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1.  SUMMARY

Introduction

International Power Hazelwood (IPRH) presently wins coal from the Hazelwood mine to fuel
their 1,600 MW Hazelwood Power Station, which contributes about 22% to 23% of Victoria's
base load electricity. The project goal is to maintain an uninterrupted supply of coal to
Hazelwood Power Station for the nominal commercial operating life of the business to 2031.
Constraints (streams and roads) to the westward advance of the Hazelwood Mine coalface
have led IPRH to pursue the development in two phases.

Phase 1 began in the West Field in 2001 under existing project approvals and provides
access to sufficient coal to fuel the power station until 2009. The West Field Proposal is
Phase 2 of the West Field development of Hazelwood mine, and entails:

. The diversion of the Morwell River (for the fifth time) to the west of its current course
(the second diversion) and the diversion of Eel Hole Creek and Wilderness Creeks;

. Realignment of the Strzelecki Highway to the west of its current alignment between the
Morwell-Thorpdale Road and the Princess Freeway, and other road improvements;

" The progressive opening up of the new mine with relocation of conveyor systems to
transport the coal and the eventual closure and rehabilitation of the mine.

The EES provides a comprehensive review of all, save one, pertinent issues prior to statutory
approvals, which include a Mining Licence and a Work Authority, Amendment C32 to the
Latrobe Planning Scheme and four planning permits, EPA Works Approval and assessment
under the Commonwealth Environment Protection and Biodiversity Conservation Act 1999.

The sole issue not addressed in the EES is consideration of greenhouse gas emissions
arising from the burning of coal from the Phase 2 of the West Field in the Hazelwood Power
Station. This matter was specifically excluded from the Panels’ Terms of Reference, and was
not addressed in the first round of hearings. Subsequently, and following an appeal to the
Victorian Civil and Administrative Tribunal (VCAT), Justice Stuart Morris directed that the
Panel provide reasonable opportunity for submittors to the amendment to submit evidence, to
have that evidence heard by the Panel, and that the Panel consider the impacts arising from
the burning of Phase 2 coal in the Hazelwood Power Station in making its recommendations.

Accordingly, the Panel reconvened its scheduled hearings and has made its
recommendations following consideration of the impacts on the anthropogenic greenhouse
effect arising from the burning of brown coal in the Hazelwood Power Station.

The Panel has concluded that, as a direct consequence of Justice Stuart Morris’ order, and
contrary to the Minister’s Terms of Reference, it must consider the impacts arising from the
burning of brown coal from Phase 2 of the Hazelwood West Field Mine in the Hazelwood
Power Station comprehensively in relation to all the approvals sought, to the extent that the
emerging government policy, and the detailed information provided by the proponent and
government, allows.
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Some preliminary matters are addressed in Chapter 6 — insufficient time, failure of the
planning authority to consider all submissions, and failure to appoint the Panel under the
Water Act.

The Panel was impressed with the high quality of the EES, and IPRH’s efforts to thoroughly
examine issues relating to the proposal. The Panel commends IPRH for its openness,
diligence and competence in providing information to the Panel to assist the Panel in coming
to its conclusions.

The Panel believes it desirable for DPI to review the Guidelines for ERC’s, particularly with
reference to the ambit of their considerations, to clarify that ERC’s can address off-site effects.

Future electricity needs and the most efficient use of brown coal

Given the lead-time for alternative technologies, the absence of significant demand
management in an environment of low electricity prices, and the expected increase in annual
electricity demand, the Panel concludes that the IPRH proposal for the West Field
development is the most economical alternative for the supply of base load electricity to
Victoria and the National Electricity Market.

Taking into consideration the current and future needs, the size of the brown coal resource,
and the opportunity for increased efficiency from Hazelwood Power Station in the future, the
Panel concludes that the proposal is an appropriate use of the Gippsland brown coal
resource.

The river and road diversions

The Panel endorses the selection of Morwell River Diversion Number 5 (MRD5) by IPRH in
favour of other possible river diversions. In relation to the mining method, the Panel accepts
that it is presently economic to maintain the dredger operation, and notes that a shift to partial
dozer operations is likely as new plant is required.

The location of MRD5 will be a constraint to any future development of the Diriffield Coalfield
over which HRL Developments Pty Ltd (HRL) has an exploration licence. The Panel
concludes that it is entirely reasonable for IPRH to seek approval for the location of MRD5 and
the relocation of the Strzelecki Highway in the manner set out in the EES. The mining
legislation, the planning framework and past experience support the view that infrastructure
can appropriately be sited on land covered by exploration licences held by third parties.

The Exploration Licences awarded to HRL do not confer on HRL any right to access to the
coal within the tenements unfettered by infrastructure. A key principle in deciding who should
pay the future costs for relocating infrastructure, including the future replacement of MRD5
(presuming it is constructed by IPRH in the next few years), is that costs should be borne by
the parties to whom benefit accrues at the time of relocation.

With respect to the proposed MRD5 and the diversions of the Eel Hole and Wilderness
Creeks, the Panel concludes that the location, design and construction processes are
satisfactory. From an environmental point of view, the Panel is of the opinion that the
proposal for the MRD5 is far superior to the currently operational MRD2 (which relies upon an
underground drain for low level flows with minimal treatment of the flood way channel) and
allowing for the fact that it will be ‘man-made’, it will be a reasonable facsimile of a natural
water course.
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The Panel generally accepts the alignment and configuration of the Strzelecki Highway
deviation, and the proposals for re-routing over-dimensional vehicles, with minor suggested
changes.

Environmental impacts

The Panel concludes that the work undertaken by IPRH, and by Biosis on its behalf, to
investigate flora and fauna impacts, and to provide ameliorative measures, has met most
reasonable expectations. The Panel notes that there will be ongoing discussions between
IPRH and DSE to finalise the Net Gain offset requirements, as is the usual case following
project approval. The Panel supports the negotiated agreement between IPRH and DSE for
the undertaking of some limited additional fauna surveys.

The Panel concludes that the studies undertaken, and the Net Gain offsets to be finalised to
the satisfaction of DSE, will satisfy the requirements of the Flora and Fauna Guarantee Act
1988, Victoria's Native Vegetation Management—A Framework for Action, and the controlling
provisions of the EPBC Act which have been applied to the project (listed threatened species
and communities).

IPRH have demonstrated the advantages of the current process of monitoring the
performance of the operation of aquifer depressurisation in order to achieve the dual goals of
operational safety and minimisation of aquifer extraction. This program must continue in a
similar manner until the coal extraction process and the rehabilitation of the mine are
complete. While ground water extraction is significant, there is only minimal (if any) impact on
other users.

The modelling of dust has been based on discussions with the EPA to ensure that the
modelling would meet the EPA’s expectations in terms of methodology and comparison with a
number of standards of air quality. The results show that dust is a potential problem at some
residences relatively close to the construction activities in some years. Although the number
of predicted exceedances of the PM1q intervention level is not high, these occurrences
demonstrate the need for an effective dust control strategy.

The risk assessments performed for silica in dust, which is a causative factor for lung cancer
and silicosis, have been thorough and convincing. On the basis of these risk assessments,
the Panel concludes that the health impacts on neighbours and the general public are very
unlikely to be significant or indeed measurable.

The Panel has some concerns about the background noise measurements and the
methodology used in modelling future noise by IPRH’s noise consultant. The use of
excessively conservative data, eg noise from all equipment being under full load as input to
the noise model, is not very convincing. The statement that because of the conservatism, the
predicted noise levels are up to about 5 dBA seems to be a sweeping over simplification.

While the general outcome of the noise modelling is that noise is unlikely to be a serious
nuisance to neighbours, this is not beyond doubt. For this reason the Panel’s view is that the
planned monitoring program for the West Field Project needs to be carefully considered.
Further manned background measurements should be carried out at sites where exceedances
are most likely (BG5, BG6 and BG7), and monitoring of noise arising from the construction
and operations should be undertaken in response to complaints until sufficient experience is
obtained to use professional judgement augmented by some measurements. Final details of
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the additional background measurements and the frequency of monitoring measurements
should be decided in consultation with EPA.

The assessment of greenhouse gas emissions from the construction of the road and river
diversions and from coal mining has been adequately addressed in the EES in general,
although some efficiency gains are still possible, especially with the pumping activities
associated with the mine, which will continue till mine closure.

The potential increase in global temperature from emissions of greenhouse gases from the
HPS are estimated to be up to between 0.00009-C and 0.00027-C in 2030. These increases,
and their consequential effect on rainfall events, are still very small, if taken in isolation to
other emissions world wide. An order-of-magnitude estimate of the discounted financial cost
of the impacts of greenhouse gas emissions from HPS over the period 2011 to 2031 (and the
effect of those gases in the global ecosystem for many years after that) compared to replacing
HPS with a more greenhouse friendly option, might be of the order of $200 million.

Views relating to conditions of sale of HPS to IPR, the uncertainty of whether potential
replacements to HPS would yield significant greenhouse advantages in the short to medium
term, considerations of sovereign risk, and the likelihood of an emissions trading scheme
being implemented at a national level in the medium term, differ substantially. The voluntary
agreement between IPRH and government (the Deed) outlined in broad terms to the Panel
appears to provide a reasonable way forward in the short term, and is supported by the Panel,
subject to close specification of the relevant parameters, assurances that the finalised Deed
will not compromise any future ETS or the continuation of the PEM(GGEE), and
recommended monitoring and reporting arrangements.

The Panel concludes that IPRH have taken reasonable steps to ameliorate and manage the
visual intrusion impacts of the proposal to an acceptable level.

To ensure the proper protocols relating to Aboriginal sites and heritage places are followed,
these should be referenced as a condition in the relevant planning permit and the mine work
plan.

Retention of jobs by the extension of the Hazelwood mine is a clear community priority.
Closure of the Hazelwood power station and mine complex in 2009 would be likely to create a
high level of unemployment in the Latrobe Valley. Sufficient time is required to develop
alternative brown coal to electricity generation to enable the workforce to remain relatively
constant.

In the long-term the mine void will become a lake. Flooding the mine needs to be done in a
controlled and measured way over many years. There are, however, a number of significant
uncertainties that need to be resolved before a mine closure plan and rehabilitation plan can
be finalised. There is uncertainty about the hydraulic connection between the Morwell and
Traralgon aquifers, which has implications for the stability of the mine. There is also
uncertainty about ensuring the long-term drainage of water from the joints between the coal
blocks to prevent collapse of the unmined coal batters. A further uncertainty is the choice of
techniques and practices that will produce the best revegetation outcome for the rehabilitation
of the Hazelwood mine.

These uncertainties are common to all the miners in the Latrobe Valley. Consequently there
appears to be considerable advantages by the industry adopting a co-operative approach with
DPI taking a coordinating role to assist in the resolution of the rehabilitation issues.
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Environmental management and approvals

The proposed Planning Environmental Management Plan, renamed the Project Environmental
Management Plan, will comprehensively detail the various requirements identified at the
present stage of the project development, including the requirements for construction (Chapter
7, the CEMP) and operations (Chapter 8, the OEMP). It will evolve throughout the finalisation
of the approval process, through detailed design, through the construction of the stream and
road diversions, through the mine operation and through the rehabilitation of the mine. The
document is a key reference source for the Planning Permit to construct the stream and road
works, for the work plan(s) for the extension of the mine, and for the EPA Works Approval.

The Panel concludes that subject to the various recommendations made throughout the Panel
Report, the impacts associated with the proposal have been properly considered, and in the
main can be adequately ameliorated. Although there are some significant impacts which
cannot be ameliorated, and some residual impacts after ameliorative measures, these are
outweighed by the benefits to the State in terms of the significant contribution that Hazelwood
Power Station will continue to make to Victoria’s power supply, and the benefits to local
economic activity, employment and social cohesion, particularly in those years before more
energy efficient combustion technologies are put into commercial operation to better utilise the
brown coal resource.

The Panel concludes that, providing a satisfactory negotiation on greenhouse gases is
concluded, and consideration is given to the recommendations of the Panel that relate to the
conditions for mining and ongoing management and monitoring being adopted in either the
Mining Licence, the Work Plan or the PEMP as appropriate, the extended Mining Licence to
be sought by IPRH can be issued.

The Panel concludes that Amendment C32 should be adopted and Planning Permits 04189,
04190, 04191 and 04192 should be granted, subject to any requirements flowing from the
Minister's Assessment following consideration of the Panel Report and the conclusion of the
separate process in relation to greenhouse gas emissions from HPS, and with minor
amendment to the proposed conditions on 04190 relating to Net Gain and environmental
management.

The Panel concludes that the issues raised by EPA can be accommodated in the Works
Approval WA55174, and that the EPA should take into consideration the detailed conclusions
and recommendations in Chapters 11, 14, 15, 16, 17, 20 and 21 relevant to the Works
Approval.

The Panel concludes that the issue of a licence under the Water Act is not imminent. No
evidence about it has been presented to the Panel, and hence the Panel is not in a position to
make any findings or recommendations.

The Panel concludes that the requirements of Sections 130 and 133 of the EPBC Act, which
require that the State must provide a notice stating that the impacts of other aspects of the
proposal have been assessed to the greatest extent practicable, can be satisfied through a
combination of consideration of the Panel’'s conclusions and recommendations, and the
conclusion of the separate process on power station greenhouse gases.
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2. THE PANEL PROCESS

21 THE PANEL

This Panel was appointed by the Minister for Planning on the 1 July 2004 pursuant to Section
9 of the Environment Effects Act 1978 to hold an inquiry into the environmental effects of the
Hazelwood Coal Mine EES extension (commonly known as West Field Phase 2).

Subsequently the Panel was appointed under delegation on the 21 July 2004 pursuant to
Sections 153 and 155 of the Planning and Environment Act 1987 to hear and consider
submissions in respect of Amendment C32 to the La Trobe Planning Scheme. This
amendment is required to rezone land covered by the West Field Project to reflect the
changes in use resulting from the project. Four planning permit applications were jointly
exhibited to facilitate various matters associated with the International Power Hazelwood’s
West Field proposal, including the diversion of the Morwell River and Eel Hole and Wilderness
Creeks, the deviation of the Strzelecki Highway, and the closure of a number of roads.

The planning authority is Latrobe City Council and the proponent is International Power
Hazelwood (IPRH).

The Panel consisted of:

" Chairperson: Robin Saunders
" Member: Geoff Angus

= Member: Bob Evans

2.2 TERMS OF REFERENCE

Terms of Reference for the Panel Inquiry for the West Field Project — Phase 2 of the
Hazelwood Mine West Field Development under the Environment Effects Act 1978 and the
Planning and Environment Act 1987 were issued by Mary Delahunty, MP, Minister for
Planning on 1 June 2004.

A copy of the Terms of Reference is provided at Appendix A. The Terms of Reference were
generally quite broad and enabling, with certain exceptions, namely:

. the exclusion of consideration of matters relating to greenhouse gas emissions from the
Hazelwood Power Station, with the note that these matters are being addressed
through a separate process;

. the direction to hold a Directions Hearing approximately two weeks from the close of
exhibition of the EES, on 12 July 2004;

. that public hearings should commence within approximately two weeks of the Directions
Hearing — 26 July 2004.
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. The Panel is required to report to the Minister for Planning within six weeks of its last
hearing date.

2.3 INITIAL HEARINGS, DIRECTIONS AND INSPECTIONS

A Directions Hearing was held on 12 July 2004 at Powerworks, Ridge Road, Morwell. A
number of directions were made, and a copy of the Directions is provided at Appendix B1.
The Directions related to the timing of the provision of Expert Witness Statements (generally
by 19 July 2004), and sought additional advice on the issues of:

a) The more efficient use of brown coal;

Options for the river diversion;

Implications of issue (b) above on (a);

Coal winning methods;

Rehabilitation;

Environmental management;

g) Aresponse to the Strategic Assessment Guidelines.

o O T

)
)
)
)

D

e}

Subsequently Clayton Utz drew to the Panel’s attention that the date set for expert witness
reports and statements on behalf of HRL had been 3 August 2004, but this was not reflected
in the written directions. The Panel confirmed that an oversight had been made, and that the
date for the expert witness reports and statements on behalf of HRL was 3 August 2004.

Mr Barton Napier, Principal, Enesar Consulting Pty Ltd wrote to Planning Panels Victoria on
19 July 2004 requesting that date for the Earth Tech Expert Witness Statement be extended
to 23 July, in order that issues raised in the DSE late submission (received by Enesar on 9
July 2004) could be addressed. This was agreed.

The Panel Hearings were held on 26, 27, 28, 29 & 30 July 2004 and 4, 6, 9, 11 & 13 August
2004 at Powerworks. A further Hearing was held on Friday 27 August, to provide an
opportunity for the Panel to ask for any elaboration it might have concerning the voluminous
responses to various questions asked by the Panel throughout the hearing. HRL also sought
leave to provide further information on that date.

IPRH were a little concerned that the delay of two weeks would add to the time before the
Panel report was submitted. The Panel sought to allay that concern by stating that it was their
intention to complete the report by 4 October 2004.

The Panel members inspected the site and surrounding areas immediately following the
conclusion of the Directions Hearing on 12 July 2004. Notice of the Panel’s intention was
provided to submitters. The inspection was undertaken from a small bus provided by IPRH,
and a number of submitters took part in the inspection.

The Panel members also undertook an inspection of the Yallourn Energy Morwell River
Diversion presently almost constructed through the Yallourn Open Cut, to gain a better
appreciation of the scale of the diversion works.
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2.4 INITIAL SUBMISSIONS

A list of all written submissions to the EES and Amendment C32 to the La Trobe Planning

Scheme is included in Appendix C1.

The Panel has considered all written and oral submissions and all material presented to it in

connection with this matter.

The Panel heard the parties listed in Table 1 below.

Table1  Submitters at the Panel Hearing

Submitter

Represented By

The Department of Sustainability and
Environment (DSE)

Mr Geoff Ralphs — Environment Assessment
Process

Mr Rolf Willig — Environmental issues

Peter McHugh, Manager Flora and Fauna,
Gippsland Region

International Power Hazelwood (IPRH)

Mr. Stephen Davis, Partner of the firm Mallesons
Stephen Jaques, and Barton Napier, Principal of
the firm Enesar Consulting Pty Ltd. They called
the following witnesses:

Mr Dave Quinn, CEO IPRH
Mr Andrew Clarke, Matrix Planning Australia

Mr Ross Hardie, Earth Tech Engineering Pty
Ltd

Dr Robert (Bob) Keller, R J Keller &
Associates

Mr Gustaf Reutersward, Richard Heggie
Associates Pty Ltd

Dr Graeme Ross, CAMM

Dr Roger Drew, Toxikos Pty Ltd (written
statement only)

Mr Stephen Mueck, Biosis Research Pty Ltd
Mr Richard Polmear, IPRH

Mr Anthony Lane, Lane Consulting Pty Ltd
Mr Don Johnson, RTL

Dr Ross Gawler, McLennan Magasanik
Associates (MMA)

Mr Tony Innocenzi, IPRH
Mr Steve Rieniets, IPRH

Dr Keith Orchison AM, Director, Coolibah
Pty Ltd (by telephone link)

Ms Carmel Coyne, - Enesar Consulting Pty
Ltd
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Submitter

Represented By

West Gippsland Catchment Management
Authority

Mr Geoff Hocking, CEO (written submission to
the hearing)

Mr Graeme Jackson, Manager, Flood Plain
Management

Department of Primary Industries (DPI)

Mr Guy Hamilton, Development Manager

Mr Roger Dawson

Latrobe City Council

Ms Elaine Wood, Planning Manager
Mr Paul Buckley, Acting CEO

Environment Defenders Office

Mr Barnaby Mclirath
Mr Darren Gladman

Dr Mark Diesendorf, Director of the
Sustainability Centre (by telephone link)

VicRoads

Mr David Gellion, Team Leader Planning

Mr Paul Taylor, Manager Transport Safety
Services

Mr Joe Bechaz, Transport Safety officer,
VicRoads Eastern Region

Environment Protection Authority (EPA)

Mr John Marsiglio

John Hehir

Mr John Hehir

Australian Power & Energy Ltd

Mr David Lea

Stanley Brown

Mr Stanley Brown

Gippsland Trades and Labour Council

Ms Julie Tyrrell

Ms Valery Prokopiv

Mr John Parker
Chris Fraser Mr C J Fraser
George Phair Mr George Phair

National Council of Women of Victoria

Dr Pat Phair, Environmental Adviser

Institute of Public Affairs

Mr Alan Moran

HRL Limited

Mr Tony Ferguson,

Mr lan Lonie, Clayton Utz assisted by Ms
Sallyanne Everett, Special Counsel, who called:

- Mr Ted Waghorne and Mr Glen Reinsch,
GHD Pty Ltd

- Dr Robert Gauton and Mr Kevin Duggan,
BFP Consultants Pty Ltd

- MrLewis Sayer, WSC Planning Pty Ltd

- DrTerry Johnson, HRL Developments Pty
Ltd
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Lorna Long, a community member on the Environmental Review Committee (ERC), attended
throughout. Her interest on behalf of the ERC was appreciated by the Panel.

A list of the Exhibits (Expert Evidence, presentations and submissions) tendered during the
Panel Hearing is provided at Appendix D.

In drafting its report, the Panel has freely used text provided in the EES and in submissions.
Such usage has only been specifically acknowledged where it is desirable to source the
material to a particular submitter.
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3. WHAT IS PROPOSED?

3.1 THE SUBJECT SITE AND SURROUNDS

The site of the IPRH West Field Proposal is immediately to the west of the Hazelwood open
cut brown coal mine. IPRH presently win coal from the mine to feed their 1,600 MW
Hazelwood Power Station, which contributes about 22% to 23% of Victoria’s base load
electricity. To the north across the Princess Freeway lies the city of Morwell. To the northeast
lies the Corridor Coalfield, and beyond that the Yallourn open cut. To the east across gently
rising ground lies the Driffield Coalfield, and beyond that the Haunted Hills. To the south lies
the township of Yinnar, and beyond that the Strzelecki Ranges. To the southeast is the
Hazelwood Power Station, the Office Coalfield (overlain with ash ponds and overburden
dumps) and further to the south the Hazelwood Cooling Pond.

The predominant land use in the area off the existing mines is broad acre farming, and little of
the indigenous vegetation remains. The Morwell River runs from the south to the north across
the proposed mine extension, in a man-made grass covered flood plain, with a low flow
underground large concrete pipe below it. At the northern end of the river, IPRH have
developed extensive wetlands. Wilderness Creek and Eel Hole Creek are tributaries of the
Morwell River at the south east of the open cut. Other infrastructure in the area includes local
roads and the Strzelecki Highway and a range of high voltage transmission lines. These
features are shown in Figure 1 below.

Figure 1 View from above Yallourn Mine to the IPRH operation and the Strzelecki Range
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3.2 NATURE OF THE PROPOSAL

The project goal is to maintain an uninterrupted supply of coal to Hazelwood Power Station for
the nominal commercial operating life of the business to 2031. Constraints (streams and
roads) to the westward advance of the Hazelwood Mine coalface have led IPRH to pursue the
development in two phases.

Phase 1 began in the West Field in 2001 under existing project approvals and provides
access to sufficient coal to fuel the power station until 2009. Phase 2 of the West Field
development of Hazelwood mine is shown in Figure 2, and entails:

. the diversion of the Morwell River (for the fifth time) to the west of its current course (the
second diversion);

= the diversion of Eel Hole Creek and Wilderness Creek;

. realignment of the Strzelecki Highway to the west of its current alignment between the
Morwell-Thorpdale Road and the Princess Freeway;

" upgrading the Yinnar—Diriffield Road to replace the section of Brodribb Road to be
closed between Strzelecki Highway and Yinnar Road;

" the progressive opening up of the new mine with supporting conveyor systems to
transport the coal;

. the eventual closure and rehabilitation of the mine.

3.3 THE EXHIBITED DOCUMENTS

331 THEEES

On 4 April 2003, following advice from the Victorian Minister for Energy Industries and
Resources, the Victorian Minister for Planning advised IPRH that an EES would be required
for the West Field Project. The EES consists of some 2,500 pages, including a Main Report of
over 500 pages, and four Volumes containing 17 supporting studies. A Summary Report of 82
pages was also prepared and exhibited.

The purpose of the EES process is to provide information on which the various approvals for
the project can be based, and to do this in an integrated manner so that the separate
approvals are not made in isolation, but in a comprehensive understanding of the likely
advantages and disadvantages of the proposal.

Under “Project Approvals” the EES details the following requirements:

" a Mining Licence (and the need for lifting the exemption on the issue of exploration and
mining licences pursuant to Section 7(5) of the Mineral Resources Development Act
1990); and a Work Authority prior to any work commencing;

. a licence to construct Stream Diversion Works under Section 67 of the Water Act 1989;
" Amendment C32 to the Latrobe Planning Scheme and four planning permits;
. EPA Works Approval;

. assessment under the Commonwealth Environment Protection and Biodiversity
Conservation Act 1999.

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf DSDBI.0003.001.0111

Page 13

Figure 2 Proposed project features

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf DSDBI.0003.001.0112

Page 14

Other consents necessary prior to the commencement of works include:
. consent under the Crown Lands (Reserves) Act 1978;

. permits, if required, under the Flora and Fauna Guarantee Act 1988, the Wildlife Act
1975, the Archaeological and Aboriginal Relics Preservation Act 1972 and the Heritage
Act 1995;

" an agreement to a land exchange pursuant to the Lands Act 1958 and the Crown Land
Reserve Act 1978, and any necessary transfer of Crown land, required for the
relocation of the Morwell River and Strzelecki Highway.

3.3.2 THE MINING LICENCE AND WORK AUTHORITY

In privatising the electricity industry, the Victorian Government exempted land shown in Figure
3 from being subject to an exploration licence or mining licence or both. The exemption was
applied to ensure the State Planning Policy’s requirements for orderly development of the
brown coal resources are achieved. The area was extended in April 2001 as part of the
Victorian Government's Brown Coal Tender initiative. Figure 3 shows the exempted areas,
and existing mining and exploration licences in the region.

Figure 3 Existing tenements and land exempted from licence application

In August 2002 IPRH applied to the Minister for Energy Industries and Resources to lift the
exemption over the proposed IPRH Mining Licence Application Area. Figure 4 shows the area
of the existing IPRH Mining Licence (MIN5004) and the proposed IPRH Mining licence
Application, and shows its spatial relationships with the abutting existing IPRH Mining Licence,
the HRL Exploration Licence and the Yallourn Energy Pty Ltd Mining Licence
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Figure 4 Exiting and proposed tenements (local)

No work can begin in a mining licence area (tenement) until a Work Authority is granted by
DPI. Before granting a Work Authority DPI must be satisfied that the licensee has:

] an approved work plan;
. entered into a rehabilitation bond;
. obtained all other necessary consents;

. obtained the written consent of owners and occupiers of affected land, complete with
any necessary compensation agreements.

It should be noted that the MRD Act prevents mining licences exceeding 260 ha unless the
Minister decides otherwise. IPRH will, therefore seek four mining licences covering a total
area of some 603 ha, and will subsequently consider amalgamating its licences. For
simplicity, the Panel refers to the new licences to be sought as a single new licence.

3.3.3 THE AMENDMENT

The brown coal province is zoned “Special Use Zone 1 — Brown Coal” in the La Trobe
Planning Scheme. As shown in Figure 5, a number of other zones and overlays apply to the
area covered by the proposal. These include zones PUZ1, PPRZ, RDZ1and RDZ2, and
overlay LSIO.

Within the SUZ1 zone, Mining (subject to Clause 52.08), Road, Minor utility installation, and
Utility installation [other than Minor utility installation] (so long as it is directly associated with
the mining, and has a 1000 metre buffer distance) are Section 1 uses, where a permit is not
required. The West Field Phase 2 mining proposal is over 1000 metres from the nearest
residential zone (Morwell).
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Figure 5 La Trobe Planning Scheme - Current zones and overlays

Clause 52.08 Mining states that a permit is required to use or develop land for mining, unless
either:
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. An environment effects statement has been prepared under the Environment Effects
Act 1978 and mining is exempt from the requirement to obtain a permit under Section
42 or Section 42A of the Mineral Resources Development Act 1990.

. The mining is in accordance with and within an area covered by a mining licence
granted or Order made by the Governor in Council under Section 47A of the Electricity
Industry Act 1993.

Amendment C32 is required to rezone land covered by the West Field Project to reflect the
changes in use resulting from the proposed road and stream deviation works and the
extension of the mine over the previous location of roads covered by Road Zone — Category 1
(RDZ1) and Road Zone — Category 2 (RDZ2). The amendment provides for removal of parts
of the Land Subject to Inundation Overlay (LSIO) which the Fifth Diversion of the Morwell
River will render unnecessary, the addition of a PAO2 in favour of VicRoads for acquisition of
the Strzelecki Highway Deviation road reserve, and the addition of Road Closure Overlays
(RXO) for a number of local roads which will be within the proposed West Field mine
extension.

3.3.4 THE PLANNING PERMIT APPLICATIONS

Amendment C32 forms part of a joint planning scheme amendment and four applications for
planning permits under Division 5 — Combined Permit and Amendment Process under the
Planning and Environment Act 1987.

Planning permit application 04190 is for the construction of those parts of the Fifth Morwell
River Diversion, the Wilderness Creek Diversion, and the Eel Hole Creek Diversion outside
Mining Licence 5004 and the proposed Mining Licence.

Planning permit applications 04189, 04191 and 04192 are for subdivision of land to be
acquired by IPRH for the West Field Project for the construction of the Strzelecki Highway
Deviation, Fifth Morwell River Diversion and Eel Hole Creek Diversion (where only part of titles
are required for the works).

3.3.5 THE EPAWORKS APPROVAL

Hazelwood Mine and Hazelwood Power Station are scheduled premises under the
Environment Protection Act 1970, and mining activities are subject to EPA Licence EM30856.
Hazelwood Mine discharges wastewater to the Morwell River under the terms and conditions
of its licence.

