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1.

Outlined below is the Statement of Issues relebgdatie Australian
Competition and Consumer Commissi&'CCC) in relation to the proposed
acquisition of Hastings Diversified Utilities Fuibh¢g APA Group proposed
acquisition).

A Statement of Issues published by the ACCC isarfatal decision about a
proposed acquisition, but provides the ACCC’s pnglary views, drawing
attention to particular issues of varying degrelesompetition concern, as well
as identifying the lines of further inquiry thaethCCC wishes to undertake.

In line with the ACCC’dMerger Review Process Guidelingwailable on the
ACCC'’s website at www.accc.gov.ailne ACCC has established a secondary
timeline for further consideration of the issueseTACCC anticipates
completing further market inquiries By April 2012 and anticipates making a
final decision or26 April 2012. However, the anticipated timeline can change
in line with theMerger Review Process Guidelind® keep abreast of possible
changes in relation to timing and to find relevdotuments, interested parties
should visit the Mergers Register on the ACCC'ssitelat
www.accc.gov.au/mergersreqister

A Statement of Issues provides an opportunity flanterested parties
(including customers, competitors, shareholdersathdr stakeholders) to
consider the primary issues identified by the ACEG also intended to
provide the merger parties and other interestetiggawrith the basis for making
further submissions should they consider it neggssa

Background

5.

On 13 April 2010, the ACCC commenced a public infat review of APA
Group’s APA) completed acquisition of a 14.9% interest in khayst
Diversified Utilities Fund KIDF).

During the course of the ACCC'’s review, APA incred#ts interest in HDF to
16.8%.
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7. On 27 July 2010, the ACCC decided not to oppose 'AR8mpleted
acquisition of 16.8% of HDF, concluding that thejaisition was unlikely to
substantially lessen competition.

8. Between July 2010 and November 2011 APA increasadterest in HDF to
21.11%.

9. On 14 December 2011, APA announced a takeover fofféhe remaining units
in HDF. On the same day the ACCC commenced a putfbemal review of
APA’s proposed acquisition after receiving a sulsiois from APA seeking
clearance from the ACCC for the proposed acqursitio

The parties

APA Group

10. APAis comprised of the Australian Pipeline TrustlaAPT Investment Trust
and is one of Australia’s major energy transmissiompanies. It owns more
than $8 billion worth of major gas transmission aistribution assets (further
information provided below in paragraph 90) inchgli
» the Victorian Transmission SysteMTS) comprising the South West

Pipeline GWP), the Principal Transmission SysteRTS) and the
Interconnect;
» the Moomba to Sydney Pipeli(®ISP);
* the Roma to Brisbane Pipeline§P);
» the Carpentaria Gas Pipeline@P); and
* a50% interest in the SEA Gas PipeliB&A Gas.
11. APA also has interests in a number of distributetworks and minority

interests in energy infrastructure vehicles.

Hastings Diversified Utilities Fund

12.

HDF is listed on the Australian Stock Exchange awds 100% of Epic Energy
Pty Ltd Epic). Epic, through a number of subsidiaries, ownsralmer of major
Australian gas transmission pipelines (further infation provided below in
paragraph 90) including:

the South West Queensland PipeliS8QP);

the Queensland to South Australia/New South Wailels (QSN);

the Moomba to Adelaide PipelinBlAPS); and

the Pilbara Energy PipelinEPL) in Western Australia.
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Other pipeline operators

13.

14.

15.

Jemena is an Australian infrastructure companyitha®0% owned by
Singapore Power International, a large internatiatibties company owned by
the sovereign wealth fund of Singapore.

Jemena owns and manages the following easternahastigas infrastructure:

the Queensland Gas Pipeliri@GP);

* the Eastern Gas PipelineGP);

» the VicHub facility;

» the Colongra Gas Pipeline and storage facility;

* the Jemena Gas Network in New South Wales; and

50% ownership share of the ActewAGL gas distributioisiness.

Jemena Asset Management (a Jemena entity) alsogestiee Central Ranges
Pipeline on behalf of APA, and the South Gippsliiadural Gas Pipeline and
Multinet Gas on behalf of the DUET Group.

The proposed acquisition

16.

17.

18.

APA currently holds a 21.11% interest in HDF. OnO&cember 2011, APA
announced a takeover offer for the remaining sthpéeurities in HDF.

APA’s bid for 100% of HDF is subject to a numbercohditions including
obtaining informal clearance from the ACCC and appl from the Foreign
Investment Review Board.

Post acquisition, APA will own more than 80% of trensmission pipelines in
eastern Australia on the basis of both length atdme.
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Industry background

19. The diagrams below illustrate the major gas praduadbasins, transmission

pipelines and demand centres in eastern Austrediamd post acquisition.

Figure 1 — Eastern Australian gas transmission pigaes pre acquisition
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Figure 2 — Eastern Australian gas transmission pigdanes post acquisition
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The gas supply chain

Production

20.

21.

22.

23.

24,

Gas producergfoducers) explore for and extract raw natural gas from
petroleum reservoirs and coal seams. Producergtioeess the raw gas into
pipeline quality natural gas for the domestic madediquid natural gasL(NG)
for export.

Parties that contract for the transmission of dascapipelines are referred to as
shippers Shippers include retailers, wholesalers, elatgrgenerators and
industrial users.

Producers usually sell gas to shippers at the gtamupoint. The shipper then
contracts with the transmission pipeline operadotiie transmission of the gas.
The ACCC is aware that, in some instances, proguaeo contract to acquire
transmission themselves to enable them to seliggaser parties at the point of
delivery. In these circumstances the producersg tie shipper.

Gas producers in Australia include Santos, ExxoriM&HP Billiton, AGL
Energy and Origin Energy.

It is common for oil and gas producers to estaljbgft ventures to help
manage risk. For instance:

» Cooper Basin Joint Venture — a joint venture ledshntos in relation to the
production in South Australia’s Cooper Basin. Thigeo participants are
Beach and Origin Energy. The same companies gaateiwith slightly
different shares on the Queensland side of thenBasi

» Longford gas production — a joint venture betweesdzand BHP Billiton in
relation to the production in the Gippsland Basingl

* Bass Gas — a joint venture between Origin EnerglyAarstralian
Worldwide Exploration in relation to the productionthe Bass Basin.

Transmission

25.

26.

The gas transmission sector involves, among otiegs, the transportation of
processed natural gas through high pressure pgseliom processing facilities
to the entry point (‘city gate’) to the distributicystem (which is discussed
below in paragraph 27), or major manufacturing/pogeneration sites. Gas
transmission pipelines typically have high opemgfnessure to optimise
shipping capacity and can act as storage vesselslhas modes of
transportation.

APA, Epic and Jemena are the major pipeline opesatoeastern Australia.
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Distribution and retail

27.

28.

29.

30.

31.

The gas distribution sector operates a lower presgas network for the
transportation of gas from city gate delivery stas to residential, commercial
and industrial sites. The gas retail sector sesdelivered gas to end users
(both retail and wholesale). Gas distributors/tetaican be categorised as
intermediaries, who transport gas from the cityedatend users of gas.

At a national level, natural gas consumption is ohated by the electricity
generation and manufacturing sectors, however,uropgon varies between
states. The electricity, manufacturing and miniagtsrs typically do not
require the services of natural gas distributonsetailers and, with their
substantial volumes, pay significantly lower pripes unit of natural gas than
do residential customers. Larger users often nagodiirectly with producers to
purchase gas, and then negotiate with transmigsp@iine operators for the
delivery of gas. As the unit prices are lower fngle users, transmission
charges account for a higher proportion of theepric

Major users of gas who purchase gas after transmissit prior to entry into
the distribution system, include Xstrata, Rio TirNasy, AGL Energy and
Origin Energy.

Major gas retailers who purchase gas from prodycditise the transmission
system, and then on-sell gas to residential, comialeand industrial users
through the distribution systems, include TRUengetgyno Energy, Alinta
Energy, AGL Energy and Origin Energy.

Due to the vertically integrated nature of theisingsses and involvement in
electricity generation and retailing operationgtipa such as AGL Energy and
Origin Energy are producers, shippers, retailerglasale customers and major
users of gas.

Gas supply and transportation contracts

32.

33.

34.

Generally shippers in the gas industry need torente

* Gas Supply Agreement&EA) with one or more gas producers for the
supply of gas at a point of production; and

» Gas Transportation Agreemen@T(A) with one or more transmission
pipeline operators for the transportation of tlgais from one or more points
of production to one or more points of demand.

