforsde this to be the case,
especially when the market’s preferred measurebttdaegulatory asset base — is
considered, rather than the debt to book value urea®nsidered above. Further,
market survey participants did not indicate angrggrview as to whether gearing of
infrastructure firms will change in the future.

Maturity

In the wake of the GFC, the average maturity of deWbt issues fell sharply. Much
of this fall could be attributed to investor prefiece for liquidity resulting from the
GFC-induced uncertainty. However, it remains teéen whether, as the markets
recover, debt maturities will extend to previous-pyclical pattern.

The future maturity of debt is likely to be affedtey:
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investors’ future attitudes towards liquidity — \ehfollowing previous market
disturbances, debt maturity lengthened as recaeety effect, significant
uncertainty remains in current debt markets. Cogumeaetly liquidity may be
valued by investors for some time into the future;

issuer’s debt structuring and use of financialrunstents — as noted earlier,
when structuring debt, infrastructure firms balatieincentive to match the
term of debt to the regulatory period with refingugerisk. This was done with
the use of financial instruments such as swapsveder, given these
instruments count towards firms’ credit lines witleir banks and therefore
reduce available funds, it will be interesting & svhether its use continues or
is diminished.

Source of Debt

Overseas markets have been a significant sourdeltffor Australian corporates. As
a result of the GFC, and the subsequent tempohartydown of a number of debt
markets, the incentive to maintain a presenceviargty of markets has increased.
Indeed, market participants have noted that Auatralorporates are increasingly
getting multiple ratings and are seeking to aceegariety of overseas debt markets.
Further, the growing divergence in the cost of detidS and Australian markets
makes issuing debt in the former a more appealiagpect.

On the other hand, the Australian government hiasdnced measures to stimulate
the domestic bond market and a number of significssues have recently been
undertaken. It remains to be seen whether:

the stimulus will be enough to encourage increasgdestic issuance;
more debt will be sourced from a variety of ovessemrkets; or

debt issued in overseas markets will be redistithatcross a greater variety of
markets with domestic debt levels remaining theesam

Interestingly, the current environment suggeststtiere are cost of debt arguments
for issuing bonds in US markets, at least in thé&3B&ting space. Spreads on US and
Australian BBB rated bonds were similar prior te BFC. Towards the end of 2008,
however, US spreads became significantly higher fhastralian spreads. While

debt was still available in the US, it was at a mhigher price.

However, spreads in the US have since droppedbe&lv those in Australia,
particularly at the 5-year term, which was consdethe ‘sweet spot’ in the
Australian debt market. Here, US spreads are b@@ibasis points below Australian
spreads. This suggests that even allowing for adste/aps and accounting for any
additional cost of issuing on the US market, dsbikely to be currently cheaper than
in Australian markets.
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Figure 21 — Australian and US 5-year BBB spreads

Source Bloomberg

Note: A complete comparison of spreads would regiliese raw spreads to be converted to single
currency, through swaps.

Cost of Debt

Overall, the market expects debt margins may tightehe future, but that any such
tightening will not be significant. On the one daas the peak of the Global
Financial Crisis recedes into the past, it mighekpected that spreads will continue
to decline. On the other hand, concerns aboufjulaéity of sovereign debt continue
to weigh on the markets, providing a source of uaggty. As illustrated in Figure
22, concerns about foreign debt were at least pagipansible for a spike in bond
yields at the beginning of 2010 and also for thk-tip in yields in August 2011.
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Figure 22 — 5-year Debt risk premium for A-rated Australian corporates since 2009
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Moreover, developments in the field of regulatioaynnmpact upon the Australian
bond market. Two notable regulatory developmerddtee Basel 11l Accord and the
Cooper Review. Basel Ill strengthens the liquid@guirements on banks, using a
‘liquidity coverage ratio’ to specify the minimunugntity of ‘high-quality liquid
assets’ that must be held by banks. The Accontked up to a national regulator to
establish specific national standards. Earlies yl@iar the Australian Prudential
Regulation Authority (APRA) ruled that corporatendg will not count as high-
quality liquid assets. The result has been a auhat fall in the quantity of Kangaroo
bond issuance. In May 2011, Bloomberg reportetittteaaverage size of bond sales
in Australia by top-rated overseas borrowers hadréghby nearly 50 per cent in the
guarter, after the Basel Il capital rules reduttesldemand for Kangaroo bonds by
authorised deposit-taking institutions (AD8) ADIs had previously invested in
AAA rated Kangaroo bonds to strengthen their badasteets, rather than
Commonwealth Government Securities because ofthéwely small amount of
Australian Government debt on issue.

A reduction in the issuance of Kangaroo bonds naaselan impact on offshore
issuance by Australian businesses. The basis sst@pneasures the cost of switching
interest obligations based on the London interkafdred rate for payments linked to
Australia’s bank bill swap rate. The basis swap falls when overseas borrowers sell
debt in Australia and seek to swap the Australigitad proceeds for foreign currency.
It rises when Australian companies issue bondssearand seek to swap the foreign

%9 Bloomberg 2011, ‘Basel Ruling Slashes Size of Kang Bond Sales by 50%: Australian Credit’,
http://www.bloomberg.com/news/2011-05-15/baselrudslashes-size-of-kangaroo-bond-sales-by-
50-australia-credit.html
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currency proceeds for Australian doll&PsCherefore, a fall in the supply of Kangaroo
bonds (all else being equal) will lead to a ris¢hi@ basis swap rate, making it more
expensive for Australian companies to issue debts®as.

Basle Ill may also reduce the ability of banksend to corporates, as a result of the
higher capital requirements.