EPA has determined that the West Field Project will require a works approval for the
wastewater discharges associated with the construction of the road deviation and stream
diversion works. To satisfy the Protocol for Environmental Management (Greenhouse Gas
Emissions and Energy Efficiency in Industry), the works approval application incorporates an
emissions inventory of the road deviation and stream diversion construction works.

3.36 OTHERAPPROVALS

The most significant other approval is that required by the Commonwealth under the
Environment Protection and Biodiversity Conservation Act 1999 (EPBC Act). A referral was
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made by IPRH, particularly in relation to the Strzelecki gum, a listed threatened species under
the EPBC Act. The delegate of the Commonwealth Minister for the Environment and Heritage
declared the project a ‘controlled action’ citing Sections 18 and 18A (listed threatened species
and communities) as the controlling actions. The Victorian EES process has been accredited
as the required level of assessment under the EPBC Act (see EES Main Report Section
2.31).

3.3.7 EXHIBITION

The EES, the EPA Works Approval application No WA 55174, the preparation of Amendment
C 32 to the La Trobe Planning Scheme, and Planning Permit applications numbers 04189,
04190, 04191and 04192 were jointly advertised in the Government Gazette on 13 May 2004,
Latrobe Valley Express on 6 May 2004, the Herald Sun on 12 May 2004, and in The Age and
the Weekend Australian on 8 May 2004. The closing date for submissions was 18 June 2004.
Submissions were requested to be sent to Planning Panels Victoria, and advice was provided
in the advertisement that copies of all submissions would be sent to IPRH, DSE, Latrobe City
Council and EPA.

3.4 POWER STATION GREENHOUSE GASES

At the Directions Hearing on 12 July 2004, Counsel for HRL submitted that the Terms of
Reference to the Panel wrongly exclude consideration of greenhouse gases produced at the
power station through use of the coal from the West Field. Counsel for HRL argued that there
is no provision for such a direction by the Minister in the Environment Effects Act, and it is
contrary to the requirements of that Act, and to the requirements of the Planning and
Environment Act.

Submissions to the Panel at the Directions Hearing by the Environment Defenders Office (Vic)
Ltd (EDO) supported the views of HRL, and separately submitted that the Panel should
consider the impact of greenhouse gases from the burning of brown coal from the proposed
Phase 2 of the West Field Project mine extension.

The Terms of Reference issued by the Minister for Planning to the Panel state that:

“The Panel is not to consider matters related to greenhouse gas emissions from the
Hazelwood Power Station — these issues are being addressed through a separate
process.”

The Panel notes that the Terms of Reference do not imply that the greenhouse gas emissions
from the power station are not relevant to the assessment of the proposal. Indeed, as the
submission from the counsel to HRL states, the purpose of the proposal is to provide a
continuing and uninterrupted supply of coal to the existing Hazelwood Power Station beyond
20009, to the end of the power station’s commercial operating life to 2031. Additionally the
justification for the project entails consideration of the detriment to the economic and social
well being of the Latrobe Valley and Victoria if Hazelwood should be forced to close in 2009
for want of coal.
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The Panel enquired what the “separate process” was. Mr Dave Quinn, CEO of IPRH, advised
the Panel that he was involved in negotiation with the Minister for Energy, Industries and
Resources on the issue, and this was confirmed by the representative of DPI.

The Panel took the view that what was essential was that before a comprehensive
assessment of the West Field Project was completed, all the major issues surrounding it
should be carefully considered. While one key issue was, by the Minister’s Terms of
Reference to the Panel, outside its purview, nevertheless a comprehensive assessment would
be possible provided that the Minister, in making the assessment, took into account both the
Panel’s report and recommendations and the results of the separate process on the power
station greenhouse gases.

The Panel advised the hearing of this view, and the parties agreed to take part in the hearing
on this basis. It should be said that no undertakings were sought or given to prevent parties
from exercising their rights with respect to the process.

3.5 APPEALTO VCAT

On 20 August 2004 the EDO, acting for the Australian Conservation Foundation, World
Wildlife Fund for Nature Australia, Environment Victoria and the Climate Action Network
Australia, requested a determination under s.39 of the Planning and Environment Act 1987 by
the Victorian Civil and Administrative Tribunal. EDO submitted that the Panel failed to comply
with the relevant provisions of the Planning and Environment Act 1987, and sought relief
pursuant to 5.39(4) of the Planning and Environment Act 1987. The relief sought included:

" A direction that the planning authority not adopt the amendment until the Panel provides
a reasonable opportunity for the parties to bring forward evidence on the issue of
greenhouse gas emissions from the Hazelwood Power Station, and then reconvene to
hear and consider those submissions; and

" Declarations that the Panel failed to exercise its discretion under sections 168 and
161(1)(d)(i) of the Planning and Environment Act 1987, that the Panel is not bound by
the Ministerial Terms of Reference to the extent that they purport to divert the Panel
from its responsibilities under Divisions 1 and 2 of Part 2 and Part 8 of the Planning and
Environment Act 1987, and that the Panel is bound to exercise its discretion to consider
relevant evidence and other duties under these provisions, that the Panel has breached
its duty under s.24 of the Planning and Environment Act 1987 by failing to consider the
Applicant’s submission of greenhouse gases, and in doing so has denied the
Applicant’s natural justice, and therefore breached its duty under s.161(1)(b) of the
Planning and Environment Act 1987.

A Directions Hearing was held by VCAT on 3 September 2004, and the matter was heard on
13 October 2004. The order by the VCAT President, Justice Stuart Morris, dated 29 October
2004, directed the Panel to provide opportunity for submittors to make submissions on the
issue, and to hear those submissions and consider them in making its recommendations to
the Planning Authority. Following a slips hearing held by Justice Morris to clarify aspects of
his earlier decision, the Order was corrected to include the proponent (IPRH) and any
authority.

The corrected decision is attached in full as Appendix E.
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3.6 FURTHER EXHIBITION AND RECONVENED HEARINGS

The consequential actions taken in response to the order by Justice Morris were:

. Planning Panels Victoria sent a letter (dated 25 November 2004) to all 570 submittors,
inviting further submissions on the issue of greenhouse gas emissions from the power
station arising from the burning of brown coal from Phase 2 of the Hazelwood Mine.
Such written submissions were requested to be submitted by 13 December 2004. The
letter advised of a further Directions Hearing on Friday 17 December 2004.

" Further submissions were received, and these are listed in Appendix C2.

. The Directions Hearing was held on 17 December 2004, and the Panel issued further
Directions as set out in Appendix B2.

These Directions of 17 December 2004 outlined the proposal by IPRH, and agreed by other
parties, for a further public exhibition of material, with an invitation for further submissions.
The exhibition was advertised in the Latrobe Valley Express, the Age and the Government
Gazette on 5t and 6t January respectively.

In addition to the Amendment documents (including the West Field Phase 2 Environment
Effects Statement), the following additional documents relating to the issue of greenhouse
gases were placed on exhibition:

" A report which will form the basis of a presentation to be given by Mr Dave Quinn, CEO
of International Power Hazelwood, to the panel hearings to be held in 2005 to consider
the impact of greenhouse gas emissions from the Hazelwood power station;

. Strategic Assessment Guidelines from Mr Andrew Clarke, of Matrix Planning Australia
Pty Ltd and further comments on the Strategic Assessment Guidelines from Latrobe
City;

" A copy of the International Power Hazelwood’s Annual Report on the Environment,
Health & Safety and Community 2003;

" A report prepared by CSIRO in response to a request for reconsideration of the
Commonwealth Minister for the Environment’s decision that the proposed West Field
mine expansion is a “controlled action” under the Environment Protection and
Biodiversity Conservation Act 1999 (Cth) on the basis of new information, and an
accompanying report in relation to the same issue prepared by Enesar Consulting Pty
Ltd; and

" The DSE brochure entitled “Climate Change in West Gippsland”, prepared by CSIRO
(Atmospheric Research) on behalf of the Victorian Government.

The reconvened hearings were held at Powerworks on 24 and 25 January, and 1 and 2
February 2005. Written submissions and expert witness statements tabled at the hearings are
listed in Appendices C2 and D2.
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The Panel heard the parties listed in Table 2 below.
Table2  Submitters at the Reconvened Panel Hearing
Submitter Represented By
The Department of Infrastructure (Dol) Mr Richard Bolt
Dr Helen Murphy (assisting)
International Power Hazelwood (IPRH) Mr. Stephen Davis, Partner of the firm Mallesons

Stephen Jaques called the following witnesses:
— Mr Dave Quinn, CEO IPRH
— Mr Andrew Clarke, Matrix Planning Australia

GTL Energy Mr John Harrison
Environment Defenders Office Mr Barnaby Mcllrath called the following
witnesses:
— Dr Alan Pears, Adjunct Professor RMIT
University
— DrHugh Saddler, Managing Director, Energy
Strategies Pty Ltd
Australian Conservation Foundation Mr Charles Berger
Cooperative Research Centre for Clean Power ~ Mr Malcolm Mcntosh, Manager Technology
from Lignite Development
Environment Protection Authority (EPA) Mr John Marsiglio
Energy Supply Association of Australia Limited ~ Mr Brad Page, CEO
(esaa)
Australian Power & Energy Ltd Mr David Lea
Gippsland Trades and Labour Council Mr John Parker, Secretary
Minerals Council of Australia Mr Chris Fraser, Executive Director Victoria and
Mr Peter Morris, Senior Director, Economics and
Commerce

Mr Tony Ferguson of HRL Limited confirmed the “new cooperative approach” between IPRH
and HRL outlined by Mr Dave Quinn.

Mr Tony Concannon, Managing Director, Australia of International Power attended Day 14 of
the hearing.
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4. ISSUES

41 NATURE OF SUBMISSIONS

411 INITIAL SUBMISSIONS

Five submissions on the Planning Scheme Amendment and permits were submitted directly to
the Planning Authority, Latrobe City Council. One of these, from Origin Energy, advised of “no
objection” to the letter and plan, while the other four referred specifically to Amendment C32
and Planning Permits No. 04189, 04190, 04191 and 04192. In relation to the other four, the
CFA, West Gippsland Catchment Management Authority (WGCMA), and Department of
Primary Industries (DPI) advised of “no objection”, while Gippsland Water had no objection to
the granting of the permits subject to a specified condition being inserted, requiring the referral
of the plan of subdivision lodged for certification.

Planning Panels Victoria received 567 written submissions on the exhibited documents. The
submissions came from present and past employees at Hazelwood, contractors and staff,
other industries and industry bodies associated with power generation in Victoria, residents of
the Latrobe Valley, community organisations and Government agencies. Many of these
submissions supported the proposal, and followed one of nine standard submission formats.
The numbers of such submissions are tabulated below in Table 3, and a brief description of
the topics mentioned in the various pro-forma submissions follows after the Table.

Table3 Pro-forma submissions

Description Number
Type 1 Approx 300
Type 2 Approx 67
Type 3 Approx 15
Type 4 Approx 4
Type 5 Approx 10
Type 6 Approx 8
Type 7 Approx 18
Type 8 Approx 28
Type 9 Approx 13
Total Approx 463

A number of other submissions followed one or other of the standard forms, and appended
additional comments of support. A copy of the Type 1 submission is attached at Appendix F.

The Type 1 submissions covered a number of issues, including:
. security of employment associated with the West Field proposal;
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. pride in IPRH’s environmental performance;

. importance of low cost electricity in attracting major manufacturing industries to the
state, and the role of West Field in continuing to underpin the Latrobe Valley’s
prosperity;

. support for the design of the West Field project, in particular the environmental features
of the 5t Morwell River Diversion and improvements to the safety of the Strzelecki
Highway.

The Type 2 submissions focussed on:

. the role of IPRH in supporting local community groups in the region with contributions of
over $600,000 since 1996;

. the importance of the West Field project in providing ongoing employment for 800 jobs,
demonstrating Government commitment to the region, and reassuring potential national
and international power industry investors that Victoria is a great place to invest.

The other pro-forma submissions included some additional points, including:

" the provision of new precipitators to the Hazelwood Power Station at a cost of $90
million, demonstrating responsible improvement of the asset by IPRH;

. the similarity of the West Field proposal to the previously approved Yallourn Energy
mine extension and river diversion;

Other submissions supported the project, and commented on:
" the prospect of putting base load electricity generation at risk;

" putting at risk existing and proposed local projects (Latrobe Magnesium, ash utilisation
projects, Moncasa, Energy Brix, kaolin provision to Caroma-Fowler, agricultural soil
enhancers, and precipitated calcium carbonate for the paper industry);

. the transition to a low greenhouse gas emissions energy economy by 2050, and the
need to continue use of Hazelwood during the transitional years to avoid instability;

" the inability of renewable energy (and wind power in particular) to make a significant
contribution to Victoria’s energy requirements;

] the alternatives to brown coal based power — if gas power stations were substituted,
there would be insufficient local gas, and gas from the North West Shelf would be too
expensive, while cleaner technologies will take time to develop to commercial scale;

. the high respect people hold for IPRH as a well managed company, and its reputation
as an excellent employer;

" the contribution of IPRH to the development of cleaner technology, including the GTL
Energy Limited coal to liquids project;

. the social impact on the area if Hazelwood closed.

Advance Morwell Inc supported the proposal, and made several suggestions with respect to
additional dust monitoring, progressive rehabilitation, mine closure and Over-dimensional
Route OD9.

The Gippsland Area Consultative Committee supported the project, and suggested that: “a
whole of resource approach could be taken” so that “long term access to the coal resource
could be facilitated without further expensive changes to infrastructure or disruption to the
community.”
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Some six submissions objected to the proposal, on the following grounds:
. Hazelwood Power Station should be replaced by renewable energy in 2009;
. reported potential job losses are exaggerated, with many workers already sacked;

. The submissions in support of the proposal are due to “threats and scaremongering” by
IPRH;

" a shift to gas fired power stations will not only improve Greenhouse Gas emissions, but
will avoid further impact on productive farmland, existing roads and rivers;

. the proposed Fifth Morwell River Diversion and relocation of the Strzelecki Highway will
impact on the future development of coal resources over which HRL Limited has an
Exploration Licence;

" the broad economic impact of the proposal, and its particular impact on HRL Limited;

. Hazelwood is the most inefficient coal fired power station in Australia, and represents
an inefficient use of available brown coal resources;

. the risk of subsidence should both the IPRH and HRL mines be developed, leaving a
potentially unstable “bridge” of coal below the Fifth Morwell River Diversion;

" the high water use associated with the operation of Hazelwood Power Station;

. the scope of the assessment required by the Department of Sustainability and
Environment, which excluded consideration of Greenhouse gases, noting that
Hazelwood produces higher greenhouse gas emissions per unit of energy sent out than
any other power station in Australia.

The Department of Sustainability and Environment (DSE) made a written submission outlining
what it considered to be defects in the EES, including mine rehabilitation, the scope of fauna
and flora investigations, vegetation clearance, and the environmental management system.

The Department of Primary Industries (DPI) generally supported the proposal, and raised
some issues about mine closure and rehabilitation, and batter slopes and stability.

The Environment Protection Authority (EPA) made a substantial submission, covering the
proposed road and river diversions; the proposed mine development and river and road
diversion design; water; air; noise; environmental management; and mine rehabilitation.

In preparing the list of issues that are addressed by the Panel in this report, the structure of
the EES and the proponent’s very comprehensive submissions to the Panel hearing have
been a useful guide.

4.1.2 FURTHER SUBMISSIONS

Nineteen (19) further submissions were made following the opportunities for further
submissions on greenhouse gas emissions arising from the burning of brown coal from the
proposed Phase 2 West Field mine (see Appendix C2).

The submission by the Department of Infrastructure (Dol) included a copy of the Greenhouse
Challenge for Energy, a Position Paper released by the Premier on 7 December 2004 which
outlines the Government position for driving investment, creating jobs and reducing
greenhouse emissions.
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The Greenhouse Challenge for Energy cites a report by The Allen Consulting Group dated
September 2004 titled “The Greenhouse Challenge for Energy”, and a separate volume of
appendices to that report. Copies of the Allen Consulting Group report and appendices were
requested by the Panel, and provided by Dol.

4.2 ISSUES IDENTIFIED DURING THE PANEL PROCESS

At the Directions Hearing on 12 July 2004 Sallyanne Everett of Clayton Utz on behalf of HRL
Limited submitted that:

vii.  insufficient time was available between completion of the exhibition and the anticipated
commencement of the Panel Hearing to enable submitters to properly prepare their
case, and in particular, retain experts to advise and prepare reports for the Panel
hearing;

vii. ~ the Planning Authority had not considered all submissions, and had not requested that
the Panel be appointed under Section 153 of the Planning and Environment Act 1987 to
consider those submissions;

ix.  the Panel should also have been appointed under the provisions of the Water Act;

x.  the Terms of Reference to the Panel exclude consideration of Greenhouse Gases
produced at the power station through use of the coal from the West Field. There is no
provision for such a direction by the Minister in the Environment Effects Act, and it is
contrary to the requirements of that Act, and to the requirements of the Planning and
Environment Act.

The last of these points was strongly supported by EDO, who had made the same point in
their written submission. These four issues are considered as Preliminary Matters.

Further preliminary matters, which set the scene for the consideration of the proposal, are:
Xi.  background about IPRH;
Xii.  consultation undertaken by IPRH;

The key issues raised in submissions, being issues on which the principal recommendations
have evolved, are:

Xii. ~ the economic provision of electricity generation;

xiv. the most efficient use of brown coal;

xv.  the proposed mining method;

xvi.  long term options for the Morwell River diversion;

xvii. interface issues with HRL;

xviii. the proposed Fifth Morwell River Diversion;

xix.  the proposed road deviations and closures, including Over-dimensional Route OD9;
xx. flora and fauna;

xxi.  groundwater extraction and water use;

xxii. air quality and health;

XXiii. noise;

xxiv. greenhouse as emissions from construction;

XXv. greenhouse gas emissions from Hazelwood Power Station
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xxvi. landscape values;
xxvii. cultural heritage;

Xxviii. social impact;

XXiX. mine closure and rehabilitation;
XxX. environmental management;
xxxi. the mining licence, amendment and permit applications, EPA Works Approval and

EPBC referral

The issues listed above have been grouped and are addressed in the order shown in Table 4

below:

Table 4  Grouping of issues in the subsequent chapters

Report Chapter Heading Issues
6 Preliminary matters i, ii, i, iv, v and vi
7 Meeting future electricity needs vii
8 The most efficient use of brown coal viii
9 River diversion and mining options ix and x
10 Interface issues with HRL Xi
11 The proposed Fifth Morwell River Diversion Xii
12 Traffic and transport Xiii
13 Flora and fauna Xiv
14 Groundwater extraction and water use XV
15 Air quality and health XVi
16 Noise XVii
17 Greenhouse gas emissions from construction XViii
activities
18 Greenhouse gas emissions from the Hazelwood XiX
Power Station
19 Other social issues XX, Xxi and xxii
20 Mine closure and rehabilitation xxiii
21 Environmental management XXiv
22 Approvals XXV

4.3 APPROACH ADOPTED BY THE PANEL

IPRH in its EES states:

“The West Field Project meets IPRH’s goal for a cost-effective, uninterrupted supply of
coal to Hazelwood Power Station to 2031. However, the project externalises
environmental and amenity impacts and opportunity costs; and there may be alternative
ways of arriving at the project’s externalised benefits (primary electricity supply, but also
the consequential effects of employment and economic activity). Therefore, a fuller view
on the rationale for the project in the form proposed would benefit from answers to three
wider questions. They are:
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= [s the proposal the most economical alternative to the supply of base load electricity
to Victoria and the National Electricity Market?

= [s the proposal the most efficient use of the Gippsland brown coal resource?

= Are the proposed stream and road rearrangements the most effective?”

The Panel has considered the first two questions in Chapters 7 and 8 of this report, while the
third question has been considered in Chapters 9 and 12.

A number of the issues raised by the IPRH West Field proposal are quite broad in nature, and
invite consideration from a regional, State and Commonwealth perspective. Where there are
clear policies available, the consideration is facilitated. Such conditions prevail, for example,
for the consideration of endangered species at the Commonwealth level through the
application of the Environment Protection and Biodiversity Conservation Act, and for the
consideration of vegetation clearance at the State level though the Net Gain Policy.

With respect to issues addressed in Chapters 7 (meeting future energy needs) and 8 (the
most efficient use of brown coal), the policy settings are not so precise, and it is doubtful that a
project based EES and approval process is a satisfactory way of addressing them. The Panel
has gone as far as it thinks it can on these issues, but cautions that its findings need to be
seen in the context of developing government policy. The Panel’s findings might be overtaken
by broader considerations of aggressive demand management, full water pricing, a carbon
credit scheme, and the removal of caps and subsidies relating to electricity market prices.

Most significantly, the issue of greenhouse gases resulting from the burning of brown coal
from Phase 2 of the Westfield Mine proposal in the Hazelwood Power Station, while excluded
from the Panel’s Terms of Reference, was the subject of Justice Stuart Morris’ order (see
Sections 3.5, 3.6 and 4.1.2 above). The appeal to VCAT, and the order arising from that
appeal, was in relation to Amendment C32 to the Latrobe Planning Scheme alone, and the
Panel has received no correction or amendment to its Terms of Reference from the Minister in
relation to either the Planning and Environment Act or the Environment Effects Act. The Panel
has therefore considered whether it can consider power station greenhouse gas impacts in
relation to Amendment C32 (including the four associated planning permit applications made
under Division 5—Combined Permit and Amendment Process under the Planning and
Environment Act 1987), while not considering them in relation to the Environment Effects
Statement prepared under the Environment Effects Act 1978.

The Explanatory Report for Amendment C32 states:

“A detailed description of the proposal and its associated effects are included in the
IPRH West Field Environment Effects Statement prepared pursuant to the Environment
Effects Act 1978.

The planning scheme amendments, applications for planning permit and environment
effects statement are being jointly considered under combined approval processes.”

Thus the Explanatory Report makes clear that the EES provides the basis for understanding
and analysing the impacts associated with the Amendment and permits, and that the approval
process is a combined process. That view is supported by the content of the EES itself, which
includes extensive material on Amendment C32, the associated planning permits, the Works
Approval Application 55174 and the proposed extension to the Mining Licence under the
Minerals Resources Development Act.
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The Panel notes that the river diversion works within the area covered by the existing Mining
Licence (MIN5004) do not require a planning permit for associated uses, through the relevant
clauses in the La Trobe Planning Scheme and the Mineral Resources Development Act 1990
(see Chapter 22 for a more detailed treatment of the approvals process). These overlapping
controls further confirm that works exempted from planning approval on the basis of an EES
would anticipate that the EES would address relevant environmental effects.

Finally, the Panel is somewhat at a loss to understand how it could consider power station
greenhouse gas impacts in relation to the Amendment C32, while at the same time pretending
that it has no knowledge of these impacts under the Environment Effects Act. The Panelis
compelled to consider the power station greenhouse gas impacts as part of its overall
assessment of the EES and statutory approvals.

The Panel would therefore add a further wider question to the three posed by IPRH in its EES,
and cited at the beginning of Section 4.3 above. That question is:

o Does the proposal, and the impact of greenhouse gas emissions arising from it,
balance the present and future interests of all Victorians and the maintenance
of ecological processes?

That question is addressed in Section 22 of this report.

431 CONCLUSION

The Panel has concluded that, as a direct consequence of Justice Stuart Morris’
order, and contrary to the Minister’s Terms of Reference, it must
consider the impacts arising from the burning of brown coal from Phase
2 of the Hazelwood West Field Mine in the Hazelwood Power Station
comprehensively in relation to the EES and all the approvals sought, to
the extent that the emerging government policy, and the detailed
information provided by the proponent and government, allows.

To the extent that the Panel’s conclusions and recommendations are not able
to, and do not, fully consider the outcome of the separate process on
greenhouse gases from Hazelwood Power Station, the comprehensive
assessment required for the West Field Project can be undertaken
providing the Minister’s assessment includes consideration of both the
Panel’s report and recommendations and the results of the separate
process on the emissions of greenhouse gases from the power station.
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5. STRATEGIC CONTEXT

51.1 STRATEGIC PLANNING FRAMEWORK

This Section identifies the strategic context within which issues associated with the Hazelwood
West Field Project must be considered.

The relevant documents that provide the strategic context for considering Amendment C32 to
the La Trobe Planning Scheme are as follows:

. The Planning and Environment Act

. La Trobe Planning Scheme — State Planning Policy Framework and Local Planning
Policy Framework

5.2 THE PLANNING AND ENVIRONMENT ACT

Section 4.2, Objectives of the planning framework, set out in the Planning and Environment
Act 1987 includes:

(d)  to ensure that the effects on the environment are considered and provide for explicit
consideration of social and economic effects when decisions are made about the use and
development of land;

The EES and further material submitted (in relation to the impacts of greenhouse gases
arising from burning brown coal in the Hazelwood Power Station) provides a basis for
assessing the effects on the environment, and for considering social and economic effects.

51.3 STATE PLANNING POLICY FRAMEWORK (SPPF)

Relevant elements of the SPPF listed in the Explanatory Report to Amendment C32 include:
" Environment (Clause 11.03-2)

" Management of resources (Clause 11.03-3)

" Economic well-being (clause 11.03-5)

" Protection of catchments, waterways and groundwater (Clause 15.01)
" Floodplain management (Clause 15.02)

" Air quality (Clause 15.04)

" Conservation of native flora and fauna (Clause 15.09)

" Mineral resources (Clause 17.08)

. Declared highways, railways and tramways (Clause 18.01)

. Subdivision (Clause 19.01)
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51.4 LOCAL PLANNING POLICY FRAMEWORK (LPPF)

Relevant elements of the SPPF listed in the Explanatory Report to Amendment C32 include:

Economic development, (clause 21.01-08).

The Municipal Strategic Statement supports continued brown coal mining where it
states:

"The region’s energy resources, both coal and gas, and the potential to develop other
forms of power generation should, of course, keep the La Trobe Shire at the forefront of
the nation’s energy supplies for decades into the future. As energy demand grows, the
La Trobe Shire should have a strong base from which to compete in the market for
additional electricity generation capacity as well as other competing forms of energy
based on brown coal.”

Coal resources (Clauses 21.07-17, 21.02-8 and 21.04-11)

The Municipal Strategic Statement identifies the proposed area to be mined for brown
coal as a Category A coalfield where Special Use Brown Coal Zone is to be and
currently does apply. This forms part of the area deemed to be significant in providing
the major proportion of Victoria’s energy supplies in the form of brown coal.

The objectives for coal resources as listed in Clause 21.04-11 are:

» Tofacilitate orderly coal development so that the resource is utilised in a way
which is integrated with State and local strategic planning.

» To ensure that the use and development of land overlying the coal resources have
regard to the need to conserve and utilised the coal resource in the context of
overall resources, having regard to social, environmental, physical and economic
considerations in order to ensure a high quality of life for residents.

» To provide a clear understanding within the regional community on the implications
of designating land for future coal resource development or for buffer areas on the
future use of land.”

Amongst the various planning scheme responses, the Special Use Zone —
Schedule 1 Brown Coal has been applied over Category A coalfields, including
open cut mines and associated power stations such as Hazelwood.

Industry (Clause 21.02 - 4)
Coal and electricity generation along with timber growing and processing are identified
as core component of the La Trobe Shire’s is industrial base.

Strategic Land Use Framework Plan (Clause 21.03 - 3)

The La Trobe Strategic Land Use Plan identifies the existing and proposed extension to
the Hazelwood mine as being within an area designated to “protect brown coal
resources’.

Local Planning Policies

Clause 22.01 is the local planning policy for Coal Resources. The coal resource is
identified in the policy as an asset of National and State importance for energy
purposes. The coal industry is also identified as a significant land activity and a key
component to the economy of the municipality. The policy sets out a number of
decision guidelines for scheme amendments and permit applications in the areas
overlying the brown coal resource.
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51.5 OTHERDOCUMENTS

Other relevant policies and strategies include:

. Victoria's Biodiversity Strategy 1997

. Victoria’s Native Vegetation Management Framework 2002

. Victorian River Health Strategy 2002

" State Environment Protection Policy (Waters of Victoria) 2003
. Draft West Gippsland Native Vegetation Plan

. Biodiversity Action Planning — Strategic Overview for the Gippsland Plain Bioregion
2003
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6. PRELIMINARY MATTERS

6.1 INSUFFICIENT TIME

At the Directions Hearing, Counsel for HRL submitted that there was insufficient time available
between completion of the exhibition and the anticipated commencement of the Panel Hearing
to enable submitters to properly prepare their case and, in particular, retain experts to advise
and prepare reports for the Panel hearing.

The Panel acknowledged that the timelines in the Minister’s Terms of Reference to the Panel
were tight, reflecting no doubt the importance of the matter. Whilst the proponent and other
Government Agencies involved in the discussions during the preparation of the EES and
framing of the process timelines could be expected to meet the timelines, it seemed
reasonable to the Panel to allow HRL additional time to prepare its Expert Witness
Statements, and the general deadline of 19 July was extended to 3 August for HRL. As HRL
were not scheduled to make their submission to the Panel hearing until the ninth day of the
Panel hearing, on 11 August 2004, the extra time provided satisfied HRL and was not
opposed by other parties.

6.1.1  CONCLUSION ON THE ISSUE OF INSUFFICIENT TIME

The Panel has concluded that the provision of additional time to allow HRL to
prepare its Expert Witness Statements has substantially overcome the
potential difficulty of insufficient time.