The ACCC understands that smaller shippers terdrtract with a limited
number of producers and pipeline operators. Inreghtlarger shippers enter a
diverse portfolio of GSAs with various geographigalisparate supply basins
and various GTAs in respect of various transmisgipelines.

The ACCC understands that for smaller shipperslétieered price of gas is
likely to be the principal determinant of which elme(s) are used to supply a
specific point of demand.
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35. In contrast, the ACCC understands that for larggyEers the minimum cost to
service the shippers’ portfolio of demand will be frincipal determinant as to
which pipeline(s) are used to supply a specifimpof demand. This means that
a large shipper may not necessarily seek to mieintis delivered cost to a
single point of demand, but rather seeks to mirerniscosts across its portfolio
of contracts.

36. The length and terms of GSAs and GTAs vary depgndinthe parties, basins
and pipelines involved. The ACCC understands thigpers tend to enter into
long term GSAs and GTAs for firm forward haulagask load supply’ (as
described below in paragraph 37). ‘Base load sugplytracts may include
some ancillary service provisions (discussed batoparagraph 49). Shippers
also enter into shorter term contracts on an adetkebasis to address short term
variations in demand or supply, for example dupegods of supply basin or
pipeline disruption or maintenance.

Gas transportation services
Forward haul

37. Forward haul consists of ‘base load supply’ anaives the transportation of
gas downstream from a point of production to a poirdemand via one or
more pipelines. Shippers are generally requirguhtofor a fixed amount of
capacity on a pipeline (expressed as $/MaximumyDilantity MDQ)) and a
volume charge (based on GJ of gas actually tratesghoiThe proportion of the
MDQ and of the volume charge in the total transgterh price depends on the
conditions agreed in each GTA. Forward haul sesvg@n be provided on a
firm, as available or interruptible basis.

38.  Firm capacity refers to the contractual right ehigpper to use gas within a
pipeline. Other than in exceptional circumstansesli as during a force
majeure) this firm capacity is expected to be amd at all times and enables
shippers to inject/withdraw at one or more points.

39. Incircumstances where the pipeline has unusecctgdter satisfying the
firm capacity, that capacity can be on sold bygipeline operator for use by
other shippers. This is called “as available” céyac

40.  Another type of non-firm capacity is 'interruptitdapacity’ which has similar
characteristics to 'as available' capacity, butthadowest priority in the event
there is insufficient capacity to service all use@minations.

Back haul

41. Back haul involves the contractual right to theng@ortation of gas in a
direction opposite to the aggregate physical fldwas molecules in a pipeline.

42. The ACCC understands that back haul services arergty provided on a firm
capacity basis, except when the pipeline is nalifgietional (discussed at
paragraph 48).
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Compression

43.

44,

45.

46.

Compression involves increasing the pressure obgaeducing the volume it
occupies. Compression is mainly used to expanddhacity of a pipeline
allowing the transportation of an additional voluofgressurised gas. The
maximum pressure of transmission pipelines is apprately 15 Mpa, however
some pipelines operate at lower pressures.

For pipeline operators to be able to sell additi@agacity provided by
compression, they need to have compressor stati@ikable on their pipeline.
These stations may be owned by the pipeline opeoatoy a third party.

Shippers can also use compressor stations instliibe supply basin by either
the shipper, producer or a third party.

Therefore, the ACCC understands that compressimices are not “pipeline
specific”, meaning that compression services cacopgracted on one pipeline
in order to make it possible for shippers to usetlar connected pipeline for
the transportation of the pre-pressurised gas.

Flow direction

47.

48.

Gas travels down a pipeline from an origin of higheessure to a destination of
lower pressure. The aggregate flow of a pipelinétherefore be in one
direction (the flow direction), from the place whdhe majority of gas is
injected into the pipeline to the place where tlagamty of gas is withdrawn
from the pipeline.

The ACCC understands that a number of pipeline&adirectional’ because
they possess compression capacity at both entie gipeline. These
compression facilities would allow the pipelineréwerse the flow direction if
there is sufficient demand to make it profitableltoso. The ACCC futher
understands that uni-directional pipelines can bdearbi-directional by
installing compression facilities at both endsha pipeline.

Ancillary services

49.

While gas production facilities tend to have atreldy flat supply profile, gas
demand tends to fluctuate over daily, weekly arabseal periods. Fluctuations
in gas demand occur for a range of reasons (suateather) which cannot be
accurately predicted in advance. Transmission jpip@perators offer ancillary
services to assist shippers in managing the diftsre between supply and
demand.
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Imbalance services

50. GTAs typically provide shippers with some degredefibility to manage the
variability in the demand for gas by end-users. provisions that confer this
flexibility include:

* The imbalance provisionsan imbalance will occur when the volume of
gas injected by the pipeline operator differs fritvia volume of gas
withdrawn by the shipper. The terms on which imbeés are dealt with
differ across pipelines and GTAs. The ACCC undedsahat some
pipelines may allow an imbalance up to a spectinedshold before
imposing imbalance charges.

* The overrun provisions an overrun will occur when the volume of gas
withdrawn by the shipper exceeds the Maximum HoQuaantity MHQ)
or the MDQ specified in the shipper's GTA. The teram which overruns
are dealt with differ across pipelines and GTAse RCCC understands
that some pipelines allow overruns up to a spetiteeshold before
imposing charges. The ACCC further understandsttieatharges payable
for an overrun may be lower on some pipelinesefghipper informs the
pipeline operator prior to the receipt or withdrhwkthe gas and the
overrun is authorised.

Storage

51. Storage- allows a shipper to inject more gas into a pigethan it takes out on
a particular day, up to a specified threshold (ilabee allowance) without
incurring imbalance charges. The additional gaplseg into the pipeline
(positive imbalance) may be withdrawn by the shidea later point in time.

52.  Storage and loar allows a shipper to inject less gas than itsak& on any
given day (negative imbalance) up to a specifigéllevithout incurring
imbalance charges. The additional gas taken bghipper (the ‘loan’) must be
repaid within the time specified in the contract.

53. If a shipper exceeds the positive or negative aloee provided by the storage
and/or storage and loan services then the shipilengur imbalance charges.

54. The terms and conditions of ancillary services \amoss pipelines and
contracts. There can be variations in:
» the price of the services;

» time period — ranging from short term (days or v&dk very long term
(10 + years);

 liability — in relation to which party (producerigper or pipeline operator)
is liable in the scenario of an overrun or wheee gipeline or supply basin
is unavailable; and

* how imbalances are dealt with, the imbalance p¢agenallowed and over
what period.

10



55.

56.
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Lateral storage- shippers can procure the construction of a @gelicpipeline
lateral (storage vessel) in close proximity to ploent of demand that can be
used to store gas during non-peak periods andajolysthe gas to the point of
demand during peak periods.

Long term storage there are dedicated underground storage fasilisuch as
the Western Underground Storage facility in Vicapthat allow a shipper to
store gas that it purchases during the non-pealadémeriods and access that
gas during peak demand periods.

Other services

Construction, connection, extension and maintenance

57.

58.

59.

60.

Construction and connectienincludes the construction of new ‘traditional’
pipelines from a point of production to a pointdidtribution and the
construction of a lateral pipeline connecting arstxg transmission pipeline to
a point of distribution or storage.

Extension- involves lengthening an existing pipeline tovénae a greater
distance.

The ACCC understands that there are limits aboviehwgpas cannot be
compressed. In order to increase capacity oncegxemum level of
compression has been reached pipeline operatogsrcanre the construction
of a ‘pipeline loop’. The ACCC understands thapgline looping’ involves the
duplication of one or more portions of pipeline.

The ACCC understands that the merger parties boitupe and supply services
for the construction and extension of pipelinese terger parties also procure
and supply services for the ongoing maintenanocecser to both laterals and
transmission pipelines owned by third parties.

Short Term Trading Market

61.

62.

The Short Term Trading Marke®{TM) is a day-ahead gas market that
establishes a market price at a hub. Currenthethez STTM hubs in Sydney,
Adelaide and Brisbane. The STTM is a compulsonggmarket — this means
that all gas supplied to and acquired at a spduificis transacted in the STTM,
including gas that is supplied under existing lé@gn contracts.

The market participants in the STTM are definetbiews:

* Market operator the Australian Energy Market Operat8EMO )
operates the STTM and operates a contingency gasngcto balance
supply and demand (but has no statutory respoitgitilmanage gas
guality or system security).