Like Basel lll, the Cooper Review may also impaabdm the Australian bond market.
On 29 May 2009, the Commonwealth Government anrediacSuper System
Review to examine the governance, efficiency, stmecand operation of Australia’s
superannuation system. Jeremy Cooper was appdiiitaid of the Review Panel,
which submitted its final report to the Government30 June 2010. On 16
December 2010, the Government released a respotise Cooper Review,
supporting 69 and supporting-in-principle 70 of Reviews 177 recommendations.
In particular, the Government supported-in-prineip/o recommendations regarding
liquidity management requirements on superannudtiods** As with Basel Ill,
strengthening the liquidity requirements on fundsyrhave an impact on the
Australian bond market.

Finally, the future of monolines is uncertain. @re hand, credit wrapping can be
effective — if a bond is wrapped, its riskiness barreduced — making monolines a
potentially effective way of diversifying and redig risk. On the other hand, the
events of the GFC have badly shaken the confidencenolines to the point that a
long time may have to pass before investors alengilo accept such financial
instruments.

“0Bloomberg 2011, ‘Basel Ruling Slashes Size of Kang Bond Sales by 50%: Australian Credit’,
http://www.bloomberg.com/news/2011-05-15/baselrgdslashes-size-of-kangaroo-bond-sales-by-
50-australia-credit.html

“LJulius Gribble and Cary Helinius, ‘Managing Liquidin Superannuation’, Institute of Actuaries of
Australia, (2011), p.9vww.actuaries.asn.au/library/events
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5 Conclusion

Market data and survey evidence confirm that tleeaiglebt and the state of debt
markets have altered as a result of the GFC. Vgbite of the changes are reversing,
it appears unlikely that the state of the markditneturn to pre-GFC levels. Rather, a
new equilibrium is likely to be established.

While not uniformly held by market participantstalandicates that infrastructure
companies, including regulated firms, have genggstlevered from their pre-GFC
levels. Further, even for the proportion of firnfitsancing that is debt financing, the
GFC has highlighted the need to source funds fromnaber of different markets,
including overseas debt markets. However, whigertbed for a presence in these
markets may have increased, it may not necesdallibyv that overseas markets will
be utilised any more or less than prior to the GIRather, terms of debt offered in
these markets, and firm and investor preferencetharmore important factors in
deciding where debt will be issued.

The tenor of newly issued debt fell dramaticallyaagsult of the GFC, with
investors’ increased preference for liquidity. Whrecent issues in the Australian
debt market indicate that longer-term debt is apaicoming available, it is not
certain whether term of debt will return to itsyiois pattern. While the availability
of debt at different maturities may not be a problespecially when some foreign
markets are accessed in addition to domestic daliets, one of key factors when
choosing the term of debt is likely to be the adsdebt at different maturities — more
specifically, the comparative credit spreads.

If Bloomberg estimates of credit spreads at lovaéings (where many infrastructure
firms can be placed) are considered on their oamg-term debt appears significantly
more expensive than shorter term d®bitf this is the case, incentives to issue longer
term debt are likely to be diminished. Despite titiis noted that longer term debt is
being issued in the market, however, data on ttisahdebt indicates that credit
spreads at longer maturities are a lot closerdsdlof shorter term debt (and are at
lower levels) than indicated by Bloomberg fair \atiata.

With regard to mid-tier debt (around A rating), ditespreads appear to be varying
around a higher average than prior to the GFCldwer than at the height of the
crisis. On the other hand, top-tier debt (AAA thtkebt) credit spreads seem to have
reverted back to their pre-GFC levels. This isra@resting outcome, and may help
shed light on the question whether debt marketstors have changed their views of
riskiness of debt or their views on the requiret premium.

2 Some regulated firms have, however, argued tigntreds to be considered /balanced in the context
that short term debt has a higher refinancing risk.
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Appendix A Survey Questions

Q1. Have infrastructure companies finished thacpss of de-leveraging, or can we
expect levels of gearing to continue to declinengdorward? If possible, can you
comment on the reasons for the de-leveraging arad fabtors will determine optimal
leverage in the future?

Q2. What impact will any ‘maturity wall’ have on Awalian infrastructure
companies, and how are you managing this risk?

Q3. What is an ideal maturity schedule for yodrastructure company and what are
the drivers for this choice?

Q4. What has caused the appetite for bonds ofraliest infrastructure companies to
increase in 2009, and will this continue in 2010 2011?

Q5. To what extent is your infrastructure compasiyg bond issuance to pay down
bank debt? Do you have an optimal mix of bank amtbdebt?

Q6. Have you observed the cost of debt (includimgads and fees) on bonds for
your infrastructure firm continuing to fall from é+2009 to the present?

Q7. If so, by how much has the cost of debt narchwempared to end-20097?
Q8. How does the cost of debt at present compatteetcost of debt before the GFC?

Q9. For your infrastructure firm, what is the currenarket cost of debt (including
spread, fees and, if it is necessary to go offshtbeecost of a swap)?

Q10. What were the reasons driving offshore isseia@ucing the GFC and will
Australian infrastructure companies follow the led&P AusNet, APA, DBP and
others by issuing bonds on the Australian domeséket?

Q11. Of the offshore markets, which are the mtsacive to your infrastructure
company at the moment? What determines this clodiogarket and is there a
maximum amount of foreign debt that is optimal?

Q12. Over the past few years, did your use of @serate swaps change in response
to uncertainty about future interest rates?

Q13. What are the prospects of monolines resuimiisgness in wrapping Australian
infrastructure debt and in what time-frame? If fploles give reasons for your view.

Q14. When refinancing existing monoline guarantelok with other debt, what will
be the impact on your cost of debt, maturity oftdahd access to markets?
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