6.2 FAILURE OF THE PLANNING AUTHORITY TO CONSIDER
ALL SUBMISSIONS

At the Directions Hearing on 12 July 2004, Counsel for HRL submitted that Latrobe City
Council, the Planning Authority, had not considered all submissions, and had not requested
that a Panel be appointed under Section 153 of the Planning and Environment Act 1987 to
consider those submissions. In particular, Counsel for HRL pointed to the submission made
by Clayton Utz on behalf of HRL (No 510), which was submitted (and received by Planning
Panels Victoria) on 18 June 2004 — the closing date for submissions. The submission
referenced the EES, the Works Approval, Amendment C32 and the four Planning Permit
Applications, and objected to the proposals on a number of grounds. Counsel further
submitted that until those submissions were referred to the Panel in accordance with Sections
22 and 23, the Panel cannot consider them.

The Panel noted that Latrobe City Council had not taken into consideration submissions that
they deemed to be late. In the absence of any representation from Latrobe City Council at the
Directions Hearing, the Panel undertook to have Planning Panels Victoria contact the Council
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to seek its further advice on the need to appoint the Panel under the Planning and
Environment Act, and to pursue the matter vigorously. In the expectation that the matter could
be resolved and rectified as necessary, the Panel sought agreement from the parties that they
would continue with the Hearing according to the Schedule proposed.

HRL and their Counsel agreed with the Panel’s suggestions. In the event the Council wrote to
the Minister on 20 July 2004, referring two opposing submissions (one on behalf of HRL — No
510, and one on behalf of EDO — No 515) to the EES Panel convened to consider the
Hazelwood Mine West Field Project.

On 21 July 2004 the Chief Panel Member under delegation from the Minister for Planning
appointed the members of the EES Panel as a Panel under Sections 153 and 155 of the
Planning and Environment Act 1987 .

6.2.1 CONCLUSION ON THE FAILURE OF THE PLANNING AUTHORITY TO CONSIDER ALL
SUBMISSIONS

The Panel has concluded that the eventual referral of submissions by the
Planning Authority to the Minister, and the subsequent appointment of
the Panel under Sections 153 and 155 of the Planning and Environment
Act 1987, has overcome the procedural problems that would have
otherwise arisen.

6.3 PANEL APPOINTMENT UNDER THE WATER ACT

At the Directions Hearing on 12 July 2004, Counsel for HRL submitted that the Panel should
also have been appointed under the provisions of the Water Act 1989.

The EES notes that “IPRH will require a licence under Section 67 of the Water Act 1989 to
construct works to divert the Morwell River, Eel Hole Creek and Wilderness Creek. The
advertisement and review provisions of Section 65 and 66 of that act will be met by that
process. The licence will be issued by the West Gippsland Catchment Management Authority
if the stream diversions are approved and will include a warranty period and bond. The
duration of the warranty period will be linked to performance criteria for the stream diversions.”

The Panel referred this matter to Planning Panels Victoria, which referred it in turn to DSE.
DSE has not subsequently sought to have the Panel appointed under the Water Act.

The Panel notes that the West Gippsland Catchment Management Authority (WGCMA), the
body responsible for administering the Water Act with respect to the Fifth Morwell River
Diversion, has been involved in the process through the Technical Reference Group set up to
advise IPRH on the preparation of the EES. WGCMA has appointed a peer reviewer, Dr
Robert Keller, to review the functional design of the Fifth Morwell River Diversion and Dr Keller
made a submission at the Panel hearing. The Panel is satisfied that it is in a position to
provide advice to the WGCMA on the merits of the proposed Diversion, as is required under
its Terms of Reference, irrespective of whether it is formally required to do so under the Water
Act.
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6.3.1 CONCLUSION ON THE PANEL NOT BEING APPOINTED UNDER THE WATER ACT

The Panel has concluded that it is empowered to provide advice to the WGCMA
under its Terms of Reference, and it is able to do so, notwithstanding
that it has not been separately appointed under the Water Act.

6.4 BACKGROUND ABOUT IPRH

International Power (IPR) is a UK based electricity generation company, which purchased the
Hazelwood mine and power station in 1996 for $2.4 billion. The business was renamed
International Power Hazelwood (IPRH) in 2002. IPRH assets include:

" The Hazelwood Power Station, a brown coal fired power station, designed to burn coal
from the Morwell 1 Seam;

] The Hazelwood mine;

. A mining licence over sufficient coal reserves to support the 40-year life of the business
contemplated at the time of purchase.

At the time of purchase, IPRH understood that they would have the opportunity to make one
request to the Minister to vary the extent of the mining licence.

Since the purchase, IPRH has spent more than $400 million on plant upgrades to improve
power generation and environmental performance, including new dust extraction equipment
fitted to the exhaust emission streams from all boilers at a cost of $85 million. IPRH has an
environmental management system accredited to ISO14001 since 1998, and has held an EPA
accredited licence since 1999.

International Power Australia (IPRA) owns 91.8% of the 1620 MW Hazelwood Power Station
(the remainder is owned by the Commonwealth Bank of Australia). IPRA also owns 100% of
the 500MW Pelican Point CCGT Power Station, 100% of the four Synergen OCGT Power
Stations in South Australia which have a combined output of 350MW, 33.3% (with partners
TXU and Origin) of the SEA gas pipeline (providing a connection between Victoria and South
Australia), and 100% of the 46MW Canunda wind farm at Lake Bonnie in South Australia.
Further wind farm developments are anticipated in South Australia and Victoria in 2005. As
well as this horizontal integration in power supply and generation, IPRH also hopes to become
vertically integrated in the energy retail market when such participation in the market is
allowed.

At the reconvened hearings, Mr Dave Quinn advised of further assets now owned by IPRA,
including the 1000MW Loy Yang B Power Station (understood to be a 70:30 partnership with
Mitsui & Co Ltd), the 300MW Valley Power (OCGT) peaking plant in Victoria, and the 118MW
co-generation (CCGT) power station in WA.

IPRH is a member of the Cooperative Research Centre (CRC) for Clean Power from Lignite
and has committed to continue membership for the next seven years. IPRH/Hazelwood is
involved in developing an innovative coal drying technology, and the Panel was advised that
the results to-date look promising.
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Conservation initiatives undertaken by IPRH include development of wetlands on the Morwell
River at the north end of the Hazelwood mine, and the planting of over 100,000 indigenous
trees over the last 7 years.

IPRH outlined to the Panel its principles and values. The core principle was to “Respect the
rights of affected parties and laws of the land”. Other principles and values were:

" Environment
Maximise shareholder value by:

. maximising certainty by understanding likely implications of decisions before
making commitments;

. gaining early input through participation in teams with designers, key
stakeholders and users;

. maximising re-use of components;
= ensuring business continuity;
. Safety
" design for safe construction, operation and maintenance;
" Communications
. create and build positive relationships;
. success depends on sincere, trustworthy relationships;
" proactively manage honest and regular communication;
" actively seek feedback;
. listen to stakeholders and respond;
. put a personal face to our corporate citizenship.

The Panel would not normally comment on a company’s values, but two matters lead it to do
SO.

The first is the accusation in one submission that IPRH “attempts, through various media
outlets, to force people to write positive EES statements through threats and scaremongering.”
As detailed in Section 4.1, over 80% of submissions were variations of several forms of letters
supporting the project. The receipt of such a high proportion of submissions supporting a
project for which an EES has been required is unprecedented, and could give cause for some
alarm that the submission process had in some way been subverted.

The second is the issue of credibility, when the power station using the coal from the mine
extension under consideration has been described as Australia’s most inefficient and dirty (in
the sense of greenhouse gas production).

Throughout the Panel process, the Panel found representatives of IPRH to be open and very
responsive to questions from the Panel and others. The management climate was one where
IPRH staff had significant delegated powers and were free to speak on behalf of the company
within those areas. Although the CEO of IPRH was present throughout the Hearings, IPRH
staff volunteered information to the Panel without any overt concern that the CEO might want
to vet what was about to be stated.

On the issue of the many positive submissions, IPRH volunteered that it had been greatly
concerned at the possibility that those people concerned with greenhouse gas emissions and
the low efficiency of the Hazelwood Power Station might unduly influence the decision, and
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had sought to ensure that staff, contractors and the community who supported the extension
of the mining licence should be heard. To this end they provided information to their
stakeholders on which submissions could be based. In response to a question on this matter
by the Panel, IPRH advised as follows:

“IPRH encouraged its employees and the community to make submissions on the EES
in support of the project. To facilitate this IPRH prepared a number of form letters to
guide those who sought to make submissions. In most instances, those who submitted
modified those pro forma letters to express their own views on the project. IPRH in no
way coerced or threatened anyone to make a submission on the EES. The fact that the
Latrobe Valley is just recovering from restructuring of the Victorian electricity industry
and the strident calls from some stakeholders for closure of the Hazelwood Power
Station were a possible catalyst for the strong response to IPRH'’s invitation.”

The Panel Hearing was conducted in quite an informal atmosphere, with goodwill exhibited by
all those who took part in the proceedings. Even when the interests of other parties were at
stake, whether these were the commercial interests of HRL, or the environmental and public
interest of the Environment Defenders Office (EDO), all parties worked to assist the Panel
understand the issues and to be in a position to evaluate the different viewpoints.

6.41 CONCLUSION ON IPRH’S APPROACH TO THE EES AND HEARINGS

The Panel was impressed with the high quality of the EES, and IPRH’s efforts to
thoroughly examine issues relating to the proposal. The Panel
commends IPRH for its openness, diligence and competence in
providing information to the Panel to assist the Panel in coming to its
conclusions.

6.5 CONSULTATION UNDERTAKEN BY IPRH

IPRH states in the EES that their consultation program has been in progress since 1999,
when they began engaging stakeholders during feasibility investigations for Phase 1 of the
West Field Development. The Panel was told by IPRH staff that the consultation with
landowners involved sharing with them IPRH’s developing plans, on the basis that the final
plans would hold no surprises for affected landowners. This policy of openness seems to
have worked extremely well. Of the twelve landowners from whom land was acquired, or is
being negotiated, not one submitted an objection to the proposal.

In 2001-2002 when IPRH had settled on the West Field as its preferred mine development
option, the consultation was extended to other stakeholders with a commercial interest,
including infrastructure owners. During 2003-2004 during the preparation and exhibition of
the EES, formal consultation with agencies was through scheduled meetings and through the
Technical Reference Group (TRG), which was set up by DSE. Consultation with the wider
community during the preparation of the EES was through stakeholder information sessions,
project information displays, project information bulletins and an IPRH dedicated West Field
Project website.

The Environmental Review Committee (ERC) set up as a requirement of the Mining Licence
was another strand in the consultation process, and provided some useful links to the
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community from the outset. The consultation program assisted in identifying key issues for
further study and reporting.

One of the key issues for the Maryvale EES, a somewhat similar proposal by Yallourn Energy
some five years earlier, was the impact of the construction and mining activities on
neighbours, and the potential health effects of the increased airborne dust. IPRH was well
aware of the importance of this issue, and it was clear to the Panel that IPRH and their
consultants had worked closely with EPA and the Department of Health to arrive at an agreed
methodology and outcome.

It appeared that the TRG had not been so successful in other areas. The submissions from
DSE and DPI raised a number of issues of concern, issues that might have been expected to
have been resolved prior to the finalisation of the EES. Issues such as the mine rehabilitation,
progressive rehabilitation of mine batters, adequacy of the flora and fauna studies and details
of the proposed environmental management processes were the subject of critical
departmental comment in submissions. During the Panel Hearing, it became apparent that
net gain offset entitlements, processes for monitoring the net gain agreements, and
arrangements for finalising the OD9 route statutory planning had also not been clarified
through the TRG process.

With respect to ongoing consultation, the Panel was advised that the ERC process was
working well, although its procedures varied significantly from the guidelines prepared by DPI.
While the guidelines restrict the ERC to matters within the mining licence area, the Hazelwood
ERC does in practice consider broader issues of public concern such as air quality outside the
mining licence area. In the case of the IPRH ERC, it is chaired by a member of IPRH, rather
than by someone from DPI or an independent chair. The arrangements for the ERC are
reported to be working well. It seemed to the Panel that the ERC should not be confined to
matters within the Mining Licence. Indeed if such a restriction were imposed, it might well be
necessary to have another ERC appointed with say a statutory planning or environmental
protection brief. Obviously that would strain the limited community resources available, and a
broader ambit for the Hazelwood ERC seems essential.

One issue that the Panel noted was the small representation on the ERC from the local
community. This would seem to reflect two conditions: first that there are not too many
divisive issues surrounding the IPRH operation, and secondly that the local community have
many higher priorities for their limited time than participating in the ERC. The Panel was
concerned that an ERC in which there was a cosy relationship between all parties may not be
conducive to the rigorous review of IPRH’s operations and commitments that is desirable for
such a body. It was with some surprise then, that the Panel found that Advance Morwell Inc, a
group who had made a substantial submission on the EES and who attended and made a
verbal submission to the Panel, were not represented on the ERC.

The Panel was pleased to hear from IPRH that they were about to commence advertising for
additional community representatives on the ERC, and that they would also invite Advance
Morwell Inc to submit an expression of interest in being represented on the ERC.

The Panel was told that candidates for membership of the ERC were subject to a vote from
the ERC before they were admitted. While the interests of harmony may well be advanced by
such a process, the earlier comments on the relationship between members of the ERC are
relevant. As the ERC is a forum for the community to have a say, any voting relating to
community membership should be confined to the community or its representatives. It would
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be hoped that the guiding principle for community membership would be to ensure that the
widest representation of different views was accommodated.

6.5.1 CONCLUSION ON CONSULTATION THROUGH THE ERC

The Panel believes it desirable for DPI to review the Guidelines for ERC’s,
particularly with reference to the ambit of their considerations. The
issues that will most affect communities are off-site effects, and it is
essential that the ERC provide a forum where these issues are
reviewed. Many of the commitments for ongoing design,
implementation and monitoring made by IPRH and the requirements of
approval authorities affect areas outside the IPRC mining licence
boundary, and the boundary of the proposed new mining licence. For
these commitments and requirements to be properly reviewed by the
ERC, it is essential that a mechanism be found to remove the present
restriction in the guidelines.

The Panel supports the proposal by IPRH to broaden the community
membership of the ERC, provided that the procedures currently in place
are reviewed to ensure that community membership represents a
variety of community views.

6.5.2 RECOMMENDATION ON CONSULTATION THROUGH THE ERC

The Panel recommends that DPI reviews the Guidelines for ERC’s to ensure that
commitments and requirements outside the Mining Licence area are included within
the ambit of the ERC.
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7. MEETING FUTURE ELECTRICITY
NEEDS

“Is the proposal the most economical alternative to the supply of base load electricity to
Victoria and the National Electricity Market?” (EES, Section 3).

7.1 INTRODUCTION

In Section 3.1 of the EES, the proponent summarises the need for base load and peak load
power, the types of generators that have evolved to meet this demand, and the role of
Hazelwood Power Station in contributing 22% to 23% of base load electricity to Victoria, and
approximately 5% to the National Electricity Market. It should be noted that the latter figure
includes both the contribution to Victoria and some sales inter-state when prices are
favourable.

Information on future supply and demand, new technologies, timing and policy constraints was
provided by the proponent in several documents and presentations including:

. a summary in the EES;

" a report by McLennan Magasanik Associates Pty Ltd (MMA) entitled “Hazelwood Power
Station in the National Electricity Market and Alternative Sources of Supply” (MMA
2003) which was referenced in the EES and provided to the Panel, and a further report
by Dr Ross Gawler of MMA;

. in extracts from the 2003 and 2004 “Statement of Opportunities” by the National
Electricity Market Management Company Limited (NEMMCO);

. in The Greenhouse Challenge for Energy, Driving investment, creating jobs and
reducing emissions, Position Paper, December 2004, and the background Report by
The Allen Consulting Group (and Appendices) dated September 2004

Further information was provided by a number of submitters, including:

. submissions and presentation by Chris Fraser, Executive Director of the Victorian
Minerals & Energy Council;

" in evidence to the Panel by Keith Orchison (presented by telephone link);

. a submission and presentation to the Panel by David Lea for Australian Power &
Energy Limited (APEL);

. a submission and presentation by John Harrison for GTL Energy Ltd;

= a submission and presentation by Brad Page for the Energy Supply Association of
Australia Limited (esaa)

. a submission and presentation by John Parker for the Gippsland Trades and Labour
Council;

. submissions and presentation by the CRC for Clean Power from Lignite;
. submissions and presentations by the Environment Defenders Office;
. a submission and presentation by Alan Pears;
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. a submission and presentation by Hugh Saddler;
. a presentation on behalf of HRL Developments Pty Ltd by Dr Terry Johnson;
. a submission and presentation by Mr George Phair;

. a submission by the National Council of Women of Victoria, and a presentation on their
behalf by Dr Patricia Phair.

7.2 SUPPLY AND DEMAND

7.21 THE PROPONENT'S ASSESSMENT

The 2003 “Statement of Opportunities” by the National Electricity Market Management
Company Limited (NEMMCO) provides an assessment of the supply-demand future for the
eastern states. Victoria and South Australia are combined. The assessment for Victoria and
South Australia describes how for the years 2003/04 to 2006/07 power generation reserves
will be below a “minimum reserve level”, while from 2008/09 to 2012/13 there will be a shortfall
of supply, with reserves in generation below zero. In 2012/13 this shortfall is predicted to be
of the order of 2,000 MW. The summer “minimum reserve levels” are predicted on the basis
of extreme summer temperatures, demand conditions that would only be expected to occur
every ten years.

The NEMMCO 2004 “Statement of Opportunities” notes that from the commissioning of
Basslink in 2005/06 onwards, there is an additional capacity of 600 MW to the Victorian and
South Australian region. Nevertheless, capacity to maintain reliability standards is expected to
be exceeded in 2004/05, and from 2006/07 there is expected to be a shortfall in supply. In
2012/13 the summer shortfall is anticipated to be over 2,500 MW, and over 3,000 MW in
2013/14.

The NEMMCO 2004 report notes that the reserve deficits in 2005/06 and onwards are not
affected by interconnector capacity.

IPRH commissioned a report by McLennan Magasanik Associates Pty Ltd (MMA) entitled
‘Hazelwood Power Station in the National Electricity Market and Alternative Sources of
Supply” (MMA 2003). The MMA report provides information on the indicative sent-out
generation for Victoria over the period 2000 to 2015 (see Figure 8 below — but note that the
legend has incorrectly identified Hazelwood and Yallourn) and the indicative Victorian sent-out
generation with Hazelwood shut down (see Figure 9 below), with contributions from
Hazelwood dropping to zero over the period 2005 to 2011.
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The relevant Figures from the NEMMCO 2004 report are shown as Figures 6 and 7 below.
Figure 6 Interpreting the Supply-Demand Charts

Figure 7 Victorian and South Australia Summer Outlook
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Figure 8 Indicative Sent-out Generation for Business as Usual

Figure 9 Indicative Scenario of Replacement of Hazelwood Power by 2010
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The Executive Summary of the MMA report states, in part:

“By 2010, the existing accessible brown coal resources will have been consumed and
rundown of mine production would commence by 2009 if no action is taken. Whilst the
production profile could maintain full production until 2009 and close down within one
year, to minimise its financial losses, IPRH might consider reducing production much
earlier to force market prices to reflect the constrained fuel supply. In respect of the
NEM, this scenario represents a ‘best case’ where the reduced production would signal
a need for new capacity and facilitate an orderly changeover to new power supplies over
Several years.”

and

‘However, even a gradual shut down of HPS is likely to produce a period of much
higher wholesale market prices up to at least $42/MWh minimum, about 43% higher
than the average of $29/ MWh over the last two years. MMA expects Victorian pool
prices to average about $34/ MWh (in June 2003 dollars) in the period from 2005 to
2010, so the price increase at the wholesale level is about 24%. Such price rises would
have an adverse impact on the Victorian economy.”

and

“The market need for HPS is defined in terms of on-going demand for base load
electricity in Victoria under a business as usual scenario. Hazelwood is clearly a low-
cost way of delivering this service. Other options to allow replacement of HPS output
are at least 20% more expensive and would have a disruptive effect on the Latrobe
Region and the electricity market in general.”

To replace electricity should Hazelwood Power Station be closed, MMA has relied principally
on increases in the “Snowy Upgrade!”, imports, cogeneration, demand side management
(DSM) and increased use of gas, principally at Newport Power Station. Demand side
management is indicated to rely on more efficient dwellings and appliances, rather than
reduction in use. In relation to the replacement scenario, MMA cautions that: “ This analysis is
NOT BASED ON A FULL MARKET SIMULATION but rather a simple energy replacement
analysis, to give an appreciation of one possible response to the closure of HPS.”

7.22 OTHER SUBMISSIONS

Of the other submissions to the exhibited documents, and presentations to the Panel, listed
above in Section 7.1, the first five (from Dr Keith Orchison, David Lea, the CRC for Clean
Power from Lignite, the Electricity Supply Association of Australia (esaa), and the Victorian
Minerals & Energy Council) were from submitters associated with the power industry, and
supportive of IPRH’s position.

Dr Keith Orchison, a past CEO of the Australian Petroleum Exploration Association, and
from 1991until 2003 the CEO of the Electrical Supply Association of Australia, made a number
of points in his submissions. These included his views that:

1 The MMA Report notes that “It could well be determined by VENCorp that an additional transmission line
is needed for security of supply on the Snowy interconnection and this would involve additional costs, the
need for easement acquisition and perhaps land clearing.”
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. to meet future electricity demand, it will not be a choice between fossil fuels and
renewables, but a combination of these;

. significant increases in demand management requires significant increases in retail
electricity prices;

" the additional gas required to fuel the gas power station component of the new
generation capacity target of VENCorp of 2050 MW (estimated as over 1500MW from
gas turbines, even with 1000MW of wind turbines constructed) will require the discovery
and development of new gas fields and power stations.

Dr Keith Orchison also pointed to the continuing growth in demand for electricity in all of
Australia’s regions. Historical data, and forward estimates for Victoria’s demand growth were
presented, and are summarised in Table 5 below. The Panel has extended the annual
consumption figures provided in the submission to calculate annual growth rates in the
intervening years.

Table 5 Victoria's electricity demand over time

Consumption Increase Increase | Period of Annual

Year Increase Increase
GWh GWh % Years % Compound

1955 3,100 N/A N/A N/A
1975 14,069 10,969 353.8% 20 7.9%
1995 32,511 18,442 131.1% 20 4.3%
2002 39,006 6,495 20.0% 7 2.5%
2020 60,000 21,000 53.8% 18 2.3%'

Note 1  The estimate for 2020 is based on a 2.3% growth rate for the 18 years.

Dr Keith Orchison summed up the preferred course of action to sustain the reliability of the
system, as he saw it, as follows:

. drive al elements that will give better environmental outcomes;
. drive end use efficiency;
. work with governments to get a coordinated approach.

Dr Peter Jackson, CEO of the Cooperative Research Centre for Clean Power from Lignite,
made a submission on the exhibited documents. In that submission, he stated that IPRH,
along with other Latrobe Valley based lignite power generation companies, participates in the
CRC, providing both cash and in-kind support. The Centre’s activities include fundamental
research, applied research, technology development and commercialisation. As well as new
technologies, the research also focuses on thermal efficiency and operational improvements
for existing lignite power stations. Peter Jackson concludes by noting that none of the more
efficient technologies he cites are commercially viable for the industry.

The submission by Chris Fraser, Executive Director of the Victorian Minerals & Energy
Council, summarised the benefits accruing from the proposal in these terms:

“The importance of the West Field development nationally is that it will:

= ensure the National Electricity Market enjoys a secure, clean and reliable base-load
electricity supply well into the future; and

= maintain competitive electricity prices for domestic and business consumers.
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The final six submitters listed above in Section 7.1 (EDO, Dr Alan Pears, Dr Hugh Saddler,
HRL, George Phair and Dr Patricia Phair) were opposed to IPRH’s proposals.

EDO made a very comprehensive submission in writing following the exhibition of the EES,
and made submissions both at the Directions Hearing (as described in Section 6.4) and the
substantive Hearings. EDO called Dr Mark Diesendorf as an expert witness, who presented a
‘Discussion Document’ entitled “Victoria’s Clean Energy Future”, and made a verbal
submission to the Panel by telephone. The paper offered an alternative scenario for the
replacement of Hazelwood Power Station by 2010 to that set out in the MMA report.

The alternative energy mix to substitute for Hazelwood in 2010 is shown in Table 6,
reproduced from Table 4 in the discussion document (note, not all columns are reproduced

below).

Table 6  Energy mix to substitute for Hazelwood in 2010

Rated Capacity Peak Elec.sent | Cost of Cost of
Technology power factor demand out or elec. gen. | elec. gen.

(Mw) (Mw) saved orsaved | orsaved

GWhly (c/kWh) ($Mry)

Bio-electricity 120 0.70 84 736 7.5 55.2
Gas CC 300 0.80 240 2102 45 94.6
Gas: cogeneration 540 0.85 459 4021 41 164.9
Wind 1000 0.30 300 2628 75 197.1
EE: residential N/A N/A 130 1064 3.0 31.9
EE: commercial N/A N/A 302 9230 3.0 27.6
EE: industrial N/A N/A 94 204 3.0 8.1
Total N/A N/A 1609 11675 N/A 577.4
Hazelwood 1600 0.8 1280 11213 3.8 426.1

Notes: a. EE denotes efficient energy use and includes fuel substitution at point of use and solar hot
water.

b. Cost (last column) is for 2010, the sixth year of implementing the program. EE
contributions increase with time and their total NPV could be less than that for Hazelwood.
However, there are uncertainties in costs of refurbishing Hazelwood and new coal mine,
among others.

The discussion document sets out a number of recommended policies and strategies,
including:

" expand the Mandatory Renewable Energy Target (MRET);

= ban conventional coal-fired power stations;

. set a maximum greenhouse intensity for new power stations;

. implement tradeable emission permits;

. remove subsidies for fossil fuels and energy wastage;

. encourage the purchase of solar hot water;
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. mandate energy efficiency measures.

The discussion document considers the costs and savings of the alternative scenario to both
government (social equity areas) and consumers (costs — expanding MRET, banning coal
fired power stations, and tradeable emission permits: benefits — avoiding the new mine costs,
and reduced amount of energy consumed). On the question of net costs, the discussion
paper states: “A much more detailed study would be required to investigate whether there is
any net cost to electricity consumers of the cleaner energy mix for the State”.

EDO’s second submission to the initial Panel Hearing, headed “Positioning Victoria to Prosper
in a Carbon Constrained Economy”, respected the Panel's request that the Minister's
exclusion of the Greenhouse Gas Emissions be followed by all submitters, and was restricted
to the advancement of economic argument.

The submission first addressed the relevance of economic issues for assessment under the
Planning & Environment Act 1987.

The submission then reiterated seven propositions outlined in its written submission to the
exhibited documents, stating that the propositions remain relevant to the efficiency question
currently before the Panel. The seven propositions are:

1. Afuture carbon constrained economy is a fait accompli.

2. Despite a failure to ratify the Protocol, State and Federal governments in Australia have
announced policy commitments to achieve Kyoto targets.

3. Beyond 2012 the pressure to reduce emissions beyond the Kyoto targets will increase.

4. The Victorian Government accepts the need for larger reductions than those required by
the Kyoto protocol.

5. Increasing demand for electricity in a carbon constrained economy will lead to higher
prices. Higher prices, combined with the advantage of avoiding carbon mitigation costs
will make less carbon intensive technologies relatively more competitive than they are
today.

6. The capacity for growth in the stationary energy sector depends on the ability to mitigate
emissions in a carbon constrained economy. Renewable energy does not face this
constraint. Less carbon intensive suppliers of energy face fewer constraints on growth
than energy suppliers reliant on brown coal and are better placed to meet the needs of
society in the carbon constrained economy.

7. Demand for energy will grow with population increases over time.

The submission then reiterated the economic arguments EDO say support the rejection of the

proposal, namely:

I.  Rejecting the proposal will not result in unmanageable impacts on base load electricity
supply capacity.

i. Among the electricity generators, the risk exposure of Hazelwood and its Victorian

electricity consumers to adjustment costs for compliance with Kyoto are probably the
highest in Australia.

iii. The fixed costs of providing renewable energy are falling with time.
iv. Price structures have a role to play in fostering renewable energy and reducing demand.
v. The price of brown coal does not properly account for externalities and risk including:

a) Greenhouse Abatement (mitigation) costs;
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b) subsidies for fossil fuel, which undermine renewable energy;

c) the true cost of water used in producing electricity;

d) adjustment risks associated with the transition to the carbon constrained economy;
e) refurbishment costs for the Hazelwood Power Station.

vi. Decisions which extend the use of brown coal will hinder development of the renewable
energy industry.

vii. The diversification of energy supply away from centralised generation should be
encouraged wherever possible to:

a) take advantage of job opportunities in the renewable energy sector;
b) reduce distribution losses;

c) improve the capacity of the grid to deal with catastrophes or other interruptions to
supply;
d) support rural communities.

EDO then stated that In addition to the factors listed in the original submission, a number of
additional economic arguments now need to be factored into the discussion, as follows:

1. The evidence of Dr Mark Diesendorf suggests that the additional costs to the community
of alternative electricity supply options would be paid for by economic savings achieved
from demand side efficiency measures. New jobs created by cleaner energy supply
options would far outweigh job losses in the coal industry.

2. ltalso submitted that if all relevant costs of the proposal are factored in, alternative supply
options represent a sounder economic strategy than that offered by the proponent.

3. ltis submitted that the prospect of geosequestration and its backing by the Federal
Government’s recently released energy policy provides a medium to long-term option for
use of the resource. It can no longer be argued that if we diversify electricity supply
options now, the brown coal resource will be wasted.

4. The more efficient use of the coal is now supported by the interests of HRL, who allege
they can, and are actually required by the terms of their exploration licence, to exploit the
resource in a more efficient manner consistent with world’s best practice.

The submission proceeds to address adjustment costs in the event that Kyoto is ratified,
externalities, subsidies and the true cost of water.