» Shippers- offer gas for sale and have contractual rightsaul gas on a
hub-connected distribution network.

11



63.

64.
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* Network users- purchase gas (retailers or large customershane a
contractual right to take gas from a hub-connedtsttibution network.

* Pipeline operators- operate gas transmission pipelines. Pipelineabmes
maintain pressures at the network gates withinemboperating ranges and
may also have a role in managing supply shortfall.

* Network operators- manage and operate the distribution networkaaad
responsible for operation of the network duringipy shortfall.

The STTM applies different prices to gas transaatedkr different forms of
allowed transactions:

» Ex-ante market transactions and ex-ante markeepfi€hippers place
offers to sell gas and network users place bidsijogas on a given day.
Gas is scheduled from the lowest to highest pnck a day ahead, the
market operator determines the market price angtgsa market schedule of
gas flows. Gas that is supplied and withdrawn toegance with the market
schedule is settled at the ex-ante market price.

* Imbalance and ex-post imbalance priedf the quantity of gas that flows to
and from the hub does not match the market scheleiethe imbalance is
settled at an imbalance charge — not the markee pri

» If the shipper supplies more gas than scheduledithveill receive an
imbalance payment that is materially lower thanrtteeket price. If a
shipper provides less gas than scheduled thedl ipay an imbalance
charge that is materially higher than the marketepiShippers may use
intra-day nomination services to address imbalances

The ACCC understands that the market risk repreddny the imbalance
charge encourages large shippers to diversify getfolio of GSAs and GTAs
to ensure that they are able to minimise imbal@osts.

Victoria

65.

66.

Victoria established a spot makret for gas in 1@9fhanage gas flows on the
VTS. The VTS, comprising the SWP and PTS and ttexrdonnect, is the
primary system for the transmission of natural gdsigh pressure in Victoria.
The VTS is not a traditional point to point pip&ias there are a number of
injection and withdrawal points.

The market allows participants to trade gas suppbalances,based on
injections and withdrawals, on a daily basis. THEMO operates both the
wholesale market and the VTS.

Gas swaps

67.

Gas swaps are a mechanism that producers and shggpeuse in order to
bypass or minimise the use of transmission pipsline

12



68.

69.

70.

71.

72.

73.

74.

75.

76.
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At its simplest, a swap involves shippers utilisithgir portfolio in a manner
that will minimise transportation costs to obtailower portfolio cost.

Swaps can be conducted internally within a shipggerdfolio or externally
through negotiation between two shippers.

An effect of a swap may be lost revenue to a pagetir pipelines. This effect is
materially higher where parties can totally avdid tapacity charges of a new
or existing pipeline.

The complexity and risk involved in a swap depeonis number of factors
including the volume of gas, timeframe and distance

The ACCC understands that the term ‘swap’ can epessia variety of
meanings within the gas industry. The ACCC has tisedollowing terms
when referring to swaps:

* internal swap- a restructure of a shipper portfolio in a manmeich will
minimise delivered and/or transmission costs t@iokd lower portfolio
cost; and

» external swap- a restructure of a shipper portfolio in coordima with
another producer/shipper in a manner which willroeme transportation
costs to obtain a lower delivered cost of gas.

* The ACCC understands that internal and externapswan be a:
0 pure swaps- a swap at points of production; or
o partial swaps- a swap at points of demand.

The ACCC considers that the ability of a shippepedform a pure/partial
internal swap will depend on the level of diversitytheir portfolio.

The ability of a shipper to perform a pure/paréaternal swap will depend on
whether a counterparty can be found that has atimgiobligation to provide
gas to a location that can also be provided bgkigper seeking to enter into
the swap. The ability to enter into a swap willbatiepend on whether the
arrangement can be structured so that the coumtgipano worse off as a
result of entering into the swap.

From the perspective of the shipper seeking toremnte the swap, a swap will
only constitute a viable alternative to transpatihe gas via an existing
pipeline if the overall cost of entering into a paa less than or equal to the
charges that would be levied by the pipeline operat

The ACCC considers that a swap is a mechanisnatloats competition
between both connected and unconnected pipelines.

13
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Figure 3 - Example of a partial external gas swap

The example below illustrates how gas swaps cardically used to bypass the
MSP.

P Wallmabilla

MAPS S/

- '

Suppose that Retailer A has procured a gas suppty Moomba at a pricevBomba
and is required to service demand in Sydney. RetAilcan do this by taking this gas
to service their Sydney demand centre using forkard along the MSP
(Total profitretailer A= I:)Syd - I:)Cooper' Pusp).

Suppose that Retailer B has procured a gas suppty ®tway at a pricedivay, and is
required to service demand in Adelaide. RetaileaB do this by taking this gas to
service their Adelaide demand centre using forvea down SEA Gas

(Total profitretailer 8= Padelaide~ Potway~ Psea Ga3-

Given a scenario where MSP raises its prices, Retaimay wish to bypass use of
the MSP. They can do this by coordinating a swapeagent with Retailer B
(assuming Retailer A will pay Retailer B an amoeqtivalent to Byap such that:

* Retailer A can send the gas that they purchased floomba along MAPS to
Adelaide to service Retailer B's demand
(Total profitretailer A= I:)Syd - Puvoomba- Puaps - PSW&I[)-

* Retailer B can send the gas that they purchased @tway along SWP, and
up the EGP to Sydney in order to service Retailesrd@mand (Total profit
Retailer B= Pader Potway - Pswp - Pers- Pegpt Pswap

This swap agreement has allowed for Retailer Ayfmabs the use of MSP.

The swap is commercially viable when the total pittie retailers are both able to
attain in its absence is less than the total ptioéy are both able to attain whilst using
the swap.

It is clear that the swap is more likely to be miaty effective if the price on MSP is
relatively high.

14
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With/without test

77.

78.

79.

Section 50 of th€ompetition and Consumer Act 20@Axt) prohibits mergers
or acquisitions that would have the effect, orikely to have the effect, of
substantially lessening competition in a markeadeessing a merger pursuant
to section 50 of the Act, the ACCC must considerlikely effects of the
proposed acquisition by comparing the likely futaoenpetitive environment if
the acquisition proceeds (the “with” position) ke tikely competitive
environment if the acquisition does not proceed (thithout” position or
“counterfactual” position) to determine whether greposed acquisition is
likely to substantially lessen competition in aejervant market.

Based on the information currently available, th@GC considers that the most
likely counterfactual will involve a situation wreethere is no change to the
ownership of transmission pipelines.

Market participants have advised the ACCC thatAhstralian gas industry is

in a state of flux with potentially significant anges occurring over the coming
years. While these developments are likely to owatir or without the

proposed acquisition, it remains necessary foABEC to have regard to these
matters in its assessment of the proposed acguisiome of the more
significant developments are set out below.

LNG exports

80.

81.

The ACCC understands that the commencement of L@rés out of
Gladstone in 2014 is expected to drive signifiaaoteases in the demand for
gas. This will increase the demand for gas transionsand may require
pipeline expansions and potentially changes in fllnections of certain
pipelines.

Market participants have advised the ACCC thairtbeeased demand for gas
likely to arise from the commencement of LNG expant2014 has the
potential to alter the net direction of gas haulligem south to north as opposed
to the current landscape where gas moves south@ueensland and north
from Victoria.

New gas reserves

82.

83.

Market participants have indicated that new pipetievelopments are likely to
be required for the transportation of natural gamfthe emerging Gunnedah
supply basin to both domestic demand centres aparesacilities in
Gladstone.

Market participants have also indicated that nesvtgansmission pipelines
duplicating the RBP and the SWP may be feasible.
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Implementation of a Carbon Pricing Mechanism

84. The ACCC understands that the implementation @frban pricing mechanism
is likely to drive greater demand for natural gasduel for electricity
generation due to its lower emissions profile coragdo coal.

85. The ACCC notes that the Australian Government hasanced specific
measures to remove 2,000 megawatts of coal-povgeeeration capacity by
2020 under the Contracts for Closure componertt@tEnergy Security Fund.
This will require equivalent capacity to be genedafrom other fuel sources,
with a large percentage of this expected to cowm fnatural gas.

86. The ACCC notes Australian Bureau of Agriculturatld®esource Economics
(ABARE) predictions quoted by HDF in its Target Statensasrd reproduced
below in Figure 4 as indicative of the likely gréwh natural gas demand.

