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Ui is the actual cost to ActewAGL Distribution of UAG in year t-2. The actual
cost of UAG is 0.018 times actual gas receipts (GJ) times the market price
per GJ paid by ActewAGL Distribution at the relevant time;

Ui, is the forecast value of UAG in year t-2. The forecast value of UAG is 0.018
times actual gas receipts (GJ) times the base price per GJ adjusted for CPI
in year t-2. Base price per GJ is defined as $9.10/GJ (in real 2009/10
dollars);

Fio is the actual cost to ActewAGL Distribution of AEMO fees in connection with
the gas distribution business as determined by AEMO in year t-2;

Ft*-z is the forecast cost used to derive the Reference Tariffs in the access
arrangement (adjusted for CPI to year t-2) to ActewAGL Distribution of
AEMO fees in connection with the gas distribution business for year t-2;

Tio is the actual cost to ActewAGL Distribution of UNFT in connection with the
gas distribution business in year t-2;

Tf.z is the forecast cost used to derive the Reference Tariffs in the access
arrangement (adjusted for CPI to year t-2) to ActewAGL Distribution of
UNFT in connection with the gas distribution business in year t-2;

Lio is the actual cost to ActewAGL Distribution of the Energy Industry Levy in
connection with the gas distribution business in year t-2;

L is the forecast cost used to derive the Reference Tariffs in the access
arrangement (adjusted for CPI to year t-2) to ActewAGL of the Energy
Industry Levy in connection with the gas distribution business in year t-2;

r is the weighted average cost of capital used to derive the Reference Tariffs
in the access arrangement, the nominal vanilla WACC;

ER; is the forecast energy revenue from Reference Tariffs relating to capacity
and throughput in year t assuming that the adjustment factor A, were equal
to zero (ie adjusted for CPI only).

By virtue of the application of the Adjustment factor, relevant reference tariffs are first
varied by this part of the formula (accounting for UAG and specified charges) in year 3 of
the access arrangement period.

The formulae also take account of the time value of money by including an adjustment for
the WACC. The cost of capital is squared in this adjustment because two years elapse
between the time that the additional cost is incurred and when it is recovered. The formula
is intended to make ActewAGL Distribution neutral to the effect of increments and
decrements between forecast and actual values for these parameters.

For the purposes of the specified charges adjustment part, the forecast costs for the three
specified externally determined charges are shown in Table 