With respect to subsidies, EDO quotes papers by Reidy 2003 and Reidy and Diesendorf 2003,
as follows:

“Reidy concludes that as much as $9 billion in subsidies encourages the use of fossil
fuels in Australia annually. Further, he states:

About 58% of the total fossil fuel subsidies identified are perverse subsidies.
These subsidies increase GHG emissions while at the same time reducing
economic efficiency. Removal of these perverse subsidies can provide a
‘double dividend’ of greenhouse abatement and improved economic
performance.”

1 Subsidies referred to by Reidy include:
i.  subsidies for supply of electricity to Aluminium smelters;
ii.  concessions for electricity;

ji.  pricing structures;
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iv.  subsidies for centralised generation.
2 Subsidies also relevant include:
i.  tax benefits for salary packaging motor vehicles;
i. ~ Greenhouse Gas Abatement Program (which goes mostly to fossil fuels);
iv.  fuel excise reduction;
v. fuel sales grants scheme;
vi. automotive industry support;
vii. land for roads and car parking;
viii. reduced import duty on 4WDs;
ix. inappropriate company tax concessions;
X. R &D support for fossil fuels;

Xi.  non-recovery of government agency cost.

EDO in its submission to the reconvened hearings reiterated its view that the MMA identified
market replacement to Hazelwood Power Station can be economically acceptable for the
people of Victoria under a business as usual analysis.

Dr Alan Pears, Adjunct Professor at RMIT University, and Director of Sustainable Solutions
Pty Ltd summarised his evidence as follows:

" Victoria’s load profile has been distorted over many decades by the State Electricity
Commission’s efforts to increase base load to facilitate maximum use of inflexible
brown coal fired power stations, including through use of extremely low off-peak
electricity prices. This has led to load shifting and wasteful use of energy in off-peak
periods. This means the potential for energy efficiency improvement to reduce base
load is very large.

" Partly because of the above distortion, there is at least 1,600 MW of base load demand
in the residential and commercial sectors, as well as a large potential in industry.

. Cost effective electricity efficiency potential in Victoria would reduce commercial and
residential electricity consumption by around two-thirds, and industrial consumption by
at least 40%, saving more than twice as much electricity as is now supplied by the
Hazelwood power station. The cost of these measures varies from negative (i.e.
cheaper up-front) to around the same as investment in power supply. Demand supply
measures would also reduce peak demand problems and avoid large investments in
transmission and distribution networks, further enhancing their economic benefi.

" The timeframe for capture of energy efficiency potential identified in this project is very
dependent on the effectiveness of policies and programs. Much could be captured
within five years, although some of the savings rely on limited amounts of technology
development and some measures are best integrated with refurbishment, equipment
replacement and new investments to optimise cost-effectiveness.

" A comprehensive strategy that includes energy efficiency (Including cogeneration), fuel
switching at point of use and renewable energy has the potential to reduce Victoria’s
conventional electricity use in absolute terms, and avoid the need to operate
Hazelwood. However, to achieve this would require strong and effective policies that
target both existing and new equipment and buildings, and further reform of the
electricity market to provide appropriate price signals to both electricity suppliers and
consumers.
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. Early action to avoid the ongoing need for Hazelwood would provide more flexibility for
the balanced management of coal resources and development of alternatives.
Deferment of expansion of the coal resource would also reduce the risk of creating a
‘stranded asset’ in the form of the developed coalfield.”

The submissions by Dr Terry Johnson for HRL, George Phair and Dr Pat Phair, while being
directed in part or whole at the efficiency of new brown coal technology, also supported the
view that the electricity supply scenario suggested by MMA was deficient in that it did not
advocate the upgrading of the Hazelwood Power Station, or replacement by more efficient
technologies.

7.3 NEW TECHNOLOGIES

A number of new technologies were outlined to the Panel during the Hearings, involving both
renewable energy and non-renewable energy. Those new technologies using coal as a feed
stock promise advances in coal use efficiency, greenhouse gas emissions, and water
consumption.

IPRA has some involvement with new technologies. Table 7 shows its current assets and
involvement with new technology.

Table 7 IPRH interests in power generation

Generation

Asset or Interest % Share owned by IPRA capacity

MW
Hazglwood Power 91.8% 1720
Station
Loy .Yang B Power 100% 1000
Station
Pelican Point CCGT 100% 500
Synergen OCGT’s 100% 360
Canunda Windfarm 100% 46

A contributor along with
C.RC.CIean Power from other Latrobe Valley N/A
Lignite
generators

IPRH are also involved with the Coal to Liquids Project with the Adelaide based company GTL
Energy Limited, which could involve an integrated gasification and gas-to-liquids plant for the
Hazelwood mine, based on the patented technology of the US based company Rentech. The
process would be based on Yallourn 1 Seam Coal, which overlies the Morwell 1 Seam Coal
used in the Hazelwood Power Station.

With respect to the capacity of wind energy to make a substantial contribution to Victoria’s
electricity needs, the Panel was advised (see EDO#8) that allowing for the variation in wind
conditions, the overall availability of power from a wind turbine may be in the order of 30%.
NEMMCO 2003 included Table 2.12, which tabulated the availability of new non-scheduled
embedded generation at the time of maximum demand, and for Wind it showed an availability
of 7%. Dr Mark Diesendorf gave evidence that the requirement for back-up power as a
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percentage of wind generated capacity fell as the total amount of wind power increased. He
quoted a Clean Energy report that estimated that if 20% of Australia’s electricity generation
was provided by wind, there would be the need for 25% of the installed wind capacity to be
backed up with gas turbines.

Mr Dave Quinn advised the Panel that the difficulty in being able to commit to the market for
specific periods was a constraint for those owning wind farms. He went on to say that the
ownership of other generation capacity such as coal and gas fired power stations in
association with wind farms (as is the case with IPRH) can alleviate this problem.

Turning now to new technologies for power generation from coal, advice from a number of
sources was provided to the Panel, and a summary of that advice is set out in Table 8.

Table 8

New technologies for power generation from coal

Process

Description

Reference

IGCC - Integrated
Gasification Combined

Using a dry coal feedstock, the process involves
gasification, cooling and purification (during

Submission IPRH#42
containing advice from

Cycle which steam is produced which feeds a steam the CSIRO paper IGCC
Commercial operation at turbing), the produption of fuel gas, wh?c_h is then | concepts for Aqgtralian
Texico-Tampa used in a gas turbine to produce electricity. Hot | coals and conditions,
exhaust gases from the gas turbine are used to | June 2004 and
heat the steam in the steam turbine. overheads from DUT.
IDGCC - Integrated In this process brown coal is first dried and then | Submission HRL#6 by
Drying and Gasification | converted to a combustible gas in a fluidised Dr Terry Johnson

Combustion Cycle
Pilot plant operated

100 MW scale
demonstration plant
proposed for

bed gasifier. The gas is cleaned of impurities
and burned in a gas turbine to produce
electricity. The hot exhaust gas from the gas
turbine is then used in a boiler to produce
steam, and this steam is used in a steam turbine
to produce additional electricity.

See also IPRH#42

800 MW PS proposed for | A shift reactor and scrubber are extras to HRL#15
full operation by 2012 provide for geosequestration.
AIDG - Advanced Uses an oxygen blown gasifier, scrubbing, and IPRH#42
Integrated Drying and fuel gas production. A single cycle gas turbine
Gasification System is used, with exhaust gases being used to
$180 Million Demonstration reheat the fuel gas. With the incorporation of a
olant at Hazelwood shift reactor and cryogenic separator, liquid CO,
possible can be separated from the gas stream. The
process would not require water consumption.
Pilot scale testing has not HRL#19
been done
CRC Clean Power from Process perfected at laboratory scale to mildly Submission by the
Lignite — MTE heat and squeeze brown coal, removing 70% of | CRC
: the water in the coal. The technology needs to Report in The Age 4
Proven at piot scale, be tested in a pilot plant, and can be used with August 2004

proceeding to large pilot
scale, possibly late 2004

existing or new generation power stations

In the closing address at the end of the initial hearings on behalf of IPRH, Mr Barton Napier
cautioned that the tabled submission IPRH#42 (Comparison of AIDG and AIDGCC Cycles)
was only provided to give a picture of what may happen in the future, and that any AIDG

technology was “a long way out”.
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The costs of power production from the various new technologies vary slightly between the
authors of those cost Estimations. There was general agreement between the estimates, as
shown in Table 9, which also includes estimates for efficiency, cooling water consumption and
coal consumption.

Table9 Costs for base load electricity generation

Cooling Coal
Cost Efficiency Water consumption
Source $/MWh Reference o, consumption
tonne/MWh tonne/MWh
Verbal advice
Existing from Dave Quinn
Hazelwood $25 to the panel; 24 2.51 147
Power Station HRL#15 quoting
SECV 1992
2003 average IPRH#2 quoting
spot price $23 NEM Economics N/A N/A N/A
HRL#19 quoting
ACIL Tasman,
SKM, CRC
New IDGCC $28 to IPRH comment 41 0.84 0.86
(Brown Coal) $34 that coal winning
costs could be
under-estimated
Anticipated post
2010 new brown | $41.30 | MMA N/A N/A N/A
coal
Verbal advice
from Dave Quinn
Existing CCGT gjg 0| lohe panel — N/A N/A NIA
comparison
purposes
MMA — included
Wind $61.90 | for comparison N/A N/A N/A
purposes

The possible timing of the introduction of new brown coal technologies is also a critical factor
in assessing the merits of new technology and understanding how the new technologies might
contribute to future supply.

The HRL IDGCC process is the only technology which has progressed beyond the pilot stage,
has competitive generation cost estimates, expected efficiencies in coal use and water use
compared with existing Latrobe Valley power stations, and relatively firm timelines for
implementation. It is expected that a 100MW demonstration plant will be built and operating
by 2007, and the 800 MW plant would be built in two stages, the first 400 MW to be
operational by 2010 (running on gas) and converting to coal in 2012 when the second 400
MW is commissioned.

At the reconvened hearings, additional information on new technology was tabled.
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GTL Energy Limited provided considerable advice on the development of its coal drying
technology, and similar advances overseas. GTL pointed to the very considerable reserves of
brown coal worldwide, and the opportunities for new technologies to be applied beyond
Australia.

GTL Energy Ltd has an agreement with International Power to implement a prototype coal
upgrading (drying) unit at HPS by the 4t quarter of 2005. While the GTL drying process might
relatively easily remove 50% of the water in brown coal, such large reductions would make the
resultant coal unacceptable as feedstock for the existing HPS boilers. GTL (and IPRH)
anticipate that a 5% reduction in water content might well be the practicable limit for burning in
HPS without major expenditure to redesign the boilers. The planned testing will provide
further information o this issue.

7.4 POLICY CONSTRAINTS

Impediments to a fair market price for electricity have been raised from all sides. Those
advocating greater use of demand management, end use efficiency and renewable energy
sources have pointed to the current low cost of electricity in Victoria. The arguments by EDO
concerning the failure of the current market to cost externalities, including the true cost of
water and the presence of ‘perverse subsidies’ have already been outlined in Section 7.2.2
above.

There is support for some of these views by those providing evidence on behalf of IPRH. For
instance, the MMA Report states (page 41):

“The barriers to the development of demand side programs are well known. Such
programs would require higher electricity prices in the market which are not currently in
prospect. This means that there could be delays in the market development for such
programs and participation could be less than anticipated. One would expect that if the
Government chose to not extend the life of Hazelwood it would need to get quite serious
about promoting alternative measures such as demand side efficiency.”

In relation to the barriers to new cogeneration plants, the MMA Report states (page 41):

“However there are a number of projects which have been considered which are not
proceeding because of the currently low pool prices.”

Mr Dave Quinn, CEO of IPRH, tabled a copy of his recent paper to the 15t Annual National
Power Conference entitled “Investing in new Generation Capacity” (IPRH#46). In it he made
the following point:

“Forecasts of new capacity requirements based on ensuring system reliability in the face
of significant projected demand growth have led to growing concern amongst
Governments about the ability of the market to deliver the required new capacity.”

Mr Dave Quinn also advised the Panel that 250 MW of the 500 MW Pelican Point CCGT
Power Station was mothballed because it could not compete on the NEM. He stated that: “We
need economic instruments to change the way the market operates.”

The comments of MMA in the Executive Summary are also telling, where it is stated:

“By 2010, the existing accessible brown coal resources will have been consumed and
run-down of mine production would commence by 2009 if no action is taken. Whilst the
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production profile could maintain full production until 2009 and close down within one
year, to minimise financial losses, IPRH might consider reducing production much earlier
to force up market prices to reflect the constrained fuel supply. In respect of the NEM,
this scenario represents a "best case" where the reduced production would signal the
need for new capacity and facilitate orderly changeover to new power supplies over
several years.”

7.5 DISCUSSION

The supply and demand scenarios provided by MMA may be criticised on a number of
grounds. The main aspects that concerned the Panel were:

. projections for the future were made on the basis of “business as usual’, without any
allowance for the economic impacts likely to arise from government’s response to the
issue of greenhouse gases;

. the MMA projections of Sent Out Generation shows a 1.25% compound increase for
Victoria over the years 2004 to 2015, compared with the 2.5% growth in demand
predicted by NEMMCO for the 9 years from 2004/05 to 2013/14 (Victoria and South
Australia Summer Outlook), and the VENCorp target of 2,050 MW new capacity by
2013, representing a 1.5% to 2.3% growth;

" the absence of any realistic contribution in forgone demand, as distinct from demand
side efficiencies, in the predictions for the case with Hazelwood Shut Down;

" the lack of accounting for the quite long lead times for strengthening inter-state
transmission interconnections and gas supply infrastructure.

The Panel notes MMA'’s caution that the analysis is not based on a full market simulation.
Further, the Panel understands that some of its concerns listed above may increase the
demand projection, and others decrease it. Clearly taking Hazelwood out of service in 2009
(with the possibility of reducing its output prior to that date) would have a dramatic influence
on Victorian electricity prices.

The recent advice from NEMMCO that the combined Victoria/South Australia region is
showing a reserve deficit for summer 2004/05 against reliability standards, and from 2006/07
onwards, provides evidence that the current supply of electricity in Victoria is stretched.

On the alternative scenario offered by EDO, the Panel notes that while it provides for the
replacement of the Hazelwood electricity generation, it does not address the increase in
demand anticipated. Significant new generation capacity (over 2000 MW) will be needed by
2010, before any new technology is available commercially, and with the buffer of aggressive
demand management and increased use of renewables already factored in to the replacement
of Hazelwood, no provision for the increased demand has been allowed in the EDO alternative
scenario. The reductions in electricity supply resulting from efficiencies described by Alan
Pears are very significant, and well worth intensive government action. While a number of
submittors stated that market measures provide more efficient outcomes than regulation, none
offered any evidence to rebut the positive (though small) contribution made through the
regulation of the Victorian building industry to achieve better thermal protection and
consequent energy savings.

Although the Panel saw deep cuts in energy efficiency as desirable, other submittors pointed
to two aspects that militate against energy efficiency alone delivering substantial savings in
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the short term. The first of these has been described as “bounce” (or “rebound”, as it is
described in the Allen Consulting Group report), the capacity for human factors to translate
savings in energy costs into other activity, which itself then requires more power. The second
is the relatively small percentage of overall costs that electricity supply represents in many
business activities, and cited as being typically only 2% or so. Such relatively small electricity
costs also militate against business aggressively adopting demand management measures.

The Panel saw many of the economic arguments advanced by EDO (see Section 7.2.2) to be
sensible and practical measures. Having heard evidence from IPRH about the local content in
the maintenance and refurbishment of Hazelwood Power Station, the Panel was not
convinced of the merits of EDO’s argument on point (vii a) — job opportunities in the
renewable energy sector. The Panel, however, viewed the economic arguments not as
reasons for retiring Hazelwood, but rather as matters which should be generally be supported
to provide a smoother transition to the future. The issue of ‘perverse subsidies’ were also of
concern to the Panel.

In respect of new technologies, the Panel formed the view that the introduction of new
technologies would extend over a considerable time frame. While positive research results
are most encouraging, there are numerous examples where the transition from research to
commercial reality takes longer than expected, and sometimes does not happen at all. The
Panel agreed with IPRH that on the evidence presented, new technologies were unlikely to
provide a significant boost to electricity supply before 2010.

Efficiencies through coal drying may, however, be able to be retrofitted to existing power
stations before that date. Such retrofitting at Hazelwood Power Station may require
modification or replacement of the boilers, particularly where large reductions in moisture
content are sought. Itis relevant here to note that DPI advised in their submission on the
exhibited documents that:

“The Minister for Energy Industries and Resources has advised IPRH that new mining
licences for the proposed West Field project would not be granted until the company
commits to further investment that reduces GHG emissions from the existing Hazelwood
Power Station.”

On the issue of policy constraints, the Panel accepted the arguments of both IPRH and some
of those who objected to its proposal, that the operation of the NEM and the suite of present
government policies and subsidies provide neither sufficient incentive to lead to the provision
of needed additional base load power generation, nor the prudent increase in all forms of
demand management and renewable energy initiatives.

7.51 CONCLUSIONS ON FUTURE ELECTRICITY NEEDS

Given the lead time for alternative technologies, the absence of significant
demand management in an environment of low electricity prices, and
the expected increase in annual electricity demand, the Panel concludes
that the IPRH proposal for the West Field development is the most
economical alternative for the supply of base load electricity to Victoria
and the National Electricity Market.

The Panel commends the Government for its initiatives with respect to new
technologies and the granting of exploration licences in conjunction
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with defined investment programs for new technology research and
implementation.

The Panel concludes that Government should intensify its promotion and the
use of economic incentives to achieve a significant strengthening in
demand management, and should seek the review of the operation of
the National Electricity Market to ensure that its objectives lead to a
balance between:

. ensuring the National Electricity Market enjoys a secure, clean and reliable base-
load electricity supply well into the future; and

. maintaining competitive electricity prices for domestic and business consumers.

7.5.2 RECOMMENDATION ON FUTURE ELECTRICITY NEEDS

The Panel recommends that the Government should:
= intensify the promotion and provision of economic incentives to achieve a
significant strengthening in demand management; and
= seek areview of the operation of the National Electricity Market to achieve a
balance between:
» ensuring the National Electricity Market enjoys a secure, clean and
reliable base-load electricity supply well into the future; and
> maintaining competitive electricity prices for domestic and business
purposes.
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8. THE MOST EFFICIENT USE OF BROWN
COAL

“Is the proposal the most efficient use of the Gippsland brown coal resource? (EES, Section 3)

8.1 INTRODUCTION

This Chapter of the report addresses the regional brown coal resource, IPRH’s coal
requirements, and the IPRH mining proposal.

Issues concerning new technology have been addressed in Chapter 7 above, while mine and
river alternatives are considered in Chapter 9, and the issue of the interface with HRL is
discussed in Chapter 10.

8.2 THE BROWN COAL RESOURCE

In its response to the Panel’s Direction 2(a), DPI responded in part:

“It has been conservatively estimated that the State’s recoverable reserve of brown coal
is 35-49,000 million tonnes. This represents over 500 years supply at current energy
consumption rates. Presently there are three mines and four brown coal fired power
stations. Each mine has a separate mining licence. DPI believes that given the scale
and quality of the State’s resources, its economic potential is not being fully utilised at
the present time.”

DPI also advised that;

“In order to protect the brown coal resource from the practice of securing exploration or
mining licences without genuine intent to work the licence, the Victorian Government has
applied an exemption under section 7 of the Mineral Resources Development Act 1990.”

(The exemption area is shown in Figure 3 above in Section 3.2.2)

The presentation to the Panel made by Guy Hamilton of DPI included a computer generated
plan of the Latrobe Valley coalfields used in the Brown Coal Tender Process, which showed
the coal resource with different colours representing different coal to overburden ratios. The
areas including the existing Yallourn, Hazelwood and Loy Yang mines, and the new areas
over which exploration licences have (or are in the process of being) granted are shown as the
brown coal resources with the most favourable brown coal to overburden ratios — the better
brown coal resources.

Alan Moran of the Institute of Public Affairs told the Panel of his view that the energy efficiency
of individual plants in the Latrobe Valley was not a major issue, as there is so much brown
coal.
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DPI also advised of the Latrobe Valley 2100 Coal Resource Project, which will “...develop a
strategy to guide planning and sustainable mine development practices for brown coal in the
Latrobe Valley’. The study is to be complete by 31 December 2004.

8.3 IPRH’S COAL REQUIREMENTS

When IPRH bought Hazelwood Power Station and Mine for $2.4 billion in 1996, it also
acquired mining licence MIN5004. Mining Licence MIN5004 covered a volume of coal said to
be sufficient to support the 40-year life of the business contemplated at the time of purchase.
The Hazelwood Power Station was designed to burn coal from the Morwell 1 Seam.

The mine plan at the time of purchase provided for the winning of coal from the South East
Field only, with sufficient reserves until 2005. The mining method was based on bucket wheel
excavators and conveyor systems operating in a block arrangement. Access to the remaining
coal reserves within the mining licence was further constrained by the mining licence reflecting
land title boundaries, rather than the underlying coal resource; the Second Morwell River
Diversion (which quarantined some 240 million tonnes (Mt) of coal); and to the north west the
overlying Yallourn Seam Coal (some 50 Mt) which cannot be used in the Hazelwood Power
Station.

Fuel supply options were investigated by IPRH, and these are outlined in the EES. They were
gas, Loy Yang coal, more efficient use of existing reserves (e.g. coal drying technologies), and
mine development options (north, northeast, east, south and west). IPRH concluded that
development of the mine westwards was the most economic and feasible option.

West Field development was facilitated by approval of a change to the mine plan in 2001 to
allow mining of West Field Phase 1,which included Blocks 1A and 1B (see Figure 2 in Section
3.2 above) and allows coal supply to be maintained up to 2009. IPRH have recently
commenced winning coal from the West Field Phase 1 area.

IPRH have established that the West Field has a definitive mining reserve of 495 Mt. This
figure does not allow for the constraints imposed by the requirement for mining efficiency. It
would, however, support IPRH'’s contention that the coal contained within the mining licence is
sufficient to allow the Hazelwood Power Station operation until 2031, on the basis that mining
commenced in West Field Phase 1 in 2004, and at 18Mt per annum, the reserve would last a
further 274 years. The 18Mt per annum figure makes some allowance for the continued
supply of coal to Energy Brix Australia Corporation (EBAC), which amounted to some 1.6 Mt
in 2003. The stripping ratio of the West Field development is extremely favourable, with 5.4
tonnes of coal won for every cubic metre of overburden removed.

The new mining licence proposed seeks to extend the existing mining licence to allow IPRH to
mine sufficient coal in a block arrangement to provide for their needs to 2031. The proposal
does not preclude IPRH from winning further coal in the future from within their existing mining
licence area, which is presently not commercially attractive. This would include areas
presently covered by overburden or by the overlying Yallourn Seam coal, or in unmined
remnants by using mining methods other than block arrangements with bucket wheel
excavators.

The shape of the West Field Phase 2 mine proposal is influenced by a very large fire-hole in
the area occupied by proposed spoil mounds 2 and 3 (see Figure 2).
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Should the proposed river diversion be approved and built, IPRH could still win a very
considerable part of the coal within the existing mining licence, sufficient to fuel the Hazelwood
Power Station until 2026, though with additional mining costs.

The Morwell 1 Seam Coal to the north west of the existing Hazelwood open cut may also be
mined by IPRH in the future. It is overlain by Yallourn 1 Seam Coal, which would be treated
as overburden. As noted in Section 7.3 above, IPRH are also involved with the Coal to
Liquids Project with the Adelaide based company GTL Energy Limited. Should this project
proceed, the Yallourn 1 Seam Coal from the northwest extension of the Hazelwood open cut
would not be wasted.

8.4 DISCUSSION

In assessing the most efficient use of the brown coal, a number of aspects need to be
considered. These include consideration of the current situation, the future, the quantity of
total reserves, the utility of these reserves, and the commercial expectations of present
holders of mining licences.

From the perspective of the current situation, and as discussed in Chapter 7 above, it is clear
to the Panel that the absence of proven more efficient technology that can be reliably and
commercially implemented in the short to medium term means that continued burning of
brown coal at Hazelwood is necessary as part of the mix in the supply—demand equation for
Victoria.

From the perspective of the future availability of brown coal, it is clear that the resource is
massive. However even massive resources can be depleted by rapacious over-development,
and a balance needs to be struck between the needs of the present generation when
compared to the needs of future generations.

The Panel also notes that the coal targeted for use has a very favourable coal to overburden
ratio, while a considerable part of the remaining reserves do not have such a favourable ratio.
Economic efficiency supports the early use of the most economic coal; in the future mining
technology and cost structures may make this issue less important.

In relation to the expectations of the holder of a mining licence, the Panel recognises that
IPRH’s expectation that it be allowed to continue to use the coal within the mining licence area
is legitimate. In February 1999 IPRH sought a determination from the government on its
position in relation to extending the Mining Licence. The DPI response, endorsed by the then
Minister, on 6 May 1999 included the advice that:

“After careful consideration of your submission, | advise that | can think of no reason why
the Government would oppose extension of your mining licence area as indicated.”

That expectation should not be seen as unfettered, however. Industry in general is expected
to continuously improve its efficiency and environmental performance, and mechanisms such
as Environmental Improvement Plans are commonly used to achieve continuous
improvement. EPA also requires action under its PEM - Greenhouse Gas Emissions and
Energy Efficiency in Industry from existing licence holders. IPRH have commenced this
process with EPA for Phase 1 of West Field, and will address the PEM for Phase 2 “in due
course”. The separate process being undertaken between IPRH and the Minister for Energy
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Industries and Resources to consider greenhouse gas emissions can be viewed in this light,
and is further discussed in Chapter 18.

8.4.1 CONCLUSIONS ON THE MOST EFFICIENT USE OF BROWN COAL

Taking into consideration the current and future needs, the size of the brown
coal resource, and the opportunity for increased efficiency from
Hazelwood in the future, the Panel concludes that the proposal is an
appropriate use of the Gippsland brown coal resource.
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9. RIVER DIVERSION AND MINING
OPTIONS

9.1 RIVER DIVERSIONS

There is a long history of Morwell River diversions to enable coal mining in the Latrobe Valley.
A brief description of the various diversions, both constructed and proposed, is provided below

in Table 10.
Table 10 A description of the Morwell River diversions
Key Title Description Cost
mrD1 | rallounMine South | o}y diversion undertaken by the SECV
Field Diversion
A 4 km diversion undertaken by the SECV in
MRD2 Hazelwood Mine South 1977, comprising a 3 m diameter low-flow
West Field Diversion concrete pipe beneath an open high-flow
grassed channel.
A 4 km diversion undertaken by the SECV in
Yallourn Mine East Field | 1987, comprising a 3 m diameter low-flow
MRD3 - . .
Diversion concrete pipe beneath an open high-flow
grassed channel.
A sinuous low flow stream bed within a wider
Yallourn Mine Maryvale | flood plain on embankment through the
MRD4 . - . )
Field Diversion Hazelwood mine on an unmined coal dyke,
and presently under construction.
Proposed Hazelwood A sinuous low flow stream bed within a wider
MRD5 Mine West Field flood plain on cut and fill to the west of $60 million
Diversion MIN5004.
Possible future . L .
MRD6 Hazelwood Mine Eastern A possible future diversion immediately to the $§0_0
Diversi east and north of the Hazelwood Open Cut, million
iversion
The SECV’s preferred Major Morwell River $500 to
Proposed Driffield Project D|ver§|on. Itis protecteq in the La Trobe $7_0_0
o . Planning Scheme, and involved an open million
MRD-DE Eastern Diversion (Major h land flood ding basi indexed
Morwell River Diversion) channel and floo retarding asins on mo_st (indexed to
tributaries. Doubt has been raised about its 2003
current environmental acceptability. dollars)
, $2.4 billion
. . An open channel and tunnel option proposed ;
MRD-DW1 Proposed D”““’:'d Project by the SECV to the west of the proposed (indexed to
Western Diversion . 2003
Driffield Open Cut
dollars)
MRD-DW2 | Proposed Driffield Project | An open channel and land bridge option $1 billion
Western Diversion proposed by the SECV towards the western (indexed to
HAZELWOOD WEST FIELD EES
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side of the proposed Diriffield Open Cut

2003
dollars)

Figure 10 shows the general alignment of these various diversions.

Figure 10 Existing, proposed and possible Morwell River diversions
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The proposed Fifth Morwell River Diversion (MRD5) will provide access to the coal below the
existing Second Morwell River Diversion (MRD2).

It should be noted that MRD2 quarantines some 240 Mt of coal, while MRD5 quarantines
some 412 Mt of coal. Clearly river diversions that do not quarantine useable coal are to be
preferred.

The EES outlined two concepts prepared by IPRH for land bridges across the void of the
Hazelwood mine, and concluded that on a mixture of cost and risk grounds neither option was
practicable. A further diversion, MRD6 was found to be practical in the long term. It involved
an excavation into the natural surface around the southern, eastern and northern batters of
the Hazelwood mine, with a relatively small levee across the mine outlet currently being
constructed for the West Field. MRD6 would require some 48 million cubic metres of material
to be excavated over a period of 9 to 12 years. Thus, while it is practical in the long term, it is
much more expensive than MRD5, and it could not be constructed in time to guarantee
continuity of coal supply to the Hazelwood Power Station.

IPRH explained the circumstances in which MRD6 might be constructed in the future as
involving the desire to mine the otherwise quarantined coal under MRD5 by either IPRH, HRL
or another party, proceeding either as a westward expansion of West Field, or an eastern
expansion of a new Diriffield open cut.