Figure 4 — Evolution of energy consumption by enesgsource
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87. The ACCC also notes AEMO predictions quoted by HDFs Target
Statement and reproduced below in Figure 5 asatide of the likely growth
in demand for natural gas as a fuel source fotrd#y generation.
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Figure 5 — Capacity of committed and proposed elegtity generation projects by
energy source
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The ACCC invites interested parties to comment onhe likely developments
impacting on the demand for, and supply of, gas andow these developments
may affect the demand for pipeline capacity, flowsn pipelines and
competitive constraints on the merged firm.

In particular, the ACCC would welcome views on:

« the potential impact on the Australian gas industsulting from
developments in:

LNG exports;

diminishing gas reserves in existing gas basins;
new gas reserves in existing and new gas basins;
changes in domestic gas demand;

a reversal in flow of one or more pipelines; and
other relevant future changes; and

O O O0OO0OO0Oo

* whether, and to what extent, any market changetifabel above will change
the incentives for new entry into the relevant nef{i¥).

Market inquiries

88. On 16 December 2011, the ACCC commenced markeiriaguegarding the
proposed acquisition. Responses were receiveddraange of interested
parties including producers, shippers and retaibard parties with interests in
gas transmission pipelines.
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Market definition

89.

90.

The purpose of market definition is to identify ttlese competitive constraints
on the pipeline(s). That is, to identify potenttidse substitutes or alternatives
available to gas producers and shippers that masti@on the pricing of the
services provided by each pipeline. In providinghaments on market
definition, it would be helpful if parties couldguide examples of which
alternatives would likely be utilised by market gi@pants, both in the short
term (within the life of current contracts) and tbag term (once current
contracts expire) in response to an increase iptices charged by individual
pipelines.

The proposed acquisition will result in the aggtegaof ownership of the
following transmission pipelines:

the SWQP, which is used for the transportationasf fgom Wallumbilla to
the entry point of the QSN Link at Ballera;

the QSN Link, which is used for the transportatdigas from Ballera to
the entry point of both the MSP and the MAPS;

the MSP, which is used for the transportation & fgam Moomba to
Sydney, Canberra, and regional locations in Newtts@{ales and Victoria
(via the Interconnect);

the MAPS, which is used for the transportationag §fom Moomba to
Adelaide and regional locations in South Australia;

the RBP, which is used for the transportation &f fjam Roma to Brisbane;

a 50% interest in the SEA Gas, which is used ferttAnsportation of gas
from Port Campbell to Adelaide and regional locagiin South Australia;
and

the VTS, comprising the SWP, PTS and the Intercoinméhich is used for
the transportation of gas from a number of supplirts to Melbourne.

Product dimension

91.

The ACCC understands that both APA and Epic areluad in:

gas transmission;
supply of ancillary services; and

construction, connection, extension and maintenahgas transmission
pipelines.
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The ACCC invites interested parties to comment onhe appropriate product
dimension of the relevant markets

In particular, the ACCC would welcome views on:

« whether transmission of gas and ancillary servacescorrectly characterised
as separate product markets or should be includdtisame product
market.

+ whether substitution occurs between:

o specific products on different pipelines (e.g. bhakl services on
one pipeline and ancillary services on another); or

o bundles of services on different pipelines (e.gnlmations of back
haul services, ancillary services and firm forwhadilage).

« whether, and to what extent, the demand for amgiflarvices on one
pipeline is independent from the demand for thesmaission of gas on the
same pipeline.

Geographic dimension

92. The ACCC is yet to form a view on the appropriagegraphic dimension of
the relevant markets.

Eastern Australia

93. The eastern Australian gas transmission pipeliseegy became fully connected
in 2009 with the completion of the QSN. This crelaae integrated pipeline
network between the three main supply regions @viat the Cooper Basin and
eastern Queensland) and each of the major dematr@s¢Adelaide,
Melbourne, Sydney, Brisbane and Canberra).

94. Some market participants submit that the existehoeultiple routes from a
given supply centre to a given demand centre amdisle of gas swaps mean
that competition between pipelines should be aedys an eastern Australian
market for gas transmission and ancillary services.
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Individual markets for each demand and supply @ntr

95. Some market participants have advised that competgnsion exists for the
supply of gas transmission services from individsigdply basins and to
individual demand centres. The ACCC is considewhether the relevant
markets might be more appropriately characterisati@transmission of gas to
particular demand centres, and/or the transmissigas from particular supply
centres.

The ACCC invites market participants to comment onthe appropriate
geographic dimension of the relevant markets.

In particular, the ACCC would welcome views on:

* whether it is commercial, or likely to be commelciar shippers to ship gag
from a different basin to the same demand centresponse to an increase|
in transmission pricing.

For example, if prices were to rise on the MSP, idahippers seek to
acquire gas from producers in the Gippsland Basather than the Cooper
Basin) and ship it to Sydney via the EGP?

» whether it is commercial, or likely to be commelciar shippers to use
alternative transmission routes between a partigigle supply basin and
demand centre.

For example, to get gas from the Cooper Basin tel#ide, if prices were to
rise on the MAPS, would a shipper find it feastblatilise the alternative

transmission route of the MSP, the Interconne& ,RA'S, the SWP and SEA
Gas?

* whether it is likely that producers would seekup@y gas to customers in a
different demand centre in response to a priceeas® on one or more
pipeline.

For example, if prices were to rise on the MSP, idguoducers in the
Cooper Basin actively seek more customers at Giadsbr in Adelaide?

» the extent to which internal and external swapsipgethe scope for
shippers to substitute between gas pipelines porese to increases in
transmission prices.

For example, if a shipper has contracted securesyguply from the Cooper
Basin, can the shipper meet contracted demanddne&yand avoid the use
of the MSP through the use of ‘swaps’?

In providing views on the above matters, pleasesiclan what is likely to be
profitable in both the short term (within the |d&current contracts) and the long
term (once current contracts expire).
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Functional dimension

96.

97.

98.

The functional dimension of a market captures #rtical elements of the
production chain over which competition or subsitio occurs.

Some market participants have suggested that tiwidmal dimension of the
market should include both gas production and igassimission. This seems to
be based on the argument that substitution onlyrscat demand centres in
response to differences in the delivered priceasf @hat is, competition occurs
between different gas producer/pipeline combinatieerving the same demand
centre.

The ACCC notes however, that gas production andrgasmission are
separate activities and involve discrete transastio the supply chain, and
there is little overlap in the ownership of gasdarction facilities and gas
pipelines. In order to combine gas production aadgmission into a single
relevant functional market, substitution betweeurses of gas supply
(transported via different pipelines) would needbéosufficient to constrain gas
transmission prices.

The ACCC invites interested parties to comment on hether the relevant
markets to assess the competitive effects of thatrsaction should encompass
both gas production and transmission

Market definitions currently being considered

99.

The ACCC is currently considering a number of madedinitions that may be
relevant to the consideration of the proposed atitm:

* Anintegrated market for the transmission of gas supply of ancillary
services, via one or more pipelines from easterstralian points of
production to eastern Australian points of demand.

* Anintegrated market for the transmission of gasone or more pipelines
from eastern Australian points of production toteasAustralian points of
demand.

* Anintegrated market for the supply of ancillarysees to facilitate the
transmission of gas via one or more pipelines feastern Australian points
of production to eastern Australian points of dethan

* A number of markets for the transmission of gasovia or more pipelines
to end users in, relevantly:

i) Sydney;
i) Canberra;
i) Adelaide;

iv) Regional locations serviced by the MSP;
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V) Regional locations serviced by the MAPS; and
Vi) Regional locations serviced by SEA Gas.

* A number of markets for the supply of ancillary\segs on one or more
pipelines to facilitate transmission of gas via onenore pipelines to end
users in i — vi above.

* A number of markets for the transmission of gassupply of ancillary
services, via one or more pipelines, to end userviiabove.

* A market for the supply of construction, connectiextension and
maintenance services for gas transmission pipelmasistralia.

The ACCC invites interested parties to provide view on the appropriate
markets in which to assess the proposed acquisition

* Interested parties are encouraged to provide exangblthe alternative
services which market participants would be likelyise both in the short
term (within the life of current contracts) andline long term (once
current contracts expire) in response to a pricesase.

The relevant consideration is what substitutioniaost operate to constrain pricing
and how and when this substitution occurs.

* Which substitution options are likely to effectiy@onstrain prices?

Statement of Issues

100. For the purposes of this Statement of Issuesstees in this matter are divided
into three categories, ‘issues of concern’, ‘isshes may raise concerns’ and
‘issues unlikely to pose concern’.

Issues of concern
Aggregation of ownership of gastransmission pipelines

101. The ACCC'’s key concern is that the proposed actiswill result in APA
owning the majority of the gas transmission pipediim eastern Australia. In
particular, post acquisition, APA will own:

» all of the pipelines servicing the Cooper Basirg an
» all of the pipelines servicing Adelaide.

102. Consequently, shippers may have limited alternatieedealing with APA for
the transportation of gas. In these circumstartbesACCC is concerned that,
post acquisition, APA will have an increased inognand/or ability to:

22



APA Group - proposed acquisition of Hastings Divfead Utilities Fund

* raise transportation charges on the MSP;
* raise transportation charges on the MAPS;
» standardise pricing and service offerings; and

* raise the price of ancillary services.

Increased incentive and/or ability to raise trangjption charges on the MSP

103. In assessing the potential effect of the proposediaition on the incentive
and/or ability for the merged firm to increase s@ission charges on the MSP,
the ACCC has commenced from the premise that sutisti options available
to both users of gaand producers of gas can potentially constrain thease
of market power by a pipeline operator.

104. Inthe event that the operator of the MSP incretisegrice of transporting gas
from the Cooper Basin to Sydney, the ACCC consideilely that both:

» the delivered price of gas in Sydney (deliverednfthe Cooper Basin) will
increase; and

» the price of gas at the production point at theggod®asin (to be delivered
to Sydney) will decrease.

105. The first outcome will encourage users in Sydnesetek alternative sources of
supply (e.g. gas from the Gippsland Basin shippeslydney via the EGP). The
second outcome will encourage gas producers iCtoper Basin to seek
customers in either or both Adelaide (via the MAB&J)
Wallumbilla/Gladstone (via the SWQP/QSN). Both tyoé substitution will
act to constrain the price charged on the MSP.

106. Whether it is profitable for the operator of the M® raise transportation
charges on that pipeline will depend on a numbéactbrs including:
» the decrease in volumes on the MSP resulting flaptice increase;
* theincrease in per unit margin on the MSP frompthee increase; and

* any subsequent increase in gas flows on otheripggebwned by the firm
resulting from the price increase.

107. The ACCC considers that an increase in transpornta&tiarges on the MSP is
likely to result in:
* |ess flows on the MSP;
« more flows on the EGP; and
» more flows on the SWQP/QSN and/or the MAPS.

108. Pre-acquisition, APA gains no benefit from the &ddal flows on the EGP, the
MAPS and/or the SWQP/QSN.

109. Post acquisition, APA will gain a benefit from aimgrease in flows on either of
the MAPS or the SWQP/QSN.
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In light of this, the ACCC considers that APA whkve an increased incentive
and/or ability to increase transportation chargethe MSP post acquisition.

The ACCC invites interested parties to comment on tether the proposed
acquisition is likely to increase the incentive antr ability of APA to raise
transportation charges on the MSP.

In particular, the ACCC would welcome views on:

Constraints from pipelines leaving the Cooper Basin

Constraints from pipelines servicing Sydney

whether, and to what extent, gas producers in tiap€r Basin would seek
contracts with customers to increase flows on t#d’® and the SWQP/QSN in
response to an increase in the price of transpoth® MSP;

the average duration of the current GTAs for gasifeg the Cooper Basin and
when these contracts will terminate or be operib@gotiation;

whether, while the current GTAs are in place, seipstill negotiate with APA
and Epic for the provision of “as available” forwldraul services on the MAPS
the SWQP/QSN and the MSP;

whether current prices (per GJ/km) for the trantgtmn of gas on the MAPS, th
SWQP/QSN and the MSP are significantly differehthils is the case, please
provide your views as to the reasons for the dffiepricing;

whether, and to what extent, the common ownershipeoMSP, the SWQP/QS
and the MAPS would reduce shippers’ bargaining ppwe

whether any single shipper uses more than onezalifferent routes from the
Cooper Basin and, if this is the case, what fadtdhsence the allocation of gas
to be transported out of the Cooper Basin usinglitferent routes;

to what extent would shippers seek to acquire gam producers in the
Gippsland Basin and ship it to Sydney via the E@Response to an increase i
the price of transportation on the MSP;

whether the indirect routes to transport gas froenG@ooper Basin to Sydney,
using the MAPS, impose a constraint on the trariggares of the MSP and
provide shippers with some level of bargaining powe

whether shippers would consider and be able t@p@m gas from the Cooper
Basin to Sydney via routes that avoid or partiallpid the MSP, in response to
an increase in transport prices on the MSP;

whether the proposed acquisition is likely to resulAPA having the incentive
and/or ability to increase the price charged togpart gas from the Cooper
Basin to Sydney; and
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« whether an increase in the cost of transport feragaginating in the Cooper
Basin is likely to result in an increase in theiviaied price of gas in Sydney.

In providing views on the above matters, pleasesicien what is likely to be profitable i
both the short term (within the life of current t@ets) and the long term (once curren
contracts expire).

—~ 3

Increased incentive and/or ability to raise trangation charges on the MAPS

111. The ACCC considers that if the operator of the MARSeases the price of
transporting gas from the Cooper Basin to Adelaitds,likely that both:

» the delivered price of gas in Adelaide (deliveraar the Cooper Basin) will
increase; and

» the price of gas at the production point at theg@odasin (to be delivered to
Adelaide) will decrease.

112. The first outcome will encourage users in Adeldaseek alternative sources
of supply (i.e. gas from the Otway Basin to Adetauwila SEA Gas). The second
outcome will encourage gas producers in the CoBpsin to seek customers in
either or both Sydney (via the MSP) and WallumlBladstone (via the
SWQP/QSN). Both types of substitution will act tmstrain the price charged
on the MAPS.

113. Whether it is profitable for the operator of the M8 to raise transportation
charges on that pipeline will depend on a numbdaabrs including:

» the decrease in volumes on the MAPS resulting fiftwarprice increase;
» theincrease in per unit margin on the MAPS fromphce increase; and

* any subsequent increase of gas flows on otheripggebwned by the firm
resulting from the price increase.

114. The ACCC considers that an increase in transportatnarges on the MAPS is
likely to result in:

* less flows on the MAPS;
» more flows on SEA Gas; and
« more flows on the MSP and/or the SWQP/QSN.
115. Pre-acquisition, the current operator of the MAEBI¢) gains no benefit from

any additional flows on the MSP and no benefit fiooreased flows on SEA
Gas.
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Post acquisition, APA will own the MAPS, the MSRI&0% of SEA Gas.
Hence it will gain a benefit from any increaselows on the MSP and SEA
Gas as a result of increased prices on the MAPS.

In light of this, the ACCC considers that APA, he hew operator of the
MAPS, will have an increased incentive and/or &bt increase transportation
charges on the MAPS post acquisition.

While SEA Gas is currently fully contracted to falation shippers (and will be
until the end of 2018), the ACCC is concerned gt acquisition, as the 50%
owner of SEA Gas, APA may:

have an increase incentive and/or ability to blibekexpansion of the current
capacity of SEA Gas, in order to force greatersailon of the MAPS;

after the expiry of the foundation contracts, hthesincentive and/or ability
to refuse to contract with shippers, other tharfdhiadation shippers, in
relation to SEA Gas, with the MAPS being the ortlyeo alternative;

have an increased incentive and/or ability to pné¥@undation shippers from
trading their future contracted firm haulage capawith other shippers on
the SEA Gas pipeline, with the MAPS becoming tlaily alternative to
supply Adelaide; and
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know the price for the transportation of gas anailable capacities of the
two pipelines entering Adelaide. This is likelyrexuce the bargaining power
that current and potential shippers may have anddoitd have after the
cessation of the current foundation shipper cotdr&hippers would no
longer be able to play SEA Gas and the MAPS offresga&ach other, given
that APA would negotiate knowing, and being ablenftuence, the
transportation prices on both these pipelines.

The ACCC invites interested parties to comment on hether the proposed
acquisition is likely to increase the incentive andr ability of APA to raise
transportation charges on the MAPS.