A similar Morwell River diversion to MRD5 had been proposed around Yallourn Open Cut for
the Maryvale Mine expansion, and was indeed the subject of an EES and Panel Hearing in
1999. In that case, following the approval of the river diversion, a Design and Construct
tender led to a successful bid by Thiess Roche Linfox (TRL) for a different diversion of the
Morwell River through the Yallourn Open Cut (MRD4). As reported in Section 2.3 the Panel
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made an inspection of the construction of MRD4 at the Yallourn mine. In the knowledge of
this development the Panel was keen to test whether the two rejected options through the
Hazelwood mine had been rigorously examined, and sought further advice from IPRH. The
Panel also sought further advice on the construction period for MRD6, which seemed
unnecessarily long.

IPRH and RTL provided considerable further information on both issues. The key points
made in relation to the options were:

. the poor bearing strength of Latrobe Valley clays, the wet conditions experienced in
winter and the confined nature of the proposed embankments through the Hazelwood
mine severely limit the volume of material that can be handled in a year. RTL’s
experience in constructing MRD4 was that the average annual production for the last
three years was just under 4 million cubic metres of cut to fill. A seasonal record was
achieved by RTL on the Hazelwood Overburden Projectin 2002-03, where just over 7
million cubic metres was moved in a very dry season;

. MRD2 had a maximum embankment height of 40 m and was firmly anchored on an
undisturbed coal dyke.

Option 6(a)  Land bridge across mine at South West Field pivot

. The 90 m high embankment, 2.5 km in length, would require 117 million cubic metres of
fill, and 2 — 3 million cubic metres of sand or crushed rock for filters. Overburden from
the entire West Field would only provide 50 — 60% of the required material, and the
remainder would need to be sourced from existing overburden dumps and externally, at
great expense.

" An annual rate of 29 — 30 million cubic metres per year would need to be achieved to
construct the diversion before 2009, when coal from under MRD2 is required. Such a
rate is unachievable.

] Operational limitations including the exposure of West Field coal and attendant fire risk,
and the high (though unquantified) costs. These can be expected to be considerably
greater than the $470 million estimated for Option 6(b) below;

" Unacceptably high risk of failure, and the potential for significant settiement under
seismic events.

Option 6(b) Land bridge across the mine at the ash storage facility

. The 70 m high embankment, 1.5 km in length, would require 66.5 million cubic metres
of fill, and 110 million cubic metres if 10H:1V batters were required for structural
stability.

. An annual rate of 16 — 18 million cubic metres per year would need to be achieved to
construct the diversion before 2009, when coal from under MRD2 is required. Such a
rate is unachievable.

. Operational limitations including the exposure of West Field coal and the attendant fire
risk, and the quarantining of the Office Field coal.

. The high cost, estimated at $470 million;

" Unacceptably high risk of failure, and the potential for significant settiement under
seismic events.

Option 6(c)  Diversion around the perimeter of the mine

. MRD6(c) would require construction of an open channel with an average depth of 20m
(up to 30 — 40 m deep in some places) and an embankment adjacent to the mine outlet.
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Some 44 million cubic metres of material (including 10 million cubic metres of coal)
would need to be excavated.

. An annual rate of 11 — 12 million cubic metres per year would need to be achieved to
construct the diversion before 2009, when coal from under MRD2 is required. Such a
rate would be extremely optimistic, given RTL'’s experience with similar projects in the
Latrobe Valley coalfields. A more sensible (most likely) earthworks rate would be 9'%
million cubic metre per year, requiring a construction period of 5 years, plus 2 years for
approvals and design, and a further year for bed stabilisation, eight years in all;

" The cost of the diversion would be $242 million, excluding the set up costs and costs
associated with infrastructure relocation.

9.2 MINING METHOD

The Panel was aware that at the Yallourn Energy mine, the traditional coal winning method
using coal dredgers has been replaced to a large extent by a new method using large dozers
which push the coal to a feeder breaker, which loads it onto the face conveyor on a bench
below the coal face.

The EES detailed that IPRH would continue with coal winning using its current bucket wheel
excavators (BWE) and conveyor system. In view of the apparent economies found by TRL at
Yallourn using dozers, the Panel sought additional information from IPRH on the relative
merits of the two coal winning methods (Direction 2(d)).

In reply, IPRH set out several significant differences in the two operations, which bear on the
choice between BWEs and dozers, as follows:

" The Yallourn mine is approximately 60 — 70 m deep, while the Hazelwood mine is 130 —
150 m deep;

" Three of the Yallourn coal BWEs are approximately 20 years older than the five
Hazelwood BWEs, two of which are of a more modern design based on hydraulic
controls instead of cable pulley systems;

. Yallourn Energy continues to operate two BWEs one for overburden removal, and one
to augment coal supply.

While the dozer operation offers some advantage in flexibility and capital cost for new plant,
the BWEs are electric powered (compared with diesel fuel for the dozers), have a longer life,
and do not have a reduced output in the higher coal faces.

A final argument advanced by IPRH for their decision to stay with the BWE operation is that
the well-maintained BWEs have a book value of $82 million. A transition to dozers would
require this to be written off, with a reduction in before tax earnings during the write off period.
This would be unacceptable to IPRH and its mortgagors given the less than expected returns
from the National Electricity Market.

IPRH has sought quotations for the necessary plant and equipment for the dozer push
operation, and has determined that the operating and maintenance costs of the BWEs
operations were approximately 80% that of the dozer push operations.
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IPRH did however note that given the high initial capital cost of coal BWEs, it is anticipated
new mine developments will be based around dozer push operations or similar loading onto
face conveyors established on benches arranged in regular blocks.

9.3 DISCUSSION

The Panel approached the issue of the Morwell River diversion with feelings of dismay that so
many temporary diversions had been proposed and constructed over time, and more were
being proposed in relation to the present mine extension. The Panel hoped for some more
global approach to the issue, whether by government, or by a combination of all parties.

As a more careful analysis of the options was understood, it became clear that any “global’
solution such as the Major Morwell River Diversion proposed by the SECV would not be a
wise investment strategy (nor particularly environmentally sensitive). Even comparing MRDS
with MRD6(c), the cost difference ($60 million compared to $300 million) makes further
consideration of MRD6(c) irrelevant. The saving of $240 million, invested now, might well be
worth $1 billion by the time it is required to be built.

The Panel accepts the logic of the arguments advanced by IPRH in respect to the various
potential river diversions, and agrees that on cost grounds alone, MRD5 is to be preferred.

On the issue of the mining method, the Panel understands the arguments presented by IPRH,
but suspects that a change in IPRH’s mining method may come more quickly than anticipated.
Part of the flexibility associated with the dozer operation is that it may enable pockets of coal
that would otherwise remain unmined from the regular blocks associated with BWE operations
to be mined. Additionally, the dozer operation will leave a face already battered at a 3 or 4
horizontal to 1 vertical, ready for topsoiling and rehabilitation, in contrast to the stepped profile
left by BWE operations.

9.3.1 CONCLUSIONS ON RIVER DIVERSION AND MINING OPTIONS

The Panel endorses the selection of MRD5 by IPRH in favour of other possible
river diversions. In relation to the mining method, the Panel accepts
that it is presently economic to maintain the bucket wheel excavator
operation, and notes that a shift to partial dozer operations is likely as
new plant is required.
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10. INTERFACE ISSUES WITH HRL

10.1 IPRH'’S INTERESTS

10.1.1 KEY COMMUNICATION S

During IPRH’s planning period for the extension of its Hazelwood mine to the west, DPI invited
tenders for Exploration Licences in the Latrobe Valley, including exploration licences over the
Driffield coal field (It should be noted that there are in fact two Exploration Licences involved:
the first, EL4685 covers most of the Driffield area to the west of the Hazelwood Exclusion
Zone, and has been granted, while the second covers about one square kilometre of Crown
land and cannot be granted until Native Title issues have been resolved). That Exploration
Licence was won by HRL. IPRH’s proposed location of the Strzelecki Highway deviation and
MRD?5 is partly within IPRH’s Mining Licence next to the boundary with the HRL Exploration
Licence, partly within the proposed new IPRH Mining Licence, and partly within the HRL
Exploration Licence.

Figure 11 shows the location of the proposed road and river diversions in relation to the
boundaries of IPRH’s Mining Licence ML5004 and HRL’s Exploration Licences EL4685 and
EL4686.

IPRH provided a detailed chronology of information they provided to various parties about
their plans for the West Field, from February 1999 to the present time. Some of the key
events listed by IPRH are shown in Table 11 below, with Panel comment on the content of the
communications.
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Figure 11 The IPRH and HRL interface
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Table 11  Selected chronology of Key milestones and IPRH communications
Key milestone Date Content Panel comment

IPRH seeks 4Feb 1999 | Plan including drawing The alignment for both the

Government showing proposed road and | Strzelecki Highway and the

position on access river alignments Morwell River Diversion

to additional coal were subsequently adjusted

by IPRH.

Local newspaper 14 Oct 1999 | Project announced publicly | No indication of the direction

articles in which the mine might

expand was given.

Brown Coal Tender | 6 Oct 2001 — | The area allowed for the

24 Jan 2002 | ‘Driffield’ Exploration Licence
used the boundary of the
Morwell River Diversion
nominated by IPRH in Feb
1999

Tender Assessment | 25 Jan 2002

Period —July 2002

IPRH request to 25 March 02 | Letter and new plan sentto | IPRH sought both the

extend the Government (Minerals and adjustment of the previously

Hazelwood Petroleum Victoria), based advised boundary, and the

Exclusion Zone on Option 2K grant of a mining licence.

DNRE advice of no | 15 Apr2002 | No change during tender

change to period ‘for probity reasons’

Hazelwood

Exclusion Zone

Tender July 2002 Area of interest boundary Exploration licence 4685

announcement followed the proposed 1999 | issued 3 June 2003, EL
river diversion alignment 4686 (for the equivalent of |

sq. km. of Crown land)
awaiting Native Title
resolution.

HRL-IPRH meeting | 19 Nov 2002 | IPRH reported that HRL IPRH stated that they
indicated a desire to licence | showed HRL the aerial photo
the use of their technology, | with road and streams
not to operate a mine and overlay.
power station.

IPRH request for an | Dec 2002 Letter sent to Minister for The plans showed the

EES Planning with plans proposed river diversion
attached. crossing the HRL EL

boundary.

Further meetings Jan 2003-

between IPRH and | Jun 2004

HRL

Letter to IPRH from | 16 Dec 2003 | HRL expressed concerns

HRL

about IPRH proposal

The Panel sought information from DPI on the advice given to Tenderers concerning IPRH’s
plans for West Field. Written advice from DPI to the Panel (DPI#4) included the following:
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“In summary, there is no clear evidence that tenderers were provided with information
relating to the plans of IPRH in regard to its plans for the diversion of the Morwell River,
the Strzelecki Highway and Eel Hole and Wilderness Creeks either before or during
tender. Nevertheless, both the Department and IPRH have been providing information
to HRL for some considerable period and well before the grant of the exploration licence
at which point significant financial commitments by HRL would begin. The Department
has been assured on a number of occasions by IPRH that it was in discussions with

HRL and that HRL was receiving all the documentation being tabled during the course of
the EES process (i.e. Draft consultants’ reports). And finally, in September 2003 DSE
and DPI briefed HRL in full on the developing situation in the West Field EES.

The department is aware of the concerns held by HRL in regard to the IPRH diversion
proposals. Nevertheless, despite the information provided to it over a considerable
period of time, HRL has chosen to persist with the exploration licence.”

A longer extract from DPI#4 is provided in Section 10.5.3.

10.1.2 IPRH’s RIGHTS

IPRH, or any other party wishing to mine brown coal, cannot commence mining without a
Mining Licence, and a Work Authority, previously described in Section 3.3.2. Under the terms
of sale of the Hazelwood Power Station and mine to IPRH, IPRH have the right to seek one
amendment to their Mining Licence, and the present process is addressing IPRH’s proposed
Mining Licence application.

With respect to infrastructure, neither an Exploration Licence nor the Latrobe Planning
Scheme provisions prevents IPRH from seeking to locate infrastructure outside their Mining
Licence area. IPRH cited the following recent examples of infrastructure traversing another
party’s Exploration Licence:

. the gas supply pipeline to power stations owned by Edison Mission (Loy Yang B) and
Valley Power going across both Loy Yang Power Management Pty Ltd and Australian
Power and Energy Ltd (APEL) Exploration Licences;

= the Basslink HVDC Interconnector going across the APEL Exploration Licence.

IPRH maintains that the Brown Coal Tender process has disadvantaged it (and indeed HRL
as well), by upsetting the orderly and sequential development of the brown coal resource
specified in the Latrobe Planning Scheme, and causing the present boundary dispute.

During the Panel process, EDO made a number of submissions to the Panel, including
EDO#10, entitled “Positioning Victoria to Prosper in a Carbon Constrained Economy”. A copy
of the HRL Exploration Licence was attached as Appendix 2. The Licence included some
background information and advice that:

In assessing any Mining Licence Application(s), the Department will consider the
following matters:-

= Applications for mining licences would only be considered where key milestones set
for exploration licences had been achieved or were likely to be achieved.

= Should HRL Developments Pty Ltd ultimately share a common mining licence
boundary with Hazelwood power or another party, arrangements should be put in
place to as far as possible ensure complete coal extraction across the boundary.
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= Total emissions for the proposed new power station should not exceed the lower of
0.82 tonnes of CO/MWh or world’s best commercial practice at the time of plant
design finalisation.

IPRH stated that they had no previous knowledge of the HRL Exploration Licence condition
that sought complete coal extraction across any common boundary.

In response to HRL’s request that MRD5 be moved further to the east, so that there is no
impact resulting from it on HRL’s Exploration Licences area, IPRH advised that such a move
would:

. reduce the economics of the current West Field project;

. bring forward IPRH'’s decision on MRD6(c) to 2014, instead of 2018;

. decrease the opportunity for IPRH to benefit or contribute to MRD6(d);
" still quarantine about 340 Mt of coal.

10.1.3 THE DRIFFIELD SUPERPIT

IPRH outlined to the Panel the concept of a Driffield superpit option. Were IPRH and HRL
able to reach agreement, IPRH could supply coal to HRL, by extending the West Field into the
Driffield mine area. This would require the relocation of MRD5 and the construction of MRD6
in perhaps 2020.

IPRH made clear that it is not interested in financially backing HRL’s IDGCC project. Nor is
IPRH interested in going directly to the superpit option, as planning for the West Field is too
advanced, and the timelines for moving MRD2 are too short.

IPRH stated that approval of the West Field development would not preclude a later decision
to mine a superpit, or access the coal resources temporarily quarantined by the proposed
MRD5. Such a decision could be made when HRL secures investment backing for its
proposed development.

It should also be mentioned that IPRH drew attention to work done by the SECV for the
Driffield Power Station, where the bedding and jointing of coal in the north of the Driffield mine
were seen to present stability problems if mined from the west. The SECV planned the
development of the Driffield coalfield to commence with a face in the south east corner, with
mining proceeding northwards and eastwards.

10.2 HRL’S INTERESTS

In relation to the rights conferred under HRL’s Exploration Licences, Mr Lonie advised the
Panel in his closing submission of the relevant wording of the Request to Tender
documentation, as follows:

“Any successful tender will be awarded in accordance with the purpose of the [Mineral
Resources Development] Act, which is to encourage an economically viable mining
industry which will make the best use of resources in a way compatible with the
economic, social and environmental objectives of the State. Successful tenders will be
initially awarded an exploration license or licences that will ensure exclusive access to
the resource during the detailed assessment and approval stages for any subsequent
mining and related development proposal. The exploration licenses awarded will confer
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on holders exclusive rights to subsequently apply for mining licences under which mining
and related development can be undertaken. Tender bids will be awarded on the basis
of the best use of resources, within the tender area and the strategic advantage to
Victoria in terms of economic, social and environmental outcomes any proposed project
will provide.”

Clayton Utz on behalf of their client HRL made a written submission on the EES and other
exhibited documents, in which they made the following points:

= the granting of the Exploration Licences to HRL has been specifically for the
development of a new 800 MW power station using the IDGCC process to reduce
CO. emissions from power generation.

= the tenement area is approximately 46 km?, with an estimated resource of
approximately 394 Mt of brown coal.

= the IPRH proposal will directly impact on HRL and the tenement area. The impacts
arise from:

a) the proposed fifth Morwell River diversion which largely runs along the eastern
boundary of the Tenement Area until a point north of Wilderness Creek where it
crosses into the Tenement Area by more than 200 metres for more than 1 km of
river length;

b) the proposed Strzelecki Highway deviation which largely runs along the eastern
side of the boundary of the Tenement Area until it reaches a point north of
Wilderness Creek where it crosses into the Tenement Area and remains west of
the diverted Morwell River;

c¢) the proposed extension of IPRH’s mine development to the west;

d) creek diversion and road works south of the existing course of Wilderness Creek;
and

e) relocation of power lines and associated infrastructure, including a 22KV and
66KV transmission lines.

Clayton Utz also drew attention to the fact that the coal with the most favourable overburden
ration, and hence the most economical and valuable resource, is located in the north eastern
corner of the Tenement Area which is directly impacted buy the IPRH proposal.

Clayton Utz also summarised the estimated impact on coal resources in the Tenement Area at
between a minimum of 43 Mt and possibly in excess of 130 M, for reasons that will be
discussed below. These estimated volumes were quite different to the IPRH estimates in the
EES, where it was stated that MRD5 would temporarily quarantine between 8 and 44Mt of
coal within HRL'’s exploration licence.

Clayton Utz raised concerns about the likelihood of further losses of available coal resulting
from the need to provide a visual screen from the relocated Strzelecki Highway, and noise
amelioration.

Clayton Utz submitted that replacement coal of an equivalent quality would cost $1.50 per
tonne more than the $2.50 per tonne that it could be mined for. This would translate to
economic losses, of the order of $64.5 to $196 million, and allowing for loss of profits or loss of
opportunity, will result in a decrease in cash flow of the HRL Project of in excess of $1 billion.

Clayton Utz also raised issues of subsidence and movement of infrastructure, the Strzelecki
Highway deviation, base load generation cost, inefficient use of coal resources, and
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Greenhouse Gas Emissions (The last issue is outside the Panel’'s Terms of Reference, while
the preceding two issues have been covered in Chapters 7 and 8).

In relation to the calculation of the potential loss of coal, Clayton Utz called a number of
witnesses. These included Dr Robert Gaulton and Mr Kevin Dugan of BFP Consultants Pty
Ltd as expert witnesses in geotechnical design factors, and Mr Ted Waghorne and Glen
Reinsch of GHD as expert witnesses on the implications of the IPRH proposals to HRL's mine
development.

The evidence of these experts is briefly summarised as follows:

. it is appropriate at this early conceptual design stage to use a factor of safety of 2 in
calculating setback distances from the proposed MRD5;

. it is noted that IPRH have used setback distances of 200m along the entire length of
both sides of the river diversion. Preliminary investigations indicate that the assumption
is not justified, given the variation in geology, hydrogeology, material types and spatial
factors;

. safe stand off distances were postulated to be 335 m, 280 m, 153 mand 120 m
respectively for the northern part of the main mine (Section A), the centre part (Section
C), the southern part (Section E), and within the south extension of the main mine
(Section G). The Section references are shown on Figure 12.

" the application of these safe offsets would result in a reduction of in situ coal reserves
of 37 Mt from the 388Mt otherwise available. Should the southern extension of the
mine not be viable due to the location of MRD5 and the Strzelecki Highway deviation
(and the southern extension is an area where the coal thickness and overburden ratio is
not so favourable), the reduction would increase to 75 Mt, leaving 313 Mt available.

While a theoretical 313 Mt would be available even if MRD5 were constructed, and the
southern area deemed uneconomic, this figure must be further reduced to allow for
operational factors. Ted Waghorne suggested a further reduction of 40 Mt from the 313 Mt
quoted above where the southern extension of the mine is considered uneconomic, leaving
263 Mt of winnable coal.

A further plan showing the potential longer term development of the Driffield coal field was
provided by HRL to IPRH, and was tabled by IPRH (Exhibit IPRH#35). The plan is
reproduced below as Figure 13. Itis dated 3/1/2002, just before the close of the Brown Coal
Tender period. It shows a Phase 1 of the Driffield Mine with 250 Mt of coal extending
eastwards to the boundary of the HRL Exploration Licence, and a Phase 2 with a further 250
Mt of coal extending through the IPRH Mining Licence and Exclusion Zone to MRD2.

Clayton Utz also submitted that approval of the West Field project should either be conditional
on MRD5 being subsequently moved, or IPRH should move their proposed MRD5 further
east, so it has no impact on the HRL Tenements. In relation to the possible future MRD6(c),
Clayton Utz noted that while MRD6(c) may afford an option for relocating MRD5, no allowance
had been made by IPRH to carry out its construction or contribute to its cost, and instead
IPRH seeks to shift this burden to HRL or to any other party seeking to mine the coal within
the Driffield area.
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Figure 12 Case 2 — Mining to safe offsets from the proposed MRD5

Figure 13 Driffield Development — HRL Plan
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10.3 MRD 6(d)

Late in the Hearing process (Day 9), IPRH presented a new proposal for a possible Sixth
Morwell River Diversion (Exhibit IPRH#39 — A Possible Win — Win — Win). IPRH explained
how they had reviewed the interests of the parties, as follows:

. HRL say that IPRH’s MRD5 prevents their access to the most favourable coal, and
prevents them meeting their Exploration Licence requirement to ensure complete
extraction of coal across the joint boundary;

" the State wants complete recovery of the coal resource and would like HRL and IPRH
to cooperate in meeting this objective;

. moving MRD5 further east to avoid any HRL impact does not meet the State’s
requirement and is not a Win — Win solution.

The further option is MRD6(d), and is shown on Figure 14. Itis a low cost variation of the
western river diversions proposed by the SECV (see Table 10 above, Option MRD-DW1 and
MRD-DW?2). It has been generated on the basis that the Driffield field will be mined from the
east, and the diversion will traverse through the mine pit in part.

Referring to Figure 14, MRD6(d) comprises three distinct construction zones:
. an all cut section connecting MRD5 at the inlet (Section A — A);
. an all fill mid-section across the floor of the HRL excavation (Section B - B);

. a cut section on a coal bench at the north end of the Driffield Mine, requiring clay
covering to reconnect to MRD5 at the outlet end (Section C — C). To achieve the
desired level by leaving a coal bench would appear to require the effective quarantining
of 23 Mt of coal. This section of the alignment is potentially flexible and could extend
around Yallourn Energy’s Mining Licence area.

MRD6(d) is designed to be integrated with coal mining activities to minimise costs. Timing of
the construction is dictated by the need to have excavated all coal between the northern and
southern boundaries of the proposed Driffield Mine.

IPRH have provided preliminary estimates (prepared by RTL) for MRD6(d) of $98 million (in
2004 dollars), which includes an allowance for conveyor bridges and a mine access bridge to
cross the diversion. Earth Tech has also undertaken preliminary hydraulic modelling, which
shows that MRD6(d) is hydraulically preferable to MRD6(c).

IPRH have also estimated the amount of coal temporarily quarantined by MRD5, and which
would be accessible if MRD6(d) was constructed. On the basis of the same stability offsets as
adopted by HRL (see 10.2 above), and extended northern and southern limits of the mine, the
volume is 340 Mt.

IPRH have advised that it would be prepared to enter into an MOU with HRL and the Victorian
Government for the planning and development of MRD6(d), if and when HRL is issued with a
Mining Licence.
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Figure 14 MRD6(d) — Plan View
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10.4 COSTS AND TIMING OF THE RIVER DIVERSIONS

A comparison of the costs of the various Morwell River Diversions, and the amount of
previously quarantined coal they make accessible, is shown in Table 12 below. The figures
were submitted by IPRH (see Exhibit IPRH#39).

Table 12 Costs and benefits of various river diversions

Replaced Volume of
Diversion Di plac quarantined Cost Cost ratio
iversion « »
coal “released

MRD4 -
(Yallourn) MRD3 500 Mt $110 million 4.5 tonnes/$

MRD5 MRD2 355 Mt $70 5 tonnes/$
MRD6(c) MRD5 340 Mt $300 1.1 tonnes/$
MRD6(d) MRD5 340 Mt $98 3.5 tonnes/$

The need for MRD6(c) varies depending on the scenario considered.

If IPRH sought a further extension to the west beyond their present proposal, they would not
require access to the coal before 2031. With the construction period for MRD6(c) being 8
years (“most likely” construction period estimated by RTL), and allowing a further two years for
planning and approvals, and one year to vegetate the new diversion, IPRH would need to
make a decision by 2020. IPRH have stated that the time for their decision would be 2018,
which allows another two years for construction beyond the “most likely” construction
schedule.

If the future operator of the Driffield Mine (HRL for example) wished to access the coal
beneath MRDS5, the timing of this access would depend entirely on the mining method
established for the Driffield Mine. However if HRL wished to maintain the option of
constructing MRD6(d), it would need to be factored into their mine planning well before mining
commenced in 2012.

10.5 DISCUSSION

10.5.1 THE PANEL’S APPROACH TO THE INTERFACE ISSUE

In order to structure its considerations, the Panel has set out to address the following
questions:

= Is it reasonable that IPRH should seek to construct the deviations of the Morwell River
and the Strzelecki Highway in locations that impact on future potential miners?

" Did the parties (IPRH, HRL and DPI) keep each other adequately advised of their
respective interests and intentions?

. Who should pay for future deviations of river (or highway)?
. How might MRD6(d) be progressed?
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10.5.2 IS MRD5 REASONABLE?

There are a number of ways of addressing this question. One would be simply to consider the
relevant legislation and planning controls, which allow infrastructure provision by one party, on
land covered by an exploration licence held by a second party. Not only were examples of
such actions within the Latrobe Valley cited, but DPI stated that “HRL’s exploration licence
only confers the right to explore for coal, nothing else.” (Exhibit DPI #1).

DPI provided further advice to the Panel in response to Direction 2(a). Its response included
the following advice:

“DPI has considered the impact of the diversions on HRL due to the road and river
diversions, additional overburden and the likely need to again move the Morwell River.
Nevertheless, the MRD Act does not confer to the holder of an exploration licence any
pre-emptive right over any other current or future land-use on either freehold or Crown
land. As noted above, the exploration licence only provides exclusivity in the exploration
for minerals and nothing else.

The panel should also be aware that exploration licences blanket much of Victoria,
including many urban areas (see Figure 2). Where this occurs, the presence of an
exploration licence has never before been used as the basis of influencing private or
Crown development or infrastructure. It is understood that there is an economic
opportunity cost where urban development has encroached on known mineralisation, for
example, the goldfields of Bendigo and Ballarat.”

DPI advised that, on balance, they supported the IPRH proposal, and they made no
suggestion that the location of the river and highway deviations were inappropriate, or that any
compensation should be paid to HRL.

The Panel can sensibly conclude from the above that IPRH’s proposals for MRDS and the
Strzelecki Highway are reasonable.

Considering past coal mining experience in the Latrobe Valley provides an alternative way in
which the matter can be viewed. At the outset, the Morwell River was a geographical
constraint. When it became economically viable to remove the constraint the current mining
operator undertook the deviation of the river. The SECV did this on several occasions;
constructing MRD1, MRD2 and MRD3 (see Table 10 in Section 9.1). Following the
privatisation of the power industry in the Latrobe Valley, first Yallourn Energy and then IPRH
have found it economically advantageous to address the constraints of MRD3 and MRD2
respectively by diverting the river yet again. In doing so, they have borne (or propose to bear)
the full cost of the diversions.

Itis clear that they bought the businesses in the full knowledge that the existing diversions
prevented full recovery of the available resources. It is in this sense that the Panel has posed
the next question.

10.5.3 WAS THE COMMUNICATION BETWEEN THE PARTIES ADEQUATE?

Itis clear that in the long history of communication between IPRH and HRL, the full
significance of the IPRH proposal was not understood by HRL until late in 2003. The Panel
considers that the mind set in early 2002 of HRL is well demonstrated by the plan prepared for
HRL during the brown coal tender (Figure 13 above). This figure not only shows Phase 1 of
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the Driffield Mine extending to the boundary of the Exploration Licence, but shows a potential
Phase 2 extending eastwards through the IPRH mining licence up to MRD2.

The Panel asked HRL if they had undertaken a Due Diligence search during the tender
process, and was assured they had. In view of the lengthy public process for Yallourn
Energy’s MRD4, and the publicity attending IPRH'’s decision to explore options for the future,
the Panel can only assume that HRL had simply not turned its mind to the implications to it of
IPRH'’s future plans. Confirmation of this view was provided by the tacit admission by HRL
that prior to mid 2003 they had not considered the actual mine development.

Concerning IPRH’s communication, it seems to the Panel to have been fair. Should IPRH
have said to HRL “Be aware that our proposed MRDS will quarantine some of the coal within
the Exploration Licence area.” The Panel does not believe that such advice is to be expected.
What appears to have been done is that IPRH has advised HRL of their plans progressively,
and HRL has simply failed to recognise that IPRH’s plans had an impact on the future winning
of coal within the area of HRL’s Exploration Licences.

Concerning the advice to DPI about their plans, again IPRH seems to have acted responsively
throughout. They advised DPI of their early planning, and DPI used that information in the
brown coal tender documents to define the limit of the proposed exploration licences it was
offering. During the tender period IPRH advised DPI of changes resulting from its more
detailed studies. DPI advised that due to probity reasons, it did not wish to change the tender
documents.

In response to the Panel’'s query as to what information DPI had provided to tenderers
concerning IPRH'’s plans, Guy Hamilton of DPI provided advice to the Panel in writing (DPI#4).
That advice stated, in part:

“In March 2002 the Department received a request by IPRH to extend the company's
proposed mining licence area for the West Field ”...to include the area required from the
road and river diversion.” This request was rejected.

In July 2003 the Department announced the results of the Brown Coal Tender.

In December 2000 the department noted in an email to Enesar that international Power
Hazelwood (IPRH) would need to negotiate with HRL Development Pty Ltd (HRL) in
regard to the road and river diversions for those areas of overlapping interest. Also in
that month the Department met with HRL and there are diary notes showing IPRH had
already been in discussion with HRL.