In particular, the ACCC would welcome comments on:

Constraints from pipelines leaving the Cooper Basin

whether, and to what extent, gas producers in tap€r Basin would seek
contracts with customers to increase flows on ti8PNand the SWQP/QSN in
response to an increase in the price of transpotth® MAPS;

Constraints from pipelines servicing Adelaide

whether an expansion of the SEA Gas pipeline &yiko be necessary in the
short, medium and/or long term;

whether APA, post acquisition, would have the ins@nand/or ability to block
the expansion of SEA Gas;

whether, and to what extent, the proposed acquisitiould reduce the
bargaining power of both existing and potentiapplers of gas to Adelaide;

whether a reduction in competition between SEA &@abkthe MAPS is likely to
result in an increase in the transmission pricgasfinto Adelaide;

the extent to which an increase in the transmisgrae of gas into Adelaide is
likely to result in an increase in the deliveretterof gas in Adelaide and of thq
intra-day nomination prices on SEA Gas and the MAdd

whether any expected new pipeline developmentarfuture is likely to
constitute an alternative to SEA Gas and the MA#3He transportation of gag
to Adelaide.

Increased incentive and/or ability to standardisieipg and service offering

119.

The ACCC is concerned that, post acquisition, ARKhave an increased
incentive and/or ability to seek to operate alit®fpipelines in much the same
manner as APA currently operates the VTS. Thathgpers would be required
to pay a fixed charge to inject gas into and wigélwdgas from the system.
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The ACCC is concerned that an ‘injection withdrawealdel’ would be likely
to:

* move supply flexibility and control from the shipge the merged firm;
» reduce the transparency of transport costs; and

* reduce the number of possible counterparties wgttakeand opposite supply

and customer demand requirements that could bedswed for an external
swap.

The ACCC invites interested parties to comment onhte extent to which
customers can bypass APA’s network, particularly inrelation to:

The ACCC encourages interested parties to prowdmples of:

the ability to utilise pure external/internal gagps;
the ability to utilise partial external/internalggswaps;
the ability to utilise gas transmission servicasd

other strategies/methods which may currently desatl to bypass APA’s
network.

how swaps have been utilised in the past to bypasor more pipeline(s)
and

how the proposed acquisition will affect the apitif shippers to engage in
swaps in the future.

121.

122.

123.

The ACCC is concerned that other current or fupiapeline operators would
not be able to compete with, or provide substitédesAPA’s product and
service offers.

The ACCC is concerned that, without the abilityd&velop or adjust their
portfolios to effectively manage their market riskjppers may be forced to
accept a less efficient mix of and/or redundang, tgansportation and/or
ancillary services.

Market participants submit that they currently hawange of alternative
combinations of services and routes to meet theaddmequirements in any
given location. These options include:

« forward haul;
* back haul;
* imbalance services;

» storage services; and
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« swaps.

124. Market inquiries indicate that competition for tin@nsmission of gas and
supply of ancillary services provides incentivesgipeline operators to find
ways to utilise their assets to deliver innovaawel flexible offers to shippers.

125. Market inquiries indicate that, since the completid the QSN Link, shippers
have access to several potential supply sourceadghran interconnected
network. Market participants submit that this faates inter-basin competition
and competition for the transmission of gas anaerages pipeline operators
to offer an efficient mix of services across pipe8, allowing shippers to
effectively manage market risk.

126. Market inquiries indicate that shippers are cuiyesible to combine the above
elements in a range of ways utilising both APA &mic owned pipelines. In
particular, market participants indicate that ifARere to raise its prices,
whilst some use of an APA pipeline would likely feguired, the majority of
other elements could be obtained from other pipatiperators.

127. In this way, competition may exist for each elemafithe ‘package’ required to
transmit gas to a particular demand centre, gikkahghippers can contract
different and autonomous services from differepepne operators, to optimise
their contracted pipeline capacity for the tranggoon of gas between Victoria,
South Australia and NSW and to access Queensland.

128. Market inquiries indicate that the incentive andibility of APA to adopt an
‘injection withdrawal model’ and/or bundling strgteis likely to increase post
acquisition, because:

» APA would own and control most of the pipelinesastern Australia
(more than 80% of all transmission pipelines in@asAustralia, by length
and by throughput) and some of these pipelinegnéeeconnected;

» other pipeline operators would not be able to offendled’ packages to
compete with APA’s offer; and a combination of taebundled’ offers of
other pipeline operators would not be an alterreativAPA’s bundled offer.

The ACCC invites interested parties to comment onhie likely effect of the proposed
acquisition on the ability and incentive of the meged firm to adopt a bundled or
‘injection withdrawal’ model across pipelines.

In particular, the ACCC would welcome views on:

* how different pipeline operators currently offerefficient mix of services across
pipelines;

* whether the proposed acquisition would give orease APA’s ability to adopt an
‘injection withdrawal model’ and/or bundling strgteacross pipelines;

* whether, and to what extent, an ‘injection withdahwodel’ and/or bundling
strategy across pipelines affects the ability gpjgérs to manage transportation costs
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or exercise bargaining power; and

» whether the adoption by APA of a model of this kimauld affect the delivered pric]
of gas.

The ACCC encourages interested parties to prowtisldd examples to support their
comments on these points.

Increased incentive and/or ability to raise thegerof storage and other ancillary
services

129. The ACCC understands that customers generally tvavelifferent purposes in
acquiring pipeline storage and other ancillary eew.

130. The first purpose of storage is for use in gadfpeaking plants. This storage
enables power stations to accumulate gas overatragoint near the power
station. The storage is typically drawn down rapidiiring high price periods in
the National Electricity MarketNEM). Storage for this purpose must be
located in close proximity to the peaking plantse ACCC understands that
dedicated lateral storage is typically used fos phrpose.

131. The second purpose of storage and other ancile&axces is for use by retailers
to service peaks in gas demand at an end retadu@iwentre. These are the
storage and storage and loan services (discusgedagraphs 51 and 52).

132. The ACCC considers that existing APA and Epic pipgsd do not compete in
providing storage for gas-fired peaking plants. ldear the ACCC considers
that APA and Epic do compete for the provisiontofage, storage and loan
and other ancillary services for use by retailersdrvice peaks on at least the
following pipelines:

+ the MSP and the MAPS; and
e the MSP and the SWQP/QSN

The MSP and the MAPS

133. The ACCC understands that shippers who have GTAmtnthe MSP and the
MAPS substitute storage, storage and loan and ati@llary services between
the two pipelines.

134. Market participants indicate that a shipper integdo store gas on the MSP
could respond to a price increase of this servicehmosing to store gas on the
MAPS and vice versa. The ACCC understands that wheeshipper later
decides to utilise the stored gas, the shipperdcwwahsport it via the MAPS or
the MSP.

30



APA Group - proposed acquisition of Hastings Divfead Utilities Fund

The MSP and the SWOP/QSN

135.

136.

137.

138.

The ACCC is considering whether shippers who havA<son both the MSP
and the SWQP and/or the QSN could substitute stpisigrage and loan
services and other ancillary services between thipstines.

Market participants indicate that currently if ARvere to raise its storage
prices on the MSP, storage on the SWQP/QSN coutibtaned from Epic and
vice versa.

The ACCC is concerned that post acquisition APA imaye an increased
incentive and/or ability to raise the price of sigpe and other ancillary services
on the MSP, the MAPS and the SWQP/QSN as post sitiquishippers would
have no alternative but to utilise APA owned pipe$ for storage of gas from
the Cooper or Surat Bowen Basins.

The ACCC recognises that this kind of storage ahdraancillary service
substitution requires shippers to possess GTAdrbhtde storage and other
ancillary services on more than one of the MSPMA®S, the SWQP and the
QSN.

The ACCC invites interested parties to comment on tether the proposed
acquisition is likely to increase the incentive anir ability of APA to increase
the price of ancillary services on the MSP, the MAB, the SWQP and the QSN.

In particular, the ACCC would welcome views on:

» substitutability between the ancillary servicesviiied on the following
pipelines:

o MAPS and MAPS; and
o MSP and SWQP/QSN;

« whether there are alternatives that are likelyaiestrain APA from
increasing ancillary service prices on these pigslj and

» whether the proposed acquisition is likely to léadn increase in the price
of these ancillary services.

Effect of storage prices on Adelaide and Sydney83 T

139.

The ACCC understands that the STTM ex-ante manket 5 determined
when shippers place offers to sell gas and netwseks place bids to buy gas
on a given day. Gas is scheduled from the loweBigloest price, and, a day
ahead, the market operator determines the maricet @nd issues a market
schedule of gas flows.
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140. The ACCC is considering whether, if the price @irage rises as a result of the
proposed acquisition, shippers would then raiseffe price they place in the
STTM in order to reflect their higher cost.

141. The ACCC is considering whether a higher offer @iy shippers would
translate to a higher level of gas prices in th& 8T

Barriers to entry

142. The ACCC is concerned that there are significantidra to entry in the
relevant markets that are likely to deter new ernigrarherefore new entry is
unlikely to provide a constraint on the exercisénofeased pricing discretion
discussed above.

143. The ACCC notes that entry can occur through either:

I. the construction of a new pipeline that duplicate®xisting pipeline
on a route between a particular production cemiceaaparticular
demand centre; or

ii. the construction of a new pipeline on a route betwe particular
production centre and a particular demand cengeishnot currently
serviced by a pipeline.

144. The ACCC notes that pipelines that run from paléicproduction centres to
particular demand centres may be natural monopdit@s may make entry by
a new pipeline uneconomic on a particular pipetmée that is already
serviced.

145. Further, large sunk costs increase the entry ask inew pipeline operator,
particularly when faced with a competing pipelihatthas already incurred
these costs.

146. In addition, new entrants would have to obtainvafg planning and
environmental approvals, gain access to easemedtsirconnect with
existing pipelines.

147. There are significant asymmetries between the it@mnhand a new entrant
such that the new entrant faces the following edéterrents:
» significant costs that will become sunk;
* significant time taken for entry;
* significant regulatory barriers;
* aneed to achieve a minimum efficient scale; and
* aneed to develop or obtain sufficient expertise.

148. The ACCC notes that new pipelines are generallyeomdtten by foundation
contracts to supply and ship new gas. This helpslipies overcome the risks
associated with entry. Nonetheless, it is likegttany new production volume
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would need to be substantial to make the entryrava pipeline on a route
already serviced economic.

Taking all of the above together, the ACCC consdkat barriers to entry for
new pipelines are substantial and the threat of er@wy is unlikely to constrain
the exercise of any increased market power by AB%t acquisition.

The ACCC understands that existing firms can adtitiatial capacity at a
lower cost than new entry due to the ability to smakerations to existing
pipelines through looping sections and adding &wlthi compression. Both of
these options are far cheaper than the only aligenavailable to a new entrant:
constructing a new pipeline.

The ACCC invites interested parties to comment ondriers to entry.
In particular, the ACCC would welcome views on:

the relevance of the following factors on the diecito enter the transmissior
pipeline industry:

whether a new entrant is able to timely enter tlaeket in order to effectively
constrain APA; and

the current ability of APA to inhibit or restriatterconnection from a new
pipeline to their transmission network.

0 costs required to build a new transmission pipeline
o regulatory barriers;
o the time required for new entry; and

o difficulty in attaining the technical knowledge teced for the
construction of gas transmission pipelines thattrAestralian
standards and state and federal government regpusgati

Issues that may raise concern

Increased barriersto entry and expansion

151.

152.

The ACCC is concerned that there is a risk thatidrarto entry and expansion
will increase as a result of the proposed acqaisiti

As discussed, foundation contracts between pipelwngers and foundation
suppliers allow pipeline owners to manage the ressociated with new entry.
The ACCC notes that a number of new pipelines yideed by foundation
contracts have been constructed in the last decade.
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Major pipelines are generally built on the prenilsa they will be able to
connect into the existing gas transmission netvwokder to deliver gas to
various locations throughout the network. Howetlee, ACCC understands that
there are exceptions, for example there are pipelinat transport gas directly
from its point of production to Gladstone for LN@pessing.

The ACCC notes that post acquisition, APA will owtarge majority of the gas
transmission pipelines in eastern Australia. ThHy significant remaining
transmission pipeline operator would be Jemena.

Market participants have raised concerns that gostisition the greater
aggregation of pipelines owned by APA and theititgitio service all major
geographic points will reduce APA’s incentive taifsate cost-effective
connections into its existing network for new (gradentially competing)
pipelines.

During market inquiries, the Gunnedah Basin has ldentified as an example
of an emerging supply point that will generate dedfor a new transmission
pipeline which would potentially require intercomtien to an APA owned
pipeline.

The Gunnedah Basin is predicted to be an emergiaigs of significant
volumes of gas. While there is the potential fooate to Wallumbilla and
through the QGP to a Gladstone export facility thatld not require use of
APA pipelines post-acquisition, market participamase advised that this gas
may, at least partially, be required to service dstic demand centres.

The concerns are that post-acquisition, APA’s owsinigrof the MSP and the
majority of the pipelines connected to the Wallullaldhub may potentially lock
other potential pipeline owners out of the marketthe construction and
operation of a pipeline servicing the Gunnedah ®BaEhis concern is based on
an assumption that to be able to service domestitadd centres, the new
pipeline would potentially connect to the MSP ag 8WQP, which prior to the
proposed acquisition may have competed to secumeection of the new
pipeline. Post acquisition, common ownership wdtckase the number of
owners that may compete for the connection of nipelipes.

Post acquisition, APA will be able to service mostjor demand and supply
centres. Whereas pre-acquisition, large shipparemtly tend to contract with
a number of pipeline operators as no pipeline dpepaovides routes
connecting all demand and supply points, post adn APA would be in a
position to bundle services across different pafrits interconnected network
to incentivise shippers to only contract with APA.

Due to the increased level of coverage of supptydemand centres, APA will
be in a more advantageous position to manageset asks as compared with
Jemena and new entrants. This may increase theresss® non-APA assets
particularly due to the increased risk of assetnsting. In turn, market
participants have indicated that the increasedpiskle of the non-APA owned

34



APA Group - proposed acquisition of Hastings Divfead Utilities Fund

assets would naturally translate into the assetabmerequiring a higher rate of
return to warrant carrying the increased levelisk attached to the investment.

The ACCC invites interested parties to comment onhie extent to which
barriers to entry and expansion would increase as eesult of the proposed
acquisition.

In particular, the ACCC would welcome views on:

whether, post-acquisition, APA would have the incenand/or the ability to
inhibit or restrict interconnection from a new gipe to its transmission
network, for example the potential for connectidfubure pipelines out of the
Gunnedah Basin to MSP or the SWQP;

whether, post-acquisition, APA would be in a madgamtageous position to
manage its asset risks as compared to existingatedtial pipeline operators;

the likelihood that post acquisition, APA will hattee ability and/or incentive tg
strand non-APA owned pipelines; and

the likelihood that the proposed acquisition wiltiease the difficulty that a neyw
entrant constructing a new pipeline would haveeicusing foundation shippers,

I ncreased incentive and/or ability to raise transportation charges to Gladstone

161.

162.

163.

164.

The ACCC understands that APA and Epic may curyaertinpete for the
transmission of gas to Gladstone. That is, Glagst@m currently be supplied
with gas that moves via back haul north throughARé&-owned MSRor Epic-
owned MAPS from south-east basins to Moomba, theback haul using the
Epic-owned QSN and the SWQP, and then forward inatthe Jemena-owned
QGP.

Market inquiries suggest that in the future it asgible that some of South
Australian and Queensland produced gas may bedpe shipped to Gladstone
to supply LNG export projects. This would placereager reliance on Victorian
produced gas to satisfy domestic demand and maeaateversal in flow
direction of both the MSP and the MAPS.

The ACCC considers that if a reversal in flow wereccur, the MAPS and the
MSP would compete for the transmission of gas tmd&tone by forward haul.

The ACCC is concerned that, post acquisition, cditipe for the transmission
of gas from southern basins to Queensland demanitesevia Moomba, may
be reduced, as APA would control the only two piped (the MSP and the
MAPS) that are able to transmit gas from south-kasins to Moomba.
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Although Moomba is not a final demand centre, amaase in the price of gas
transmission from the south-east into the Moombaiglikely to result in an
increase in the delivered price of gas in Gladstone

The ACCC understands that these pipelines would tebe reconfigured to
physically reverse flow and that the costs involirethis reconfiguration may
be high.

Furthermore, market inquiries indicate that thaedpeortation of gas via back
haul north from southern basins to Queensland ddroantres may involve
some technical issues (e.g. connection betweeM#&RRS/SEA Gas and the
MSP/EGP; additional compression in from the Codgesin), which can
increase the cost of using this route.

The ACCC invites market participants to comment orwhether/how the proposed
acquisition would lessen competition for the provien of back haul or forward
haul services from the south-east basins (Otway, Ba and Gippsland Basins) to
Gladstone.