On 6 March 2003 the Department granted Exploration License number 4685 (EL4685) to
HRL. EL4685 covers 45 graticules (square kilometres) of private land and road
reserves. EL4686 covers one graticule of Crown land, but with the nominally the same
boundary as EL4685. The license for EL4686 has not been granted pending the
resolution of Native title as required by the Mineral Resources Development Act 1990
(MRD Act).

In summary, there is no clear evidence that tenders were provided with information
relating to the plans of IPRH in regard to its plans for the diversion of the Morwell River,
the Strzelecki Highway and Eel Hole and Wilderness Creeks either before or during the
tender period. Nevertheless, both the Department and IPRH have been providing
information to HRL for some considerable period and well before the grant of the
exploration licence at which point significant financial commitments by HRL would begin.
The Department has been assured on a number of occasions by IPRH that it was in
discussions with HRL and that HRL was receiving all the documentation being tabled
during the course of EES process (i.e. Draft consultants’ reports). And finally, in

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf DSDBI.0003.001.0178

Page 80

September 2003 DSE and DPI briefed HRL in full of the developing situation in the West
Field EES.

The Department is aware of the concerns held by HRL in regard to the IPRH diversion
proposals. Nevertheless, despite information provided to it over considerable period of
time, HRL has chosen to persist with the exploration licence.”

The Panel notes that it is in the northern section of the IPRH/HRL boundary that the potential
impacts on HRL are greatest. Itis significant that IPRH have not changed their proposed
location of MRDS5 or the Strzelecki Highway deviation in the northern section since their advice
to DPI on 1999.

The Panel has some sympathy with the position that each party, IPRH, HRL and DPI, finds
itself in. It seems that there has been some miscommunication generally. The Panel is
inclined to the view that the boundary problem has not been, to any great extent if at all, the
fault of IPRH.

10.5.4 WHO SHOULD PAY FOR FUTURE DEVIATIONS OF THE RIVER?

The Panel was not entirely clear on the requirements for coal likely to arise from the HRL
development. Should HRL succeed in moving from a pilot scale plant to an 800 MW plant, it
would seem to require about 5 Mt of coal per annum, based on the evidence of Dr Terry
Johnston. Over a 40 year life, this would amount to some 200 Mt.

While a theoretical 313 Mt would be available within the area of the HRL Exploration Licences
even if MRD5 were constructed, and the southern area deemed uneconomic, this figure must
be further reduced to allow for operational factors. Ted Waghorne suggested a further
reduction of 40 Mt from the 313 Mt quoted above where the southern extension of the mine is
considered uneconomic, leaving 263 Mt of winnable coal. This would equate to 53 years of
supply for the proposed 800 MW power station.

On the other hand, HRL may well wish to preserve the maximum possible amount of coal in
any future mining licence, so as to maximise their financial position and interests.

The Panel considered that the question of the impact and costs of moving infrastructure from
the exploration tenements would be a matter for HRL to assess at the time they were applying
for a mining licence. They would have to consider not only the river and highway diversions,
but also existing high voltage electricity transmission lines across the tenements (In this
respect, it should be noted that the concerns of HRL about new transmission lines were
unfounded. IPRH’s proposal for the re-routing of the HPS — ROTS 220 kV line to the south of
West Field is on land owned by IPRH and outside the HRL tenements. To the west, it lies
between the proposed West Field Phase 2 mine and MRD5).

The Panel considered that the future cost of moving MRD5 and the Strzelecki Highway
deviation (presuming that they go ahead) should be borne by parties in proportion to the
benefit accruing to the parties at that future time. Any mining licence that may be issued to
either IPRH or HRL should articulate this proposition.
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10.5.5 HOW MIGHT MRD6(D) BE PROGRESSED?

The Panel was impressed by the thoroughness with which IPRH investigated the HRL
interface issue, and the creativity they displayed in generating option MRD6(d) under tight
time-lines. Indeed, if IPRH was to be responsible for the entire mine development of West
Field and Diriffield, no doubt it would be delighted to have come up with a future replacement
for MRD5 that saves in the order of $200 million over the cost of MRD6(c).

Clearly, however, the implementation of MRD6(d), if it ever happens, will only be possible
through the desire of the operator of the Driffield Mine.

DPI has stated that it wishes to see the companies work together to ensure that coal is not
quarantined at their boundary. It would follow that DPI should endeavour to provide incentives
to encourage the parties to deliver the outcome DPI seeks.

Following the resolution of the present IPRH proposal, it would seem desirable for DPI to
assist the parties to cooperate in their future planning so that the State’s objectives are
achieved.

At the reconvened hearings, both IPRH and HRL alluded to ongoing discussions between the
two firms. While these discussions are presently commercially sensitive, and no details have
been provided to the Panel, it seems clear that the two parties are working together to develop
a common approach to the future mining of the resource. The Panel welcomed this sign of
cooperation between the parties.
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10.5.6 CONCLUSIONS ON THE HRL INTERFACE

The Panel concludes that it is entirely reasonable for IPRH to seek approval for
the location of MRD5 and the relocation of the Strzelecki Highway in the
manner set out in the EES. The mining legislation, the planning
framework and past experience support the view that infrastructure can
appropriately be sited on land covered by exploration licences held by
third parties.

The Panel considers IPRH to have been quite fair in its communications with
others, including DPl and HRL. Any failure in communication might be
attributed in part to the past focus of HRL, which was understandably
on developing their process rather than considering the practical
aspects of mine development, and the desire of DPI not to open itself to
any charge of a lack of probity in the tender process. Certainly DPI had
the opportunity to clarify the boundary issue prior to finalising the
Exploration Licences with HRL.

Having said that, the Exploration Licences awarded to HRL do not confer on
HRL any right to access to the coal within the tenements unfettered by
infrastructure. A key principle in deciding who should pay the future
costs for relocating infrastructure, including the future replacement of
MRD5 (presuming it is constructed by IPRH in the next few years), is
that costs should be borne by the parties to whom benefit accrues at
the time of relocation.

Following the resolution of the present IPRH proposal, it would seem desirable
for DPI to assist the parties to coordinate their future planning, as may
be necessary, and to the greatest extent possible, so that the State’s
objective for full coal recovery across the boundary is achieved.

10.5.7 RECOMMENDATION ON THE HRL INTERFACE

The Panel recommends that:

= the consideration of IPRH’s present proposals should not be adversely affected
by concerns for the future interests of HRL, as there seems to be no basis for
such consideration;

= akey principle for allocating future costs for relocating infrastructure, including
MRDS5 should it be constructed, is that the costs should be borne by the parties
to whom benefits accrue at the time of relocation; and

= following the resolution of the present IPRH proposal, it would seem desirable
for DPI to assist the parties to coordinate their future planning, as may be
necessary, and to the greatest extent possible, so that the State’s objective for
full coal recovery across the boundary is achieved.
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11. THE PROPOSED FIFTH MORWELL
RIVER DIVERSION

11.1 OVERVIEW OF THE FIFTH MORWELL RIVER DIVERSION

11.1.1 BACKGROUND

The westward extension of the Hazelwood Mine beyond 2009 is constrained by the Morwell
River, the Strzelecki Highway and by a number of minor roads and private properties. Another
matter to be considered is the Minerals Exploration Licence issued to HRL over the area
generally to the west of the Hazelwood Mine.

IPRH proposes that the Hazelwood Mine extension project should evolve in two basic Phases.
Phase 1 is already underway and involves the extraction of coal up to the current location of
the Morwell River (MRD2), which would provide sufficient coal for the operation of the power
station until 2009. Phase 2 relies upon the relocation of the river, streams and roads to
maintain coal supply from the west field mine extension to 2031. In order to be in a position to
commence Phase 2 in 2009 it is necessary to develop the design for the relocation of the
river, streams and roads, obtain the necessary approvals for these relocations, finalise
detailed design and complete the construction and rehabilitation of the works by that time.
IPRH demonstrated that this requires project approvals by the end of 2004.

Figure 2 (see Section 3.2 above) shows the location of the proposed Fifth Morwell River
Diversion (MRD5), diversions of the tributary Eel Hole and Wilderness Creeks and the
relocation of the Strzelecki Highway. Several options for MRD5 and the longer term MRD6
were considered in Chapter 9 of this report where it was concluded that the general alignment
of MRD5 proposed by IPRH was the most acceptable provided it met the necessary waterway
operational and environmental criteria.

Following consultation with stakeholders, IPRH finalised its planning and design objectives
(Section 1.5 of the EES), which include the following:

= To divert the Morwell River around the mine in a manner that achieves a design
that:
- provides a geomorphologically robust landscape of natural appearance;
- provides a river channel and floodplain populated sustainably by indigenous
flora and fauna;
- reflects the vision of the Victorian River Health Strategy;
- satisfies IPRH’s operational and financial requirements.

= To avoid and minimise impacts on the beneficial uses of surface water and ground
water.

The MRD?5 proposes to relocate the river over a 7 km reach to the west of the current
alignment between Driffield and approximately 1 km south of the Princes Freeway. The
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diversion will replace the existing 4 km Second Morwell River Diversion, which comprises a 3
m diameter low flow underground concrete pipe and an open-channel floodway (which
replaced the original Morwell River that flowed through the site now occupied by the current
Hazelwood Mine).

IPRH propose to develop the deviation MDR5 as a facsimile of a natural river, with a
meandering channel set within a confined floodway excavated to a depth of (typically) 12 m
below the existing ground surface. The Eel Hole and Wilderness Creek tributaries enter the
Morwell River within the reach of the proposed MRD5. The proposed Eel Hole Creek
Diversion will move a section of the creek (previously diverted for the South West Field) over a
length of approximately 2.6 km to enter the Morwell River near the upstream end of MRD5.
An existing reach of Eel Hole Creek will remain. The original (natural) alignment of Eel Hole
Creek is through the Hazelwood cooling pond and to the south west of the mine. The
proposed Wilderness Creek Diversion would be 8 m above the level of the MRD5 at its new
intersect. As a result, it is proposed to realign Wilderness Creek to enter the MRDS 1.8 km
further upstream through a new wetland at the confluence. It is proposed that the MRD5 and
the creek diversions will incorporate the features of a natural watercourse such as billabongs
and flood-runners along MRD5 and a variety of in-stream habitats and native riparian
vegetation along each of the other waterways.

IPRH suggest that MRDS will be one of Australia’s more ambitious environmental
reconstruction projects with the aim of restoring the Morwell River to a realistic facsimile of a
natural river where there is now a pipe and floodway.

11.1.2 STREAM DIVERSION PROJECT RATIONALE AND OBJECTIVES

The EES Assessment Guidelines issued by DSE include objectives to guide the evaluation of
the various elements of the West Field Project (DSE EES Guidelines Section 4.5). The
following evaluation objectives from the EES are relevant for the MRD5 and stream
diversions:

. To maintain or establish adequate hydrology and channel capacity, and to enhance the
aquatic health and biodiversity of the affected waterways to the extent practicable (dealt
with in this chapter of the Panel Report).

] To avoid adverse impacts on public health and minimise any short-term risk to public
safety and amenity during construction works and operations (dealt with in chapters 15
and 16 of this report).

. To avoid to the extent practicable adverse impacts on known sites of Aboriginal or post-
settlement cultural heritage (dealt with in chapter 19).

. To minimise to the extent practicable and compensate for adverse ecological effects on
native vegetation (communities or species) including the Strzelecki gum (dealt with in
chapter 13).

. To reasonably avoid compromising future development of coal reserves in the adjoining
areas with exploration licences and therefore enable orderly development of the coal
reserves (dealt with in chapter 10).

While the first objective listed above is the key topic of this chapter, the issues raised in
response to the other objectives were taken into account in the development and evaluation of
the alignment and design concept for MRD5 and the diversions of Eel Hole and Wilderness
Creeks.
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Earlier diversions of the Morwell River include those east of the Yallourn mine (MRD1), west
of the Hazelwood mine (MRD2), a further diversion east of the Yallourn Mine (MRD3) and a
diversion across the Yallourn mine to enable extraction of coal from the Maryvale field
(MRD4). This latter diversion (currently under construction) is located on an elevated
overburden dump (combined with a coal dyke) to replace an earlier proposal around the mine.

Options for MRDS are discussed in chapter 9 of this report. These included earlier options to
the east (the SECV'’s long term option MRD6 into the Bennetts Creek catchment), to the west
through and around the Diriffield exploration area, options around the southern and eastern
sides of the Hazelwood mine and options across the Hazelwood mine.

IPRH indicate that the current diversion (4 km length) of the Morwell River (MRD2)
quarantines 240 Mt of coal that MRDS5 will release. MRDS is 7 km in length and will
quarantine 412 Mt. However, with MRDS5 in place, the Hazelwood mine extension will have
the economic advantage of an extended resource of 495 Mt worked on from an advancing
mine face. The coal quarantined should still be an economic proposition if and when the need
to mine it arises in due course. (Note: the coal quantities quoted above are taken from
Section 3.2.4 of the EES, Main Report, Volume 1. Different quantities were quoted later by
IPRH, and have been presented in Chapter 10 in particular. These differences arise from
consideration of the North-South extent of the coal under consideration, whether it includes all
the coal or just what is considered practical to mine, and the offsets and safe slopes assumed
for the calculations).

IPRH, in Section 3.3 of the EES, through a number of detailed studies (specifically supporting
studies 6 and 7 appended to the EES) and through expert witnesses presented during the
hearing process, have reasonably established that the resulting functional designs produced
the most cost effective design for MRDS and the stream diversions while meeting the stated
objectives and design criteria.

11.2 STREAM DIVERSIONS -PROJECT DESCRIPTION

11.2.1 EXISTING CONDITIONS, OBJECTIVES AND DESIGN CRITERIA

The Morwell River rises in the Strzelecki Ranges and drains northwards into the Latrobe River
that in turn drains into the Gippsland Lakes. The proposed diversion is in the lower part of the
catchment at about 40 m (Australian Height Datum). It drains a catchment of approximately
600 sq km with an annual rainfall of approximately 1000 mm.

The section proposed for realignment includes the natural meandering river channel in its
upper reach and the existing MRD2 consisting of a concrete piped drain beneath a grassed
open channel floodway (see Figure 2). At the north end, MRDS5 is proposed to enter enlarged
wetlands south of the Princes Freeway southwest of Morwell.

To meet the objectives set outin 11.1.1, the river diversion design must:
. support a diverse array of indigenous plants and animals;
. be flanked by a mostly continuous broad band of native riparian vegetation;

. allow flows that rise and fall with the seasons, inundating floodplains, filling billabongs
and provide a flush of growth and the return of essential nutrients to the river;

. avoid degradation of and if possible, enhance, water quality;
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. allow native fish and other species to move freely along the length of the river and into
the floodplains and billabongs;

. contribute to the health of the broader Morwell and Latrobe River systems;

. protect the current and future consumptive uses of the waters of the Morwell and
Latrobe Rivers;

" provide pleasurable environments for those enjoying a range of river related leisure
pursuits;

. preserve the values that are fundamental to indigenous cultures, and;
. maintain the River’s place in human collective history.

The stream design criteria are summarised as follows:

. an afflux of 100 mm for a 20-year ARI (100-year annual return interval) flood event to
avoid nuisance flooding to upstream property owners, an afflux of 300mm at the
upstream end for a 100-year ARI to avoid flood damage and no afflux at Yinnar from
1,000-year ARI's as a result of the river diversion;

. protection of the Hazelwood Mine from a 10,000-year ARI flood event;

" channel velocities less than 1.5m/sec for a 2-year ARl and less than 2.5m/sec for a 50-
year ARI and flood plain velocities of less than 1.5 m/sec for a 50-year ARI to contain
stream power and shear stress to minimise erosion damage and erosive adjustment of
the channel alignment;

. stream condition will be superior to the existing condition upstream of the Yinnar-
Driffield Road and the physical form of a similar nature, with the morphology of a natural
appearance comprising a meandering river channel with pools and runs allowing for the
passage of fish;

" the discharge capacity of the river channel will be equivalent to that of the existing river
allowing overbank flows for events larger than 1.5 to 1.6-year ARI events to allow
nutrient cycling and sediment deposition and, ultimately, the recruitment of large woody
debris from floodplain vegetation;

. revegetation will enhance the ecological value by the use of indigenous species;

" water quality will comply with the objectives specified by the SEPP for Waters of
Victoria in as much as there will be no deterioration in water quality in the long term as
a result of the diversions (IPRH have no control over upstream water quality).

11.2.2 STREAM DESIGN PROCESS

The design approach for MRDS was to satisfy three operating regimes for the river:

. all flows up to the 1.5 to 2-year ARI events are to be contained within the low-flow river
channel - these flows dominate (i.e. 98% of the flows) and produce the overall
ecological function of the river;

. flood events up to a 20-year ARI would overtop the banks and flow across the
floodplain inundating billabongs and flood-runners — these flows are very important in
their role of carbon recycling and as a reproductive trigger for flora and fauna species;

. floods greater than a 20 ARI event are to be managed as per 11.2.1 above (300mm
afflux for the 100-year ARI and protection of the Hazelwood Mine from a 10,000 ARI
event).
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Eel Hole and Wilderness Creeks are to operate in a similar manner but with appropriate
channel and floodway forms to contain lower flow regimes.

Topographic surveys were carried out to provide longitudinal and cross section information for
hydraulic modelling and hydrological assessment and a detailed evaluation of a range of
options. Five alignment options, together with different combinations of gradient and channel
base width resulting in 18 different arrangements were evaluated.

The adopted alignment was the most cost-effective design that satisfied the hydraulic design
criteria, minimised earthworks, and reduced contact with the underlying coal seam. The
adopted alignment is approximately 7 km log with a high-flow channel generally 80 m in width.
Levees are required to protect the Hazelwood mine from a 10,000year ARI event. Levees are
generally less than 4m in height but with a 9m levee at the upstream (southern) end to divert
the river into the channel and a 7 m backwater levee at the downstream end.

The proposed river form (meandering low flow channel within the high flow channel) and cross
section are shown in Figure 15. This river form matches the river form upstream and
downstream of the section to be deviated and is a major improvement on the existing MRD2
(with the low flow pipe under the grassed open channel).

A geotechnical investigation found that the alignment was generally located in stable soil
conditions requiring 3:1 batter slopes (with flatter slopes required in some short sections) to
avoid erosion. The geotechnical work also demonstrated that the Morwell 1 coal seam would
be intersected over about 50% of the length of the diversion. To minimise seepage into the
coal, the river channel will be over-excavated and backfilled with clayey soils and silty clays.
The use of deeper pools, slow flowing sections and wetlands would reduce turbidity, nutrients
and erosion. This would result in an improved environment for fish and macroinvertebrates.
The revegetation design aims to emulate, where possible, the species and diversity of plant
communities that existed prior to European settlement.

The Eel Hole Creek diversion would commence about 1 km downstream of the Hazelwood
cooling pond outlet and traverse 2.6 km to join the MDRS5 at its downstream end (see Figure 2
for its location). The diversion is designed as a chain-of-ponds system on a very flat gradient
to reflect the low energy environment created by attenuation of flows through the Hazelwood
cooling pond. The high-flow channel will be at least 8 m wide to provide for a band of riparian
vegetation. The width will be increased to enable 12 to 15 pools of up to 2 m depth to be
constructed to ensure water will be retained during extended periods of low flows. At the
downstream end of the diversion, a levee will be constructed to divert the stream away from its
current course and to protect the mine extension from floodwaters backing up the diversion
from the Morwell River. A clay liner will be put in place on the batters and the base of the
creek to reduce scour and encourage macroinvertebrates and revegetation along the
diversion.

The proposed MRD5 would cross Wilderness Creek about 1.6 km upstream of the creek’s
current confluence with the Morwell River (see Figure 2). Discharging the creek into the
MRD5 at this point would require a significantly increased streambed gradient. In order to
maintain a reasonable stream gradient, the Wilderness Creek diversion has been designed to
run south to intersect with the bed of the Morwell River in the vicinity of the MRD5 inlet. An
incised stream with a 12 m wide floodplain is proposed with a 1 m deep creek channel with a
width of 6 m within the floodplain. Rock chutes are required at the up and downstream ends
of the diversion to achieve the desired overall streambed gradient. The rock chutes will be
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designed to allow the passage of fish. A wetland will be established at the confluence of the
Wilderness Creek diversion and the upper end of the MRD5 to contain any deposition of silt
from Wilderness Creek and would limit the remobilisation of sediments and nutrients by the

low energy flows in MRDS.

Figure 15 Fifth Morwell River design arrangement
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Ground movement studies carried out for the proponent (of possible subsidence in the
Driffield area over the life of the Hazelwood Mine project to 2030) indicated the likelihood of a
differential tilt to the north of approximately 350 mm along MRDS, an inclination to the east of
up to 300 mm along the Eel Hole Creek diversion and negligible subsidence along the
Wilderness Creek diversion. All of these movements would be well within the design
tolerance of each diversion and would not cause any adverse flow conditions. However,
anticipated potential horizontal strains to the northwest of the mine extension may exceed
tolerance levels for the Morwell River backwater levee and stream channel levees in that area.
This requires the ongoing monitoring of ground movement and management methods
described in chapters 14 (Ground Water Extraction and Water Use) and 20 (Environmental
Management) of this report.

11.2.3 CONSTRUCTION PROCESS

Conventional construction methods are proposed to be used for the river and stream
diversions and the relocation of the Strzelecki Highway utilising heavy earthmoving and road
construction plant and equipment. Construction will advance upstream from the respective
river or stream outlets ensuring the works are free draining with minimum risk of batter failures
during construction. Interception drains will be located on the uphill side of all earthworks to
avoid rilling down batter slopes and catch drains will be placed along the length of the stream
diversions to collect surface runoff from disturbed areas. Small sedimentation ponds will be
established along the length of the MRD5 as earthworks proceed. Two linked main
sedimentation ponds will be located at the downstream end of the MRD5 to receive surface
runoff prior to discharge into the Morwell River. These will extend the existing wetland south
of the Princes Freeway.

Removed topsoil will be stockpiled for later use (rehabilitation etc) and other excavated
material (including overburden and low-grade coal) will be deposited in nearby spoil mounds
between the diversions and the future extensions of the Hazelwood mine (see Figure 2 for
locations). A detailed construction sequence and adequate temporary traffic management
measures have been proposed and are explained in the EES (Section 7.8.2) and in
Supporting Study 1. The proponent has based the timing of the construction sequence on the
assumption that the necessary approvals will be in place by the end of 2004 to allow
completion in 2009 so that the extension of the Hazelwood Mine (under either the current or
an extended licence) can commence that year. Five construction seasons are proposed
(generally November through to May) as follows:

" Construction season 1 (early 2005) includes extension of the wetlands, highway
diversion earthworks, commencement of road over waterway bridges and a start on
MRDS5 and creek diversion earthworks;

" Season 2 (from late Spring 2005 to late autumn) includes the completion of the highway
deviation, substantial progress with the earthworks for MRD5 and Wilderness Creek;

" Season 3 (from late Spring 2006to late autumn) includes the completion of earthworks
for MRD5, the rehabilitation of the first (northern) half of MRDS, completion of the
Wilderness Creek diversion and the diversion of the low flow from the Morwell River to
MRD3;

. Season 4 (from late Spring 2007 to late autumn) includes the completion of the
rehabilitation of MRD5 and the construction and rehabilitation of Eel Hole Creek;
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. Season 5 includes the diversions of the full flows of the Morwell River and Eel Hole
Creek to the diversions, the completion of diversion levees and the decommissioning of
MRD2.

Details of the river and stream evaluation and design processes and results can be found in
Supporting Study 6: Stream Diversion Functional Design Report and Supporting Study 7:
Hydrology, Water Quality, Waterway Restoration and Aquatic Ecology Study and in the
witness statements made in support of these studies. The functional design was developed in
consultation with key stakeholders, in particular, the West Gippsland Catchment Management
Authority. At the request of the authority, a peer review process was implemented using R J
Keller and Associates to review the stream design and R G Mein and Associates to review the
hydrologic assessment. Dr Keller appeared as an expert witnesses at the hearing and
indicated that the peer reviewers were most satisfied with the designs.

The overall Planning Environmental Management Plan (PEMP) is discussed in Chapter 21 of
this report. Part 7 of the PEMP (the Construction Environmental Management Plan) sets out
the responsibilities for design, construction, and monitoring for the MRD5 and the Eel Hole
and Wilderness Creeks. The required environmental outcomes of these works are generally
as already described in this chapter of the Panel’s Report. Specific environmental criteria
such as construction dust monitoring and control, the minimisation of greenhouse gas
emissions, the management of construction noise, the use of excavated soils, the
management and monitoring of surface water runoff, traffic management during construction,
the rehabilitation of the river and stream diversions with the planting of relevant indigenous
species, measures to encourage repopulation by aquatic fauna and the rehabilitation of spoil
mounds are all detailed and the necessary commitments to meet these criteria are all given.

Clear and acceptable arrangements with the West Gippsland Catchment Management
Authority (WGCMA) are required to monitor the detailed design and construction phases of
the river and stream diversion works. Also, the authority must be satisfied that the final
product (the completed diversion projects) meet their performance criteria before handover is
effected. Itis intended that the peer review process used during the preparation of the EES
be continued during detailed design. It is suggested that a peer review process be continued
during construction, and periodically during the implementation phase, to ensure the
performance criteria have been met before hand-over of the works. An agreement between
the West Gippsland Catchment Management Authority and the Proponent to meet these goals
will therefore be required. This agreement should be referenced as a condition in the Work
Plan and the relevant Planning Scheme Permit.

The Panel also raised the question of whether the diversion of Wilderness Creek could have
some sinuosity introduced. The proponent advised that an extensive set of options had been
investigated to achieve agreed trade-offs between channel stability, fish passage
requirements, excavation volumes, constructability and aesthetics. Further calculations were
done in response to the query. To introduce sinuosity would require a significant widening of
the cross-section for the deviation. This would cost of the order of $1 million.
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11.2.4 CONCLUSIONS ON THE STREAM DIVERSIONS

With respect to the proposed Fifth Morwell River Diversion and the diversions
of the Eel Hole and Wilderness Creeks, the Panel concludes that the
location, design and construction processes are satisfactory. From an
environmental point of view, the Panel is of the opinion that the
proposal for the MRD5 is far superior to the currently operational MRD2
(which relies upon an underground drain for low level flows with
minimal treatment of the flood way channel) and allowing for the fact
that it will be ‘man-made’, it will be a reasonable facsimile of a natural
water course. The same comment applies to the Wilderness Creek
diversion that replaces a degraded section of this stream. The design
retains part of Eel Hole Creek that has a high environmental value and
complements this with a high quality diversion.

In order to proceed, a satisfactory agreement is required between the West
Gippsland Catchment Management Authority and IPRH to monitor the
design and construction and to define the criteria for the hand-over of
the diversions once construction and rehabilitation are complete. The
Panel is of the view that an ongoing peer review process and the
relevant sections of the Construction Environmental Management Plan
should form the basis of this agreement and that the agreement should
be included as a condition in the Work Plan and the relevant Planning
Permit.

11.2.5 RECOMMENDATIONS ON THE STREAM DIVERSIONS

The Panel recommends that, subject to meeting the statutory requirements spelt out

in Chapter 22 of this report:

= the design and construction process for the MRD5 and the diversions of Eel
Hole and Wilderness Creeks be accepted, and;

= the West Gippsland Catchment Management Authority and IPRH enter an
agreement that sets the criteria for handing over the completed diversions
based on a process that utilises the relevant sections of the Construction
Environmental Management Plan and the already established peer review
process. This agreement should be included as a condition in the Work Plan
and the relevant Planning Permit.
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12. TRAFFIC AND TRANSPORT

121 OVERVIEW OF TRAFFIC AND TRANSPORT ISSUES

Figure 2 (see Section 3.2 above) shows the existing road network and changes proposed as
a result of the westerly extension of the Hazelwood mine. The main road related issues to be
addressed are the need to:

. deviate the Strzelecki Highway between its intersection with the Yinnar-Driffield and the
Morwell-Thorpdale Roads and the interchange with the Princes Freeway on the western
approach to Morwell;

. close Brodribb Road between the Yinnar Road and the existing Strzelecki Highway
together with other local access roads to the south of the mine, with the consequent
rerouting of traffic (especially that between the Princes Freeway and both Churchill and
the Hazelwood Power Station that currently travels west and south of the Hazelwood
Mine);

. relocate the over-dimensional route OD9, which currently bypasses the freeway section
south of Morwell via Marretts Road, Brodribb Road, Tramway Road, Firmins Lane and
Hyland Highway to return to the Princes Highway east of Traralgon (OD9 services the
Hazelwood and Loy Yang Power Stations and Gippsland beyond Traralgon).

The deviation of the Strzelecki Highway and the relocation of OD9 need to meet the design
and road safety standards of VicRoads and the closure of local roads and the redirection of
local traffic need to meet the requirements of the Latrobe City Council. The proponent makes
a case for the timing of the completion of the highway deviation and changes to the local road
network to coincide with the completion of the Fifth Morwell River Diversion (discussed in
section 11.2.3 of this report) to allow the westerly extension of the Hazelwood mine to
commence in 2009. The suggested timetable includes completion of the Strzelecki Highway
deviation in April 2006.

The proposed Strzelecki Highway deviation will be 7.8 km long with an 11 m wide sealed
surface (2 x 3.5 m lanes plus 2 m sealed shoulders) within a 100 m wide right of way and a
design speed of 100 kph. The roadway is designed to be generally elevated on fill with
earthen sound attenuation mounds at critical noise sensitive locations. The fill material will be
provided from the excavations to accommodate MRD5. Two bridges are required to elevate
the highway over Wilderness Creek (minor bridge) and the Morwell River at the northern
extremity of the MRDS (90 m long bridge). Stock access will be provided under the
Wilderness Creek bridge.

The EES Assessment Guidelines (DSE) provide the following evaluation objectives that are
relevant to the road system:

. to maintain efficient and effective road linkages in the context of proposed changes to
the road network;

. to avoid adverse impacts on public health and minimise any short term risk to public
safety and amenity during the construction works and operations;
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. to avoid to the extent practicable adverse impacts on known sites of Aboriginal or post
settlement cultural heritage;

. to minimise to the extent practicable and compensate for adverse ecological effects on
native vegetation (communities or species) including Strzelecki gum;

" to reasonably avoid compromising future development of coal reserves in the adjoining
areas with exploration licences and therefore enable orderly future development of the
coal reserve.

While the first objective is the key topic of this chapter, the other objectives were taken into
account in the development and evaluation of alignment options for the Strzelecki Highway
deviation in conjunction with the fifth diversion of the Morwell River (refer to Chapters 9, 11, 15
and 16 of this report).

Specific objectives for the highway deviation were:
. the design must meet VicRoads road design and road safety standards;
. the design must be integrated with the functional design for MRDS;

. the design must accommodate the requirements of third-party owned assets and
services to be relocated along or across the road diversion;

. where possible, the design must use suitable fill from excavation works for MRD5 to
minimise cut and fill requirements and mass haul distances;

" water run-off during construction is to be captured by interception drains along the top
of batter slopes and by catch drains to collect all surface run-off from disturbed areas,
all of which is to be directed through sedimentation ponds including two major ponds at
the downstream end of MRD5 to link with the pre-existing wetlands immediately
upstream of the crossing of the Princes Freeway.

The following road design criteria were specified:

. VicRoads Type B Road standard conforming to the current classification of the
Strzelecki Highway;

" V100 (100km/h) standard in accordance with VicRoads Design Guidelines (with
minimum 700m curve radius);

. intersections in accordance with Austroads Guide to Traffic Engineering Practice;

. bridge design for over-dimensional routes in accordance with Austroads Bridge Design
Code including relevant standards for vertical clearances on over-dimensional routes;

. property access points in accordance with typical rural driveway specifications;
. road Safety Audits in accordance with VicRoads Policy and Austroads standards;

" pavement design life of 25 years (Note: initially proposed as 20 years in the EES but
amended to 25 years in the VicRoads submission 336);

. ideally, pavements are to be above flood level resulting from a 100-year ARI event
. cross drainage designed for 10-year ARI flood events;

. minimum 1% longitudinal grade on superelevation transitions to reduce the risk of
aquaplaning.
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12.2 ROAD CLOSURES AND DEVIATION IMPACT ASSESSMENT

The progression of the westward extension of the Hazelwood mine requires the replacement
of part of the Strzelecki Highway and Brodribb Road and the closure of roads to the east of the
proposed highway deviation — Amiets, Applegates, and Deans Roads and the partial closure
of Golden Gully and Marretts Roads.

The proponent commissioned a series of studies (see Supporting Studies 1 to 5) to assess the
traffic implications of a range of road network options, the physical feasibility of the proposed
realignment of the Strzelecki Highway and options to replace OD9. These investigations were
carried out in close consultation with VicRoads and the Latrobe City Council and involved
discussion with the Technical Reference Group. A simple origin/destination study was carried
out using number plate recording and a sample of car drivers were asked about travel patterns
and potential impacts of road closures.

The final assessment of options is summarised in Table 3.4 of the EES. This table assessed
three basic options for alternative Strzelecki Highway routes, three options for replacing
Brodribb Road and three road network options. The options were assessed against the
following criterion;

" traffic and road network development costs and operation;

" environmental impacts (flora and fauna, cultural heritage and hydrology);
" amenity (noise and visual impacts);

" social (community and road user views);

. economic (road user and business views);

. planning (compliance with Latrobe Planning Scheme).

This assessment demonstrated that Strzelecki Highway option 1, between the intersection of
the Yinnar-Driffield and Morwell-Thorpdale Road and the Princes Freeway interchange
immediately west of Morwell together with an upgrade of the Yinnar-Driffield Road from the
Yinnar Road (from the south) was clearly superior for all criteria.

(NOTE: While EES Table 3.4 was found to be a useful summary of the assessment of
options, the Panel was of the view that the step of adding the scores allocated to the options
for each criteria was unnecessary. While the Panel accepts the scores allocated against each
criterion are a useful aid in the assessment, it warns against the addition of the scores as such
a mechanism could mask major flaws in any option. This method assumes an equal
weighting for each criteria, which is not usually the case — the results could therefore be
flawed. In this particular case, the selected option(s) was superior against each criterion,
which made the addition of the scores an unnecessary embellishment.)

Environmental issues relating to the above criteria are discussed in later chapters of this Panel
Report - flora and fauna in Chapter 13, air quality in Chapter 15, construction and traffic noise
in Chapter 16 and other social issues in Chapter 19.

Brodribb Road currently carries about 1,000 vpd. Origin-destination surveys carried out for
the proponent demonstrate the routes used by travellers on Brodribb Road (see section 11.5.2
of the EES). At the northern end of Brodribb Road, about 450 of the users travel to or from
the west via Marretts Road and the Hernes Oak interchange on the Princes Freeway and
about 500 travel to or from Morwell (through the west Morwell interchange with the Princes
Freeway). At the southern end, about 620 travel to or from the south along the Yinnar Road
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and about 270 travel to/from the Hazelwood Power Station and the Churchill area. The others
have local origins and destinations. Most traffic (i.e. to or from the south) would not be
disadvantaged, as the deviated Strzelecki Highway would serve their purpose. Those to or
from Churchill and Hazelwood via the current Brodribb Road would need to find an alternative
route to Morwell and the west — most likely via Monash Way and the Princes Freeway
interchange east of Morwell or to or from the south via Yinnar Road. This would add 3 - 5
minutes to their journey time. Other local roads to be closed or truncated service properties to
be acquired for the extension of the mine and would therefore not disadvantage any remaining
landowners.

The resulting alignment of the Strzelecki Highway deviation is located immediately west of the
MRD5 over most of its length. This arrangement minimises the land take for the highway and
river deviations, it minimises the potential impact on the coal resource (see Chapter 8 of this
report), it is economical in that the fill required for the highway road works and noise mounds
can be sourced from the adjacent river diversion works, and while there will be some glimpses
of the expanding Hazelwood Mine from the highway, views will generally be shielded by the
placement of spoil mounds between the river diversion and the mine.

The Panel is of the view that further consideration needs to be given to the detail of the
vertical alignment of the highway deviation. While the alignment meets the VicRoads design
and safety standards, a minor lowering of the grade-line should be considered between
chainages 1400 - 1900 of up to 3 metres and 5000 - 6100 of up to 4 metres during the
detailed design phase. The suggested minor lowering of the road would lower and flatten two
crests, reduce earthworks and reduce the visual intrusion of the road.

While not raised in any submissions, the Panel is of the view that there will be considerable
interest in the mine, the river diversion and the wetlands (at the northern end of the MRD) to
passing touring traffic. In order to provide opportunities for tourists (and locals) to pull off the
through carriageway of the highway to view these features in safety, it is suggested that, as a
minimum, simple lay-bys be provided. At these locations, the width of the sealed shoulder
could be increased from the proposed 2 m to (say) 6 m over a length of 100 m or so to provide
two or three stopping bays and a minimal length for deceleration into and acceleration out of
the stopping bays. A cursory review of the engineering plans indicates that a location
immediately south of the intersection of Golden Gully Road (at chainage 3450) may be
appropriate for viewing the river diversion and, in the long term, the mine (as it advances
west). At this location, the natural surface slopes down to the top of the river diversion batter,
and a short (50 m) path would bring viewers to the edge of the river diversion floodway. A lay-
by at chainage 8700 would provide easy access to a view over the existing wetlands and to a
track that could be developed for access into the wetlands. These sites are suggestions and
these and others should be subject to a site selection, design, appraisal and a safety audit
process in consultation with VicRoads and the City of Latrobe before any decisions are made.

12.3 OVER DIMENSIONAL ROUTE 9

Figure 16 shows the current Over Dimensional Route 9 (OD9) from Melbourne leaving the
Princes Freeway at the Hernes Oak interchange then along Marretts Road, Brodribb Road,
Yinnar Road, Monash Way, Bonds Lane, Tramway Road, Firmins Lane and Hyland Highway
to the Princes Highway east of Traralgon. This route bypasses overhead obstructions on the
Morwell bypass section of the Prices Freeway where the bridges carrying the EBAC railway
and Monash Way over the freeway limit headroom. The route provides direct access to and
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between the Yallourn Power Station (via the Hernes Oak interchange), the Hazelwood and
Loy Yang Power Stations and to other brown coal related installations and workshops along
Monash Way and Tramway Road.

Figure 16 OD9 route options

While the Princes Freeway is capable of carrying large oversize and overweight loads
between the Latrobe Valley (and Gippsland) and Melbourne and the port, these movements
are restricted to the westbound (southern) carriageway of the freeway for movements in both
directions, as only the bridges on this carriageway have been strengthened for over-
dimensional (OD) vehicles. Within the Latrobe Valley, there is also the need to transport
larger size (higher) loads over short distances (eg between workshops and power stations).
Height restrictions on the freeway at the eastern Morwell interchange and weight restrictions
on some of the waterway bridges in this vicinity make it necessary to either remedy these
short-falls or to use a similar route to that currently in use.

A series of investigations (Supporting Studies 1 to 5) developed and reviewed a series of
options and concluded that the either a route along the freeway (Option F on Figure 16) or a
route utilising the new Strzelecki Highway deviation and part of the existing route passing the
Hazelwood Power Station (Option E on Figure 16) would be the most feasible. Option F
(along the Freeway) could not pass over-height loads and would therefore require either the
removal of the disused EBAC railway bridge or earthworks and other modifications to build an
at-grade crossing of the railway in the freeway median together with other modifications at the
Morwell east freeway interchange.

These options were discussed at the Panel hearing with the VicRoads operational staff
responsible for supervising the movement of over-dimensional loads to, through and within the
Latrobe Valley. The operational staff were strongly of the view that:
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. while it was not desirable to move east-bound OD loads on the west bound carriageway
from Melbourne to the Latrobe Valley, this could be managed during low volume night-
time periods with appropriate safety measures;

. the complicated movements required to utilise the freeway bypass of Morwell (Option F)
for through and local OD loads was difficult to manage safely, especially with the need
to move occasional over-height loads within the Latrobe Valley area;

. the use of the option E along the deviated Strzelecki Highway, Yinnar Road and on to
the current route of OD9 would be easier and safer to manage, as local traffic can be
more readily controlled than high-speed freeway traffic. Although this option was longer
for OD movements through the Latrobe Valley, it provided convenient access between
local origins and destinations, particularly for the (relatively) short distance over-height
loads.

With respect to Option E, there are two issues not resolved in the EES. The first is the use of
the Yinnar-Driffield Road between the southern end of the Strzelecki Highway deviation and
Yinnar may require the removal and replacement of a significant number of Strzelecki Gums.
Additional fieldwork carried out at the request of the Panel indicates the removal of trees can
be avoided.

The other issue is the location of OD9 in the vicinity of the Hazelwood Cemetery. At this
location, Brodribb Road would be truncated leaving the existing ‘T’ intersection with Yinnar
Road as an undesirable 90-degree bend with a steep hill back towards the Hazelwood Power
station entry. Alternative alignments between the Cemetery and the Hazelwood Cooling Pond
were investigated. Figure 17 shows alignment option 3 close to the cemetery to the top of the
steep hill from the east and option 4 at the lower level behind the pond foreshore (and below
the hill). Although option 3 would have the shorter length of new road and would provide a
panoramic view of the cooling pond, option 4 provides a flatter and more manageable gradient
for OD loads and a safer alignment for all users.

For the reasons cited above by the VicRoads operatives in preference for Option E, and
because of the safety considerations of the options in the vicinity of the Hazelwood Cemetery,
the Panel accepts Option E as modified by option 4 at the cemetery as the preferred route for
OD9. The adoption of option 4 will require changes to the Latrobe Planning Scheme, which
are discussed in Section 22.4.5 of this report.
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Figure 17 OD Review near Cemetery
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12.4 TRAFFIC AND TRANSPORT CONCLUSIONS

With respect to the alignment and configuration of the Strzelecki Highway
deviation, the Panel generally accepts the design proposed by the
proponent with the following provisos:

e The vertical alignment between chainages 1400 - 1900 and 4900 - 6100
should be reviewed to consider a lowering of the alignment by up to 3 m
and 4 m respectively to reduce earthworks and visual intrusion.

e Consideration should be given to the opportunity to view the river
diversion and the open cut mine extension by providing a lay-by beside
the Strzelecki Highway deviation immediately south of the intersection
with Golden Gully Road. A further lay-by at chainage 8700 would provide
easy access to a view over the wetlands, and should also be considered.

The Panel also wishes to warn against the addition of ratings used to rank
options against particular criteria as used in Table 3.4 of the EES. Such
an addition implies no differentiation of importance between criteria,
which may not be the case, and could lead to a misinterpretation of the
results of an assessment.

With respect to the selection of a replacement for the existing Over Dimensional
Route 9, the Panel concludes that a route following Marretts Road, the
Strzelecki Highway deviation and Yinnar Road to Hazelwood and then
via the existing route should be adopted subject to the adoption of
changes to the Latrobe Planning Scheme to accommodate alignment
option 4 (the lower route behind the cooling pond foreshore) in the
vicinity of the Hazelwood Cemetery.

12.4.1 TRAFFIC AND TRANSPORT RECOMMENDATIONS

The Panel recommends that:
= the design of the Strzelecki Highway deviation proposed by the proponent be
accepted subject to:
> the review of the vertical alignment between chainages 1400 - 1900 and 4900
- 6100 to reduce earthworks and the visual impact of the road, and;
> consideration of providing safe lay-bys at the edge of the Strzelecki Highway
deviation to view the river deviation and the mine extension at an
appropriate location, e.g. immediately south of the intersection with Golden
Gully Road, and to provide easy access to a view over the wetlands at
chainage 8700;
= Over Dimensional Route 9 along Marretts Road, Strzelecki Highway Deviation,
Yinnar-Driffield Road and Yinnar Road to Hazelwood and then along the existing
route be adopted subject to the resolution of a future amendment to the Latrobe
Planning Scheme to accommodate alignment option 4 behind the foreshore of
the Hazelwood cooling pond.
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13. FLORA AND FAUNA

13.1 SPECIES FOUND AND SIGNIFICANCE

13.1.1 STUDY METHOD

Biosis Research was engaged by IPRH to undertake the Flora and Vertebrate Fauna
Assessment Studies. The spatial terms used include Region — the Gippsland Bioregion
extending from Westernport to Lakes Entrance; Study area — an area bounded by the
Princes Freeway and extending seven kilometres to the south, and bounded by the
Hazelwood Mine and extending six kilometres to the west, shown in Figure 18 below; and the
Local area, which covers an additional five kilometres from the study area.

Biosis extended existing knowledge about the flora in the Study area through botanical
surveys for four days in mid-spring 1999 and four days in early-summer 2002, significant
species searches for four days in June 2002, and for fauna through field survey over four days
in December 2002 using a range of techniques including spotlighting, small mammal and bat
trapping, nocturnal playback calls (owl and frog), bat call detection and active searching.

Mapping of the distribution of Strzelecki Gums was done in June 2003, and vegetation
condition assessments were undertaken in September 2003.

13.1.2 CONSERVATION SIGNIFICANCE AND EVC’S

The following abbreviations are used to describe the status of a species:
. k indicates a species is poorly known in Victoria;

. R/rindicates a species is rare in Australia/Victoria;

. VIv indicates a species is vulnerable in Australia/Victoria.

Conservation significance is evaluated on a geographical scale with four levels: national,
state, regional and local.

The significance of the taxon (species, subspecies or variety of a species) or community is
the largest geographical context in which it is at least rare. For example, if a species is
uncommon in a state and rare within a region within that state, it has regional significance
within that region.

Species of National Significance are those meeting any one of the following criteria:

. flora or fauna listed as extinct, extinct in the wild, critically endangered, endangered,
vulnerable or conservation dependent under the Environment Protection and
Biodiversity Conservation Act 1999;

. flora listed as rare in Australia in Rare or Threatened Species (Briggs & Leigh 1996);
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. fauna listed as extinct, critically endangered, endangered, vulnerable or rare in Australia
in an Action Plan published by Environment Australia.

Species of State Significance are those meeting any of the following criteria:

. flora or fauna listed as threatened under the Flora and Fauna Guarantee Act 1988 or
with final recommendation for listing by the Scientific Advisory Committee;

. flora listed as extinct, endangered, vulnerable or rare in Victoria in Rare or Threatened
Vascular Plants in Victoria - 2000 (NRE 2000);

. flora listed as poorly known in Australia in Rare or Threatened Plants (Briggs & Leigh
1996);

. fauna listed as critically endangered, endangered or vulnerable in Advisory List of
Threatened Vertebrate Fauna in Victoria, 2003 (DSE 2003);

. fauna listed as lower risk (near threatened or conservation dependent) or poorly known
in Australia in an Action Plan published by Environment Australia.

The Supporting Study 8, Flora and Vertebrate Fauna Assessment Study, Appendix 2 provides
further details of the significance of communities at National, State, Regional and Local level,
and of species at the Regional and Local level. It also defines No Significance as follows:

“Species and ecological communities are not significant when they are considered not to
be rare or threatened at any geographic level by Biosis Research using IUCN criteria
where applicable (IUCN 2000). Species that are not indigenous to a given study site are
not significant. Plantings are generally not significant.”

Ecological Vegetation Classes (EVC) are the basic mapping unit for ecosystem assessment,
biodiversity planning and conservation management at the regional scale. Original mapping
at 1:25,000 scale has been augmented by the field studies conducted by Biosis Research to
define the distribution of in the study area. Table 13 lists them, and gives their bioregional
conservation status.

Table 13 Ecological Vegetation Classes in the study area

EVC Number and Name Bioregion Status | Footprnt
16-15 Latrobe Valley Lowland Forest Rare No
16-03 Strzelecki Lowland Forest Rare No
23-04 Strzelecki Herb-rich Foothill Forest Rare No
23-05 Tussocky Herb-rich Foothill Forest Rare No
29 Damp Forest Endangered No
53 Damp Scrub Endangered Yes
74 Wetland Formation Endangered Yes
17 Riparian Scrub Complex Vulnerable Yes
126 Swampy Riparian Complex Endangered No

Habitat assessment is undertaken on two bases. The first assesses its resource value to
support a community of fauna species, and includes habitat status, size and connectivity,
condition, presence of significant species and other features. An area may be assessed as
either High, Moderate or Low habitat value.
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The second basis for assessing habitat value is under Victoria’s Net Gain policy, which
provides for the detailed measurement of “habitat hectares” (see below).

Figure 18 shows the EVC’s within the study area, as reported in the DSE Database.
Figure 18 EVC's within the study area

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf

DSDBI.0003.001.0201

Page 103

It should be noted that the later field survey by Biosis Research found that the area denoted
Swamp Gum just west of Marretts Road is in fact Swamp Scrub, a re-classification supported

by DSE.

13.1.3 SURVEY RESULTS

FLORA

In Supporting Study 8 Biosis Research characterised vegetation in the study area as follows:

“The study area (and the surrounding landscape) has largely been cleared for agriculture
and only scattered isolates of the original vegetation cover remain.”

Biosis Research recorded four species of national conservation significance during botanical
surveys for the project. The DSE Flora Information System identified one additional species of
national significance with potential habitat in the study area, and the EPBC database identified
an additional three species of national conservation significance with potential habitat in the
study area, though none of these were found by Biosis Research during their surveys. It
might be noted that the Yarra Gum, while nationally significant, is not listed in the EPBC
Database. Table 14 lists these flora species of national significance.

Table 14 Species of national conservation significance recorded in the study area or the local area, or
with potential habitat in the study area

- Recorded
Found within within the
Plant species Common Name | Status | Source | Study area or roiect
Local area projec
footprint
Acacia howittii Sticky wattle Rr BR yes no
Amphibromus fluitans River Swamp Vk BR* yes no
wallaby Grass
. e No, and probably
Arr?%?nl(.)mhls Erasr:%m spider Ee FIS* | wrongly identified in no
orientaiis oreni previous study
Cy. atf_;ea . Slender tree-fern Rv FIS no no
cunninghamii
Dianella amoena Matted flax-lily Ee FIS* no no
Eucalyptus strzeleckii | Strzelecki gum Ve BR* yes yes
Eucalyptus yarraensis | Yarra gum Rk BR yes no
Prasophyllum frenchii Marqon leek- Ee EPBC no no
orchid
Thelymitra matthewsii | Spiral sun-orchid Vv EPBC no no
Xerochrysum palustre Swam
(syn. Bracteantha P Vv EPBC no no
. Everlasting
palustris)

Note:  K/k = poorly known in Australia/Victoria, R/r-rare in Australia/Victoria, V/v = vulnerable in
Australia/Victoria
BR = Biosis Research. FIS = DSE Flora Information System. EPBC = EPBC Database
* denotes that the species is also listed on the EPBC Database
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Biosis Research recorded three species of state conservation significance during botanical

surveys for the project. The DSE Flora Information System identified one additional species of
state significance with potential habitat in the study area, and four additional species of state
significance with potential habitat in the local area, though none of these were found by Biosis
Research during their surveys. Table 15 lists these flora species of state significance.

Table 15 Species of state conservation significance recorded in the study area or the local area, or with
potential habitat in the study area

- Recorded
Found within within the
Plant species Common Name Status | Source | Study area or .
project
Local area -
footprint
gzrdamlne pauciliga | annual bitter-cress \Y BR Yes No
Chiloglottis jeanesii Mountain bird-orchid R BR Yes No
Corunastylls Sharp midge-orchid K FIS No No
despectans
Dianella longifolia var. .
grandis Glaucous flax-lily % FIS No No
Eucalyptus fulgens Green scentbark r BR Yes Yes
Petalochilus vulgaris | Slender pink-fingers r FIS No No
Platysace ericoides Heath platysace r FIS No No
Pterostylis grandflora | Cobra greenhood r FIS No No
Note: K= poorly known in Australia, r-rare in Victoria, v = vulnerable in Victoria

BR = Biosis Research. FIS = DSE Flora Information System. .

Areas identified by Biosis Research as of high local conservation significance or greater within
the study area are shown in Figure 19.

No areas of national conservation shown on Figure 19 are within the project footprint, while

Area 3 is of state conservation significance. Area 3 consists of a small remnant of Swamp

Scrub in a drainage line just west of Marretts Road.

FAUNA

Biosis characterised the study area in terms of its faunal habitat value (see Exhibit IPRH#18)

as follows:

“The great majority of the study area therefore, and especially the development footprint,
was exotic pasture with very low habitat value to most indigenous fauna. Occasional

indigenous trees scattered within exotic pasture do offer limited resources to some

vertebrates and we do not discount the possibility that some species additional to those
recorded by Biosis Research might utilise such trees. Nevertheless, they are
depauperate [degraded) by comparison with remnant patches of woodland and forest
that retain a vegetation community structure, even a degraded one.”

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf DSDBI.0003.001.0203

Page 105

Figure 19 Areas of conservation significance within the study area

HAZELWOOD WEST FIELD EES
FINAL PANEL REPORT: MARCH 2005



EES (2005).pdf

DSDBI.0003.001.0204

Page 106

No indigenous fauna species of national conservation significance was recorded from the
study area during the Biosis Research survey, or from the AVW Database for the local area.
The EPBC Database, however, identified eight indigenous species that potentially use the
local area, although there are no documented records. Of these Biosis Research considered
that the spotted-tailed quoll, the southern brown bandicoot, the long-nosed potoroo and the
growling grass frog are unlikely to use the study area, while the grey-headed flying-fox, the
Australian painted snipe, the swift parrot and the regent honeyeater may be rare visitors to the
study area.

Six fauna species (the koala, the great egret, the little egret, the royal spoonbill, the blue-billed
duck and the hardhead) were recorded during the survey which satisfy the criteria for state
conservation significance, while four others (Australian shoveler, musk duck, grey goshawk
and hooded robin) are listed in the AVW database as having been recorded, while the EPBC
Database identified the white-bellied sea-eagle as potentially using the local area, although
there are no documented records.

13.2 POTENTIAL IMPACTS
1321 OVERVIEW OF PROPONENT’S SUBMISSIONS

In the EES, IPRH sets out the potential impacts on flora and fauna in Section 10.3.3 of
Volume 1 (the Main Report), and supported this in Volume 4 (Supporting Study 8) and other
exhibits provided to the Panel. A similar framework is set out in Table 16 below.

Table 16  Framework for considering potential flora and fauna impacts

Potential impact Section in Panel Report EES reference

Vegetation and fauna
habitat —Direct Impacts

Loss of 1.48 ha of Swamp 13.2.2  Net Gain Main Report 10.3.4
Scrub
Loss of 1.48 ha of Plains 13.2.2 NetGain Main Report 10.3.4
Grassy Woodland
Loss of areas of local 13.2.3 Residual and other | Main Report 10.3.3
significance comprising impacts
roadside vegetation
Loss of individuals of 13.2.2 Net Gain, and Main Report 10.3.4
significant plants 13.2.3 Residual and other

impacts
Loss of habitat for 13.2.3 Residual and other | Main Report 10.3.4
indigenous fauna, including impacts, and
some significant species 1324  EPBC implications
Loss of hollow-bearing trees | 13.2.2 Net Gain Main Report 10.3.4

Vegetation and fauna
habitat —Indirect Impacts

Dust raised by earthworks 13.2.3 Residual and other | Main Report 10.3.4
impacts
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Impact of mine extensionon | 13.2.3 Residual and other | Main Report 10.3.4
local groundwater impacts
Regional biodiversity 13.2.3 Residual and other | Main Report 10.3.4
impacts
Threatened species and 13.3  EPBC Act Main Report 10.3.4
other Controlling Actions

13.2.2 NET GAIN
THE POLICY

The Victorian Government's Net Gain policy is set out in Victoria’s Native Vegetation
Management — A Framework for Action (DNRE 2002), tabled as Exhibit IPRH#21. The
primary goal for native vegetation management in Victoria is to achieve:

"A reversal, across the entire landscape, of the long-term decline in the extent and
quality of native vegetation, leading to a Net Gain.”

A key guiding principle of Net Gain is the retention and management of remnant native
vegetation as the primary way to conserve the natural biodiversity across the landscape. The
approach required is for proponents to avoid vegetation clearance wherever possible, where it
is not possible to minimise it by careful planning, and where losses are still inevitable, to offset
those losses.

Where clearing of native vegetation is unavoidable, the loss of vegetation is assessed on a
habitat-hectare measurement, where the quantity and the quality of the vegetation class are
assessed, and an equivalent offset area is provided (the equivalent offset involves a multiplier
of 1.0. 1.5 or 2.0, depending of the conservation significance of the loss). The offset may
include gains in extent (new areas of revegetation for biodiversity conservation and land
protection) and in quality (improved management of threatening processes such as control of
weeds, and supplementary plantings into depleted existing native vegetation.

The habitat-hectare offsets must be provided in a manner that ensures that loss of higher
significance vegetation must be predominantly mitigated by improvement of other vegetation
of comparable quality, and the revegetation of previously cleared areas will be limited
according to the conservation significance of the lost vegetation.

In addition to the habitat-hectare offsets, offsets for the removal of large trees are also
required to ameliorate the impact to habitat values caused by the loss of hollow-bearing trees.
Where remnant patches of native vegetation that contain large old trees are to be cleared,
both protection of other large old trees and recruitment of new trees will be required as part of
the offset. Recruitment may either be through plantings and/or through regeneration
associated with the protection of other old trees.

Relatively dense stands of scattered old trees that occur within pasture rather than in clearly
defined vegetation remnants also require offsets, and these are based on simple replacement
ratios, which are given in Appendix 4 of DNRE 2000.
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Calculation of the amount of gain associated with the offset actions will be based on an
estimate of the improvements that will be realised within 10 years of the actions being
initiated.

The terms “patch” and “parcel” are used to describe areas of land to which the Net Gain
requirements apply.

The term “patch” is used to describe an area of native vegetation where indigenous species in
the understorey have a cover of greater than 10% of the total benchmark understorey cover.
Land where the understorey does not meet this threshold does not require habitat hectare
offsets.

The term “parcel” is used to describe vegetated land within a single property which has 10%
or less of the total benchmark understorey cover. In parcels that are greater than 4 hectares,
old tree offsets are specified.

THE PROPONENT’S ASSESSMENT

The Net gain assessment of the project area by Biosis Research comprises two components:
habitat scores and tree assessments. The two areas classified as habitats that will be cleared
for the project are the 1.48 ha patch of Swamp Scrub near Marretts Road (Area 3 — of state
significance) and the 2.79 patch of Plains Grassy Woodland that is part of the Golden Gully
Road reserve (an area of high local conservation significance). The habitat hectares for these
areas, when the actual habitat scores are taken into account, are:

" 0.68 habitat-hectares of Swamp Scrub (0.64 in Area 3, 0.04 small unfenced area), and,
" 1.17 habitat hectares of Plains Grassy Woodlands.

The tree assessment recorded the following numbers of medium, large and very large trees
within each EVC covered by the project footprint:

" Plains Grassy Forest: 36 medium, 39 large and 20 very large trees;

" Plains Grassy Woodland: 30 medium (29 in remnant vegetation and 1 isolated tree), 22
large and 8 very large trees;

" Swamp Scrub: 37 medium, 53 large and 22 very large trees;
. Swampy Riparian Woodland: 41 medium, 27 large and 42 very large trees.

Of these 377 trees, offsets are not required for 29 of the medium trees within the Plains
Grassy Woodland EVC.

THE PROPONENTS PROPOSED OFFSETS

The required habitat-hectare offsets required are:
" 1.34 habitat-hectares of Swamp Scrub (2 x 0.64 + 1.5 x 0.06); and,
" 2.34 habitat-hectares of Plains Grassy Woodlands (2 x 1.17).

The habitat-hectares offsets may be in the form of:
. enhanced management of existing secure vegetation; and/or,
. revegetation of secure sites, to a maximum of 10% of the offset (NRE 2002).

With respect to old tree offsets, IPRH have adopted the “Protect and Recruit” option. Their
basis for selecting this option is that there are a significant number of degraded road reserves
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in the vicinity that can be fenced 30 - 40 metres further out. The Net Gain offset requirements

on this basis have been tabulated below in Table 17.

Table 17 Quantification of old tree offsets.

EVC < 8trees/ha > 8 trees / ha Remnant Native Totals
Vegetation

Protect + Recruit Protect | Recruit | Protect | Recruit | Protect | Recruit

SS |[16M,40L, + 560 84M, | 1,740 64 L 320 524 2,620
56 VL 264L

PGW | 1M, 2L, + 45 NA NA 224 L 1,120 233 1,165
6 VL

SRW | 72M,82L, + 1,820 NA NA NA NA 364 1,820
210 VL

PGF | 27M,72L, + 895 22 M, 210 NA NA 221 1,105
80 VL 20L

TOTAL 1,342 6,720

Notes: SS =Swamp Scrub, PGW = Plains Grassy Woodland,
SRW = Swampy Riparian Woodland, PGF = Plains Grassy Forest

M = Medium, L = Large, VL = Very Large

IPRH advised the Panel that it will meet its Net Gain obligations through provision of offsets,
including:

. protection and augmentation of Eel Hole Creek remnant vegetation;

] protection of scattered trees in unused road reserves;

= protection and enhancement of Crown frontage on Morwell River;

] protection and enhancement of IPRH wetlands;

] protection and enhancement of Yinnar-Driffield Road reserve.

IPRH also advised that it has planted over 100,000 trees and 11,000 understorey plants
including Strzelecki and Yarra Gums since 1996. IPRH would anticipate that these plantings
would contribute to its Net Gain obligation, in accordance with the note about plantings since
1989, on the bottom of page 24 of Victoria’s Native Vegetation Management—A Framework
for Action.

The areas proposed for the Net Gain offsets are shown in Figure 20.

It should be noted that the proposed areas for Net gain offsets shown on Figure 20 do not
include sites for the Plains Grassy Woodland offset. Stephen Mueck of Biosis (for IPRH)
advised:

“No potential offset site has yet been identified for the proposed loss of Plains Grassy
Woodland. Identification of suitable sites is likely to require a detailed search and it is
proposed to conduct this search, in consultation with DSE, after project approval. The
offset requirement of 2.34 habitat hectares of Plains Grassy Woodland is relatively small
and finding suitable offsets post project approval but before loss occurs is within the
guidelines of the framework and in line with other recent project approvals.”
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Figure 20 Proposed Net Gain Offsets
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Key elements of IPRH’s Net Gain proposal, which is based on the protection and recruitment

option, are:

. enhancement of vegetation along Eel Hole Creek, including the construction of
billabongs and flood runners within the floodplain remnant of the creek, with plant stock
and seeds from the Swamp Scrub remnant which will be lost being used to seed the
constructed billabongs and flood runners. The improvement of remnant vegetation
along Eel Hole Creek has the potential to provide 0.63 habitat-hectares (about half the
required amount for Swamp Scrub) within existing fenced areas, using the improvement
management option;

" the protection of some 556 Strzelecki Gums in unused road reserves and land owned
by IPRH;

. the protection and enhancement of Crown land along the Morwell River and its
tributaries. IPRH has commenced discussion with WGCMA to develop a plan to restore
the riparian corridor of the Morwell River and its tributaries or other high-priority rivers
with indigenous vegetation similar to that affected;

" augmentation of the existing wetlands and construction of terminal wetlands at the
outlets of MRD5 and the Wilderness Creek diversion.

The program and ongoing monitoring of its progress in achieving a Net Gain will be developed
and implemented in consultation with DSE and the WGCMA.

13.2.3 RESIDUAL AND OTHER IMPACTS
REGIONAL BIODIVERSITY

The proponent has stated in the EES that:

“Because the biodiversity of the region has been so significantly reduced (mainly due to
clearing for agriculture), further loss of even small areas may have disproportionately
large impacts on the overall remnant natural values of both the local area and the region.
However, there is considerable scope to improve the conservation value of areas
through revegetation and rehabilitation of existing remnants.”

The proponent has also stated that propagation materials (seeds and salvaged plants) for
revegetation and habitat improvement works will be sourced (in part) from vegetation
proposed to be cleared.

Biosis Research concluded that potential ecological impacts are relatively low.

LOSS OF AREAS OF LOCAL SIGNIFICANCE COMPRISING ROADSIDE
VEGETATION

The proponent reported in the EES as follows:

“the loss of habitat caused by the project development is unlikely to contribute to
fragmentation of habitat, as the areas lost are at the edge of linear strips of vegetation
and do not currently link larger, more intact areas. However, loss of scattered trees and
other patches of vegetation in this area may reduce the movement of more-mobile
species capable of using these features as stepping stones through the area.
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LOSS OF INDIVIDUALS OF SIGNIFICANT PLANTS

The proponent described the loss of some 155 Strzelecki Gums as being 15% of the 1039 in
the Study area, and 0.2% potentially of the total Strzelecki Gum population. The proponent
stated that all the affected Strzelecki Gums were either in road reserves or on agricultural
land, and in poor ecological condition. They were not managed for their ecological values and
future opportunities for regeneration are limited.

The proposed project footprint will also result in the loss of two recorded individuals of green
scentbark, some 2% of the estimated 100 individuals within the study area. Both trees are in
very poor ecological condition.

The Net Gain offsets for large trees have been described in 13.2.2 above.

LOSS OF HABITAT FOR INDIGENOUS FAUNA, INCLUDING SOME SIGNIFICANT
SPECIES

Tables 10.6 and 10.7 in the EES list the potential impact of the proposal on fauna of national
and state significance, respectively. The tables are not reproduced here. The assessment
made by Biosis Research is that the impacts range from "None” (Long-nosed potoroo, which
will not occur within the study area), through “Negligible” (15 other species), to “Low” (for Swift
Parrot, the Growling Grass Frog and the Koala).

The loss of hollow-bearing trees has the potential to affect a range of fauna present in the
study area. The proposed project will remove 233 trees which, based on their large size, are
likely to contain hollows, and a further 144 trees that may have the potential to form hollows in
the future (medium-sized trees).

To ameliorate the loss of hollow-bearing trees the proponent intends to place nest boxes in
revegetated areas once the trees are large enough to support them. The Net Gain offsets
include the protection of mature trees.

DUST AND GROUNDWATER IMPACTS

Observation and experience with vegetation close to the existing mine, and along unsealed
roads, indicated that neither dust from the earth moving and mining operations, nor the impact
of dewatering the underlying aquifer, are likely to cause significant impacts.

13.3 EPBCACT

13.3.1 REFERRAL

IPRH made a referral under the Environment Protection and Biodiversity Conservation Act
1999 (EPBC Act) to the Commonwealth Department of the Environment and Heritage (DEH),
principally in relation to potential impacts on the Strzelecki Gum, a listed threatened species
under that Act.

The delegate for the Commonwealth Minister for the Environment and Heritage determined
that the impact on the Strzelecki Gum is potentially significant, and accordingly declared the
project a ‘controlled action’, citing Sections 18A and 18a (listed threatened species and
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communities) as the controlling provisions. The Commonwealth has accredited the Victorian
EES process as the required level of assessment under the EPBC Act.

The EPBC Act requires assessment of the impact of the project on:

. listed threatened species (including in the “extinct in the wild”, “critically endangered’,
‘endangered” and “vulnerable® categories; and,
" listed threatened ecological communities in the “critically endangered” and

‘endangered” categories.

While no offset guidelines are specified under the EPBC Act, the Commonwealth will be
satisfied if the Victorian Net Gain offsets are met, provided the “like for like” requirements are
interpreted as requiring Strzelecki Gums.

The only relevant plant species found on the site was the endangered Strzelecki Gum. As
reported above (Sections 13.2.2 and 13.2.3) the residual impacts on this species will be low.
Biosis note in Section 10.3.6 of the EES Volume 1, Main Report:

“However plantings within proposed offset sites (see ‘Net Gain’ in Section 10.3.4 above)
will increase both the number of individuals and their long-term viability if the ecological
management objectives of self-sustaining populations can be met.”

In relation to other EPBC Act controlling provisions, the EES states that:

“Ramsar Wetlands. The project is in the catchment of the Ramsar wetland of the
Gippsland Lakes (see Section 10.4.5). In the short term, the environmental
management measures (see Section 10.4.5 and Chapter 12) are intended to protect
water quality downstream of the stream and road construction works; and, as discussed
in Section 10.4.5, potential short-term minor increases in sediment load should not
impact the ecological function or environmental values of the Ramsar site. In the long
term, the re-establishment of the Morwell River in a more natural form should contribute
to the general biodiversity objectives of the act by the terrestrial and aquatic habitat
created and by the linkages between existing habitat that will be re-established.

Migratory Species. Supporting study 8 and Section 10.3.2 above have noted 29 birds
from the local area listed as ‘migratory’ under the EPBC Act and that the area of and
around the West Field project is unlikely to support a substantial proportion of the total
population of any of these species.”

IPRH submitted that the proposed Net Gain offsets would increase the number of Strzelecki
Gums and their long-term viability, thus satisfying the requirements of the EPBC Act in respect
of the threatened flora.

IPRH addressed threatened fish species in Section 10.4.5 Aquatic Ecology of the EES,
Volume 1 Main Report, without referencing the discussion to the EPBC Act. The issue is
addressed in Section 13.3.3 below.

13.3.2 SECOND REFERRAL BY EDO

EDO advised the Panel that on 18 June 2004 it had written to DEH seeking reconsideration of
the decision concerning the controlled action and the controlling provisions, to widen the
controlling provisions to include the use of water by the proposal and also the status of the
Gippsland Lakes Ramsar Wetland. The Panel does not have the original letter from EDO to
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the Commonwealth, but has EDO’s Exhibit EDO#8 which is a copy of the acknowledgement
from DEH.

Subsequently IPRH tabled a copy of its response (prepared by Enesar Consulting Pty Ltd) to
DEH on the matters raised (IPRH#51, in part). These are listed as:

1. The effects of groundwater extraction on the Gippsland Lakes Ramsar Wetlands.

2. The effects of surface water by IPRH on the Gippsland Lakes Ramsar Wetlands.

3. The contribution of the action [development of West Field] to any reduction in rainfall
in the catchment of the Gippsland Lakes from anthropogenic emissions of greenhouse
gases.

4. Potential impacts on threatened or rare native fish species including Australian

grayling, dwarf galaxias, Australian bass and pouched lamprey.

The documents included consideration of the water balance for the power station and
groundwater pumping (see Chapter 14 below), and a detailed review of the potential impacts
on threatened fish species. With respect to this last matter, it appears that DEH drew
attention to the fact that consideration of threatened or rare native fish species did not require
any amendment of the controlling provisions; they are already included under the terms of the
original decision.

With respect to Item 3 above, the Panel notes the advice of IPRH to DEH that it has
commissioned a separate report from the CSIRO on the matter.

Part of the additional information that IPRH publicly exhibited prior to the reconvened hearings
was a Response to Department of the Environment and Heritage on request for
reconsideration under Section 78 of EPBC Act (Effect on Rainfall in Gippsland Lakes
Catchment), (Submission IPRH#54, and also forming Attachment F to IPRH#55). IPRH#54
included a covering report prepared by IPRH, and the report by CSIRO referred to above.

In IPRH#55, IPRH summarise the information in the CSIRO Report as follows:

“The CSIRO report predicted that emissions from the West Field development would
change global atmospheric temperatures by between 0.0000008°C and 0.0000023:C in
2030 and that in the event HPS was closed in 2011, the change in temperature would be
between 0.0000018C (stet: this should be 0.000018°C ) and 0.000054-C for
replacements based on black coal, and between 0.000043°C and 0.000128:C for
replacements based on natural gas using combined cycle gas turbine technology In
predicting the potential change in global atmospheric temperatures, CSIRO noted that
there was no direct link from regional emissions to enhanced regional climate change..”

A revised CSIRO report was provided by email after the conclusion of the Panel Hearing
(IPRH#63). Several matters referred to above were clarified, and the estimates of global
temperature changes were adjusted in line with further data provided by IPRH (see also
Sections 18.6 and 18.7 below).

Panel Discussion

The Panel had some difficulty in understanding why “the predicted emissions from the West
Field development” would change global warming by two orders of magnitude less than the
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potential reductions of closing HPS in 2011 and replacing it with combined cycle gas turbine
technology. The answer seems to lie in the assumptions taken by CSIRO, based on the
statement by IPRH given in their memo to CSIRO that “the proposed development would
result in an additional emission of 3.6 Mt of CO.-e over the life of the development”. The
CSIRO report represents the 3.6 Mt as the increase to CO2 emissions as a result of the
development of the West Field Project (relative to a notional baseline of Hazelwood continuing
as present until 2031). In fact, the 3.6 Mt is the amount of CO2 emissions expected from
construction of the river diversion, overburden removal and mining of the brown coal in Phase
2 of the West Field Project. The notional baseline seems unrealistic and almost irrelevant.
IPRH has stated that without access to the Phase 2 coal, HPS will close. There is no
alternative supply of coal on which to base such a notional baseline. What, to the Panel,
seems more relevant is the statement by IPRH in their memo to CSIRO that “If Phase 2 of the
West Field Project was not developed, a potential estimated saving of 357 Mt of CO2-e would
be achieved under a best case scenario.”

The potential effect of the proposal to reduce rainfall in the catchment of the Gippsland Lakes
from anthropogenic emissions of greenhouse gases should be based on the 357 Mt of CO2-e
estimated saving if the Phase 2 of the West Field Development did not occur, or by the lesser
amounts detailed in Section 18.6 below if some other replacement strategy was adopted. The
updated advice from CSIRO in IPRH#63 estimates the potential increase in global
temperature would be between 0.000090°C and 0.000271°C in 2030. These increases, and
their consequential effect on rainfall events, are still very small, if taken in isolation to other
emissions world wide.

The final quotation from IPRH#55 given above also requires comment. The Panel pointed out
to IPRH that the following sentences of the CSIRO report (see IPRH#54, Whetton and Durack,
page 6) go on to say, in part, “...Correspondingly, regional reductions in CO2 emissions would
reduce global warming and associated regional impacts.” IPRH acknowledged this omission.

13.3.3 POTENTIAL IMPACTS ON THREATENED FISH SPECIES

The EES, in section 10.4.5, recognises that four fish species native to this area are classified
as either rare or vulnerable. While these are discussed in the EES and Supporting Study 7,
the most thorough assessment is included in the Enesar report included in IPRH#51, a
“Response to Department of the Environment and Heritage on request for reconsideration
under Section 78 of EPBC Act’. The species under threat are as follows.

Australian grayling (Prototroctes maraena) and dwarf galaxias (Galaxiella pusilla): Both
species are listed as ‘vulnerable’ under the EPBC Act and ‘threatened’ under the Victorian
Flora and Fauna Guarantee Act 1988.

Australian bass (Macquaria novemculeata) and pouched lamprey (Geotria australis): Both
species are listed as ‘threatened’ under the Victorian Flora and Fauna Guarantee Act but are
not listed under the EPBC Act.

Enesar advise that:
. the Australian grayling is not as rare as previously believed;

. the Australian grayling, the Australian bass and the pouched lamprey need to migrate to
and from estuaries or the sea to complete their lifecycle;

. it has not been confirmed by a direct scientific sampling program that any of the four
fish species occurs in the Lower Morwell River at this time.
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These fish species are considered to be threatened by diminished habitat due to land
clearance and associated impacts. Itis extremely doubtful that any exist upstream of the
current piped section of the MRD2. Any downstream populations may be impacted to a minor
degree by MRDS works in the short term, though measures will be taken to minimise
downstream silt and turbidity during construction. In the longer term, the provision of a more
natural river and the increase in wetlands should assist in improving water quality, while the
restoration of the longitudinal connectivity of the river and the significantly improved habitat
over the length of MRD5 will address the current constraint (the piped section). The outcome
of MRD5 would therefore be potentially positive to all four species in the longer term.

13.4 SUBMISSION BY DSE

The only submission critical of the flora and fauna treatment in the EES (save for the
reference by EDO under the EPBC Act described above in Section 13.3.2) was made by DSE.
Working together with CMA’s and Local Government, DSE is responsible for administering the
Net Gain requirements in Victoria.

DSE supported many aspects of the IPRH approach, study methods and Net Gain proposals,
but was critical of a number of aspects of the flora and fauna assessment. Steve Mueck of
Biosis Research provided a thoughtful and comprehensive response to the issues raised by
DSE in Exhibit IPRH#18 and verbally to the Panel. A list of the issues raised by DSE (see
also DSE#2), and a summary of the response by Steve Mueck of Biosis Research on behalf of
IPRH is provided in Table 18 below. Comments on fish species were addressed principally by
Barton Napier.

Table 18 Criticisms of the Flora and Fauna investigations undertaken by Biosis

DSE Criticism Biosis Research response
The fauna survey, which was not The great majority of the study area, and especially the
considered adequate, and the scant proposed development footprint, was exotic pasture
recommended that a more ...For these reasons targeted fauna survey effort was

largely concentrated on small remnants of indigenous
vegetation and waterways that were most likely to offer
resources to native fauna.

comprehensive survey be conducted,
prior to the commencement of works, to
provide a basis against which monitoring
results can be compared.

The existence of the nationally The record of Eastern Spider Orchid in this area is
endangered Eastern Spider Orchid on definitely an error. This general locality has been
the boundary of the project footprint inspected and is not suitable habitat. | have also
should be investigated by field spoken to Geoff Carr.(an author of thig sp_ec_ies) and he
inspection has confirmed that this recorded location is in error. No
' further survey of this area for this species is warranted.
The extent of an endangered EVC, Correct, but its mapping was not considered necessary.
Plains Grassy Woodland, is not indicated Note that a Net Gain offset has been calculated for this
in the mapping. Plains Grassy Woodland along Golden Gully Road, and

it is referenced in the Net Gain assessment.

With respect to significant fauna species: | (i)  Survey for Growling Grass Frogs was undertaken

(i)  appropriate survey should be during their calling season. If this species is
conducted to determine the detected during other works within the study area
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presence of the Growling Grass
Frog;

(i) impact on Koala foraging and
movement has not been quantified;

(i) an assessment of the impacts of the
construction works and the long
term effects of the pit void on fauna
species of less than state
significance should be provided.

then appropriate conservation measures should
be taken. Our survey suggests this is unlikely
although not impossible.

(i) The Koala is not listed under any category of
threat in Victoria, although the South Gippsland
genotype is considered to have particular
conservation values. Quantification of Koala
foraging and movement within the study site
would require intensive and long-term
investigation, particularly as there is little suitable
habitat and that Koala usage would therefore be
expected to be difficult to document.

(i)~ Construction works will result in habitat loss,
fragmentation and a loss of habitat connectivity
and structure for locally significant species over
both short and long time frames. However the
site currently is highly modified and provides little
habitat to any but very common species of the
Gippsland Plain Bioregion.

Fauna habitat impacts have been
understated or not quantified, in relation
to the value of lost scattered trees and
other patches of vegetation as “stepping
stones” through the area, and the failure
to address local scale options to offset
impacts.

Supporting Study 8 notes that the principal values to
mammal fauna of corridors, such as roadside
eucalypts, occur when they offer protected routes
between larger blocks of habitat. Little such
connectivity is provided within the footprint of the
project.

Elaboration of the intended nest box
provision should be provided, including
monitoring and maintenance provisions.

The provision, monitoring and maintenance of nest
boxes are outlined on page 67 of Supporting Study 8 by
Biosis Research.

Green Scentbark and Yarra Gum could
be targeted for similar protection and
recruitment as is planned for the
Strzelecki Gum.

Agreed, provided their use does not cause problems or
conflict with offset objectives of the Framework. IPRH
is happy to include Yarra Gum in offset sites where
appropriate.

Further details of the proposed Net Gain
offset mitigation works are required,
including the target area and the quality
planned, security arrangements, and
demonstration that landholders will allow
the proposed works on their property or
leasehold.

All offset sites require DSE approval and these
negotiations would be conducted after project approval.
No potential site has yet been identified for the offset
requirement of 2.34 habitat hectare of Plains Grassy
Woodland. ...finding suitable offsets post project
approval but before the loss occurs is within the
guidelines of the framework and in line with other
recent approvals.

Clarification is required regarding the
mitigation of the Plains Grassy Woodland
removal.

See above.

Further details are required regarding the
proposed translocation of the Swamp
Scrub EVC in order to assess its
potential success.

The proposed translocation of material associated with
the clearing of the Swamp Scrub near Marretts Road to
Eel Hole Creek will be experimental. The details of
such a proposal are yet to be determined, and the
potential success of such a proposal should not be
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presumed.

Specific habitat requirements for

indigenous fish species should be
determined and incorporated into
channel design and construction.

The design of the proposed MRD5 has incorporated
suitable fish habitat, particularly the restoration of
longitudinal connectivity to the Morwell River, the
loading of woody debris and the restoration of
floodplain and hydrological processes (see IPRH#51,
Response to DEH). Note also the presence of pools in
the low flow design.

Control methods preventing use of the
new river channel by exotic fish species
should be developed

Comment by Barton Napier at the Hearing that it is
doubtful if this can be done.

Impacts of recreational fishing on
environmental values, such as native
fish, should be separated from impacts
on fishing.

Noted and agreed by IPRH.

Clarification is required on the number,
intent, extent and duration of monitoring
programs to be initiated, and on the
adaptive management which may be
undertaken as a response to the results
of monitoring.

See Environmental Management, Chapter 19, below.

The Panel requested that DSE meet with Steve Mueck of Biosis Research to try to resolve
outstanding issues between them, particularly in respect to the need for further monitoring.
This discussion was held on 4 August 2004, and DSE provided their considered requirements
to the Panel in Exhibit DSE#3, “Addendum to DSE Submission”.

In summary, DSE advised as follows:

. additional small mammal trapping is suggested,;

. discussions should be held with Ms Lindy Lumden, DSE'’s bat specialist, in order to
develop and implement an appropriate survey plan to assess the local situation more

fully;

. further observation for koalas should be continued as part of other survey work being
conducted. Should the project proceed, areas should be inspected prior to tree removal
and any Koalas found should be relocated to other appropriate adjacent areas away

from the any proposed works;

" an additional three hours of active spotlight searching for Growling Grass Frogs over

two nights should be conducted;

. additional survey for small birds is suggested, and baseline survey should also be
conducted at offset sites. Survey hours to be agreed upon following consultation with

DSE;

" a broad scale invertebrate survey specifically at the Swamp Scrub patch west of
Marretts Road should be considered as a possibility by IPRH;

. other matters have been clarified to DSE’s satisfaction. The above suggestions were
arrived at jointly by DSE and Biosis, and would provide additional information on the
impact of the proposal on local fauna.
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On 13 September, after the conclusion of the Hearing, Barton Napier advised the Panel (by
email) as follows:

“...You will recall that IPRH was concerned about DSE’s addendum and were to get
back to the Panel with their position on the scope of monitoring to be carried out.

In relation to the above matters, | have had numerous discussions with DSE and have
drafted an outline of the proposed net gain offset monitoring program and a consultant
brief for the additional survey to be undertaken. Those documents are currently with
DSE and IPRH for final review and endorsement, after which they will be forwarded to
you for your consideration.”

Subsequently on 20 September 2004 Barton Napier advised the Panel (by email) that
agreement had been reached, and attached three documents as follows:

. an outline of a terrestrial flora and fauna monitoring program for Net Gain offsets;

. a consultant brief for a Supplementary Fauna (Vertebrate) Survey and Net Gain
Assessment;

. a letter dated 14 September 2004 from the DSE Regional Manager Gippsland,
endorsing the outline of the proposed supplementary fauna survey.

The first of these documents is attached as Appendix G. The new information provided in this
document is:

. agreement to not further pursue the invertebrate field survey;

" preliminary proposals for the offsets for the Plains Grassy Woodland EVC, in unused
road reserves and in the Cemetery and E. pauciflora conservation reserves.

13.5 DISCUSSION

In view of the extensive study, discussion and review of the flora and fauna issues provided in
the EES, the Supporting Study No 8, the Submissions by DSE, and responses by Biosis
Research and Enesar on behalf of IPRH, the Panel has little to add, but to give its conclusions
and recommendations.

Before doing this, the Panel wishes to set out its perspective on the flora and fauna issue.
The key elements are:

" recognition of the significant past efforts by IPRH to protect and enhance the quality of
vegetation within its area of control, in particular the establishment of wetlands and the
planting of some 100,000 Strzelecki and Yarra Gums;

. IPRH’s constructive engagement with DSE and the Panel on the issues of concern to
DSE, and willingness to seek a negotiated agreement even in areas where they clearly
felt there was little technical merit in the proposals put forward by DSE;

. the reality that the project footprint is in cleared farmland that has, with minor
exceptions as documented in the EES, little overall remnant vegetation of any
significant quality;

. the significant improvement to the quality of the river environment which will result from
replacing the piped low flow section of MRD3 with a more natural and sinuous above
ground treatment in MRD5, designed and to be planted and established to provide
habitat values for fish and flora;
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. the fact that DSE did not apparently outline to IPRH their concerns about the flora and
fauna component of the study until they made their written submission on the exhibited
documents, even though DSE convened the Technical Reference Group with the
express purpose of ensuring that the EES met the requirements of Government;

. an appreciation of the environmental credentials and reliability of IPRH, developed
through their past performance, their operation of a third-party-certified Environmental
Management System (ISO 14001) and maintaining an EPA Accredited Licensee status,
and their commitment to the Panel process.

Overall, the Panel was satisfied with the scope of studies undertaken by IPRH, the way these
studies had been carried out, the results of the studies, and the proposals for Net Gain offsets
by IPRH. The Panel was generally satisfied with the Biosis response to the issues raised by
DSE concerning deficiencies in the studies.

Turning now to the negotiated arrangements concluded between DSE and IPRH, the Panel
commends IPRH for its willingness to make every effort to resolve outstanding differences
with DSE. With respect to further fauna studies, the Panel is inclined to agree with Mr Steve
Mueck of Biosis, who advised the Panel that the sought for additional faunal studies would be
of limited practical value, given the heavily degraded nature of the study area, and the
difficulty of using any data found in determining the success of mitigation works.
Notwithstanding this view, the Panel supports the negotiated agreement on the additional field
survey for fauna.

One further matter that arose in relation to the Net Gain offsets was the way in which they
would be permitted, managed and monitored. Where impacts and ameliorative measures are
within a Mining Licence area, the Work Plan usually provides for an Environmental
Management Plan to be prepared that covers the relevant management and monitoring
requirements. DPI have submitted that the Work Plan is generally constrained to matters
within the Mining Licence boundary, although wider social impacts (such as noise and dust
impacts) have in the past been included within the scope of the EMP and of the Environment
Review Committee.

In the present proposal, there are a number of impacts, which occur outside both the area of
Mining Licence MIN5004, and outside the area for which IPRH has prepared Mining Licence
applications.

The Panel sought advice from IPRH, DSE and DPI as to the arrangements that should be
made to ensure that the Net Gain offsets were properly permitted, with clear responsibilities
for management, monitoring and oversight. This matter will be further discussed in Chapter
21, Environmental Management and Section 22, Approvals.

13.5.1 CONCLUSIONS ON FLORA AND FAUNA

It is doubtful that any of the threatened fish species exist in the reaches of the
Morwell River upstream of MRD2. The implementation of MRD5 would
allow the opportunity for the species to once again use the upper
reaches of the river in the longer term.

The Panel concludes that the work undertaken by IPRH, and by Biosis on its
behalf, to investigate flora and fauna impacts, and to provide
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ameliorative measures, has met most reasonable expectations. The
Panel notes that there will be ongoing discussions between IPRH and
DSE to finalise the Net Gain offset requirements, as is the usual case
following project approval.

The Panel supports the negotiated agreement between IPRH and DSE for the
undertaking of some limited additional fauna surveys.

The Panel concludes that the studies undertaken, and the Net Gain offsets to be
finalised to the satisfaction of DSE, will satisfy the requirements of the
Flora and Fauna Guarantee Act 1988, Victoria’s Native Vegetation
Management — A Framework for Action, and the controlling provisions
of the EPBC Act which have been applied to the project (listed
threatened species and communities).

The potential effect of the proposal to reduce rainfall in the catchment of the
Gippsland Lakes from anthropogenic emissions of greenhouse gases
should be based on up to 357 Mt of CO2-e estimated saving if the Phase
2 of the West Field Development did not occur. The potential increase
in global temperature would be between 0.00009°C and 0.00027°C in
2030. These increases, and their consequential effect on rainfall events,
are still very small, if taken in isolation to other emissions world wide.

Overall, the proposal for the Fifth Morwell River Diversion and the mining within
West Field Phase 2 will re-establish a more natural regime for the
Morwell River, while the “net gain” offsets and restoration of the
riverine system and wetlands should satisfactorily mitigate the impacts
of the proposal on flora and fauna, and may improve ecological values.

13.5.2 RECOMMENDATION ON FLORA AND FAUNA

The Panel recommends that in regard to flora and fauna issues, and subject to the

statutory conditions and monitoring and management requirements set out in the

recommendations in Sections 21.2.2 and 22.3.2 below, the further limited fauna

surveys to be undertaken, and the Net Gain offsets to be finalised to the satisfaction

of DSE:

= the requirements of the Flora and Fauna Guarantee Act 1988 and the
requirements under Victoria