In particular, the ACCC invites interested partiesomment on the issues below:

the technical viability of using the MAPS and th&RIfor the transportation g

gas from southeast basins, namely whether it wagdire expansion of

pipelines, specific connections and pipeline canfgions and whether these

are feasible;

whether there are significant costs involved infiguring the MSP and the

MAPS to physically reverse flow and if this is ttese, whether, and to what
extent, it would be economically viable to havethdlows on the MSP and th

MAPS;

whether the delivered price of gas transported fsonth-east basins to
Gladstone would be competitive with the deliveredeof gas transported
through other routes from other basins;

whether and to what extent — in a short term and term scenario - LNG
proponents are likely to use south-east basingpplg Gladstone or prefer
other available options;

whether the proposed acquisition would reduce caoitigrefor gas
transmission from the southeast basins to the Madmitr and result in an
increase in the delivered price of gas in Gladstand

whether any new pipeline development is expectexnldate an alternative to
the MAPS and the MSP routes for the direct trartgpion of gas from
southeast basins to the Moomba hub.

—
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Issues unlikely to pose concern

Reduction in transparency affecting other pipelines

168.

169.

170.

171.

172.

173.

174.

It has been suggested by market participants tleatampetitive and highly
visible prices of the pipelines in eastern Auseralbnstrain prices on pipelines
in other Australian markets. That is, customers game level of negotiating
power through access to information on the prigimgctures of a competitive
market(s).

This would be particularly the case for customgrsrating in both eastern
Australia and on unconnected pipelines like thelones servicing the Northern
Territory and Western Australia given the likeliliothat shippers would have
options with APA in both markets and may co-ordenaggotiations for prices
on its pipelines.

The ACCC'’s further market inquiries suggest that ik not likely to be an
issue directly resulting from the proposed acqguisitAlthough APA might not
publish pricing for the SWQP and the MAPS, shippeosild have other
sources of information from which they would beeatd estimate the
transmission pricing of eastern Australia pipelines

For instance, the Gas Bulletin Boards and the WeldKIM Review Bulletin
contain information regarding: (a) medium to loegt demand for natural gas
and for pipeline services; (b) supply and pipetapacity to meet existing and
foreseeable demand for natural gas and pipelingcest and (c) the outlook for
the natural gas industry, including likely longrteshortfalls in natural gas
reserves, and production or transmission conssaint

Furthermore, the information available on the AEMNI@ regarding the daily
delivered gas pricing in the STTM also providegsHar information from which
transmission pricing can be determined.

The ACCC understands that pricing structures dfff@n pipeline to pipeline.
Pricing is determined on the basis of a numbeacidrs particular to each
individual pipeline, including the size, age of fhpeline and associated
facilities, the operating cost and utilisation loé ipeline.

Considering that tariffs vary considerably acrogelnes, the ACCC is
continuing to investigate what inferences can lasvdrby shippers from
published pricing of APA’s pipelines in eastern &aba, to pricing in Northern
Territory or Western Australia.

The ACCC invites market participants to comment onthe likelihood of the
proposed acquisition resulting in less transparengas transmission prices in
eastern Australia and how this would reduce the bagaining power of shippers in
relation to Northern Territory and Western Australi a pipeline operators,
including APA.
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Vertical integration

175.

176.

177.

178.

179.

180.

181.

A number of market participants are concernedbat acquisition APA would
have an increased ability and/or incentive to flase gas-powered electricity
generators that operate in markets where APA ctlyreperates electricity
generation assets.

Foreclosure could occur through restricting custareility to either access
the APA pipelines or increasing the price or redgdhe quality upon which
that access occurs.

While the ACCC notes that APA’s current electriaiggneration assets do not
appear to be significant, market participants arecerned that APA may
increase its electricity generation asset holdmtipe short to medium term.

APA’s existing gas-fired power generation actistiaclude:

* Dandine: a 27 MW power station located at Kogarstwé Brisbane, that is
powered by coal seam gas, transported through B fRom Arrow
Energy’s gas field, located in south-east Queedsland

* X41: a power station, consisting of 11 individuabgfired engine/generator
sets, each holding around 3 MW capacity, whiclualéd by natural gas
transported on the Carpentaria Gas Pipeline tesklfdr the purpose of
supplying Xstrata’s mine.

The ACCC understands that APA is currently deveigighe Diamantina
Power Station (a 242 MW combined cycle plant) fa purposes of supplying
energy users in Mt Isa and surrounding regions.

Taking into account the size of APA’s gas-fired goweneration assets and its
likely possible further investment in power generatssets, the ACCC
considers it unlikely that the proposed acquisitiuld increase APA’s
incentive and/or ability to foreclose competing-gasvered electricity
generators.

The ACCC is considering whether, post acquisit®RA would be incentivised
to adopt a foreclosure strategy, given that:

* APA would lose transmission revenues that woulddieed from third-
party generators;

* the loss on transmission revenues would not beblfig any increase in
revenues from the power generation business asutipeit from APA’s
electricity generation assets are contractuallyradgted to particular
customers and does not directly compete with etétytigenerated from
other power stations; and

» even if APA were to run its generators at capatieye would be sufficient
left over gas available such that APA would corginol be incentivised to
sell the excess gas to other power generators.
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The ACCC invites market participants to comment onthe likelihood of the
proposed acquisition increasing APA’s ability and mcentive to foreclose
competing gas-powered electricity generators, by straining their access to its
pipelines.

Proposed section 87B undertaking

182.

183.

184.

185.

186.

187.

188.

APA has initiated discussions with the ACCC regagda possible undertaking
pursuant to section 87B of the Act to address wiisA perceives to be the
competition concerns raised during the ACCC’s ahitharket inquiries.

APA advises that the undertaking currently beingtemplated may contain the
following features:

» the divestiture of APA’s 50% interest in SEA Gastpurchaser approved
by the ACCC,;

» the specification of a price ceiling for retail ige services on the MAPS
for a period of five years from the date on whiddAdacquires control of
HDF;

* afive year window from the date on which APA acgsicontrol of HDF
during which shippers can contract for back hanlises on the MAPS up
to a price ceiling. Shippers entering into a casttwaithin that period would
be entitled to contract back haul services up egpitice ceiling for each
year of the contract until 31 December 2024; and

* anegotiate/arbitrate process for the purposesadss seekers negotiating
the price and terms on which access to these ssrwould be provided.

It is understood that the price ceilings referreadbove would be based on the
MAPS’ published rates, adjusted annually for CRI aray be increased for
carbon costs.

The ACCC is continuing its assessment of the pregp@squisition to
determine whether the proposed acquisition woullikieéy to have the effect
of substantially lessening competition in any maskthis has involved further
market inquiries and now the release of this Statérof Issues with a further
round of inquiries to follow. The ACCC is therefaret currently in a position
to form a concluded view as to the necessity, affyoor acceptability of an
undertaking of the kind being foreshadowed by APA.

However, based on the competition concerns arisorg its inquiries to date,
the ACCC'’s preliminary view is that the remedy lgeput forward by APA
would not address the competition concerns outlingtis statement of issues.

Market inquiries will not be commenced unless antll the ACCC is satisfied
that any undertaking put forward by APA is in anfiathat is capable of
consultation.

However, in the interests of streamlining the pss¢¢he ACCC is seeking
preliminary market feedback on the key undertakamgns currently
foreshadowed by APA. In particular, whether and/bat extent the
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undertaking is capable of addressing the competdancerns raised by the
proposed acquisition.

The ACCC invites high level comments on the undertang terms put
forward by APA. In providing a response, you may wWsh to consider:

the utility of such an undertaking, particularlylight of the ACCC'’s
competition concerns outlined above;

the potential risks associated with the undertakemgns put forward by
APA; and

any other comments you have in relation to the $esfrthe undertaking
put forward by APA.

Areas under further investigation

189.

The ACCC is seeking information and evidence froarkat participants in
relation to the preliminary competitive analysiglimed in this Statement of
Issues, and in particular, whether there are fufdeors that should be taken
into consideration by the ACCC in forming a con@dd/iew.

ACCC's future steps

190.

191.

192.

193.

The ACCC will finalise its view on this matter afieconsiders market
responses invited by this Statement of Issues.

The ACCC now seeks submissions from market paditgpon each of the
issues identified in this Statement of Issues andny other issue that may be
relevant to the ACCC's assessment of this matter.

Submissions are to be received by the ACCC no tatarl3 April 2012. The
ACCC will consider the submissions received from iiarket and the merger
parties in light of the issues identified above aldl in conjunction with
information and submissions already provided bypihies, come to a final
view in light of the issues raised above.

The ACCC intends to publicly announce its finalwiey 26 April 2012.
However the anticipated timeline may change in \uith the Merger Review
Process Guidelines. A public Competition Assessrfarthe purpose of
explaining the ACCC's final view may be publishetldwing the ACCC's
public announcement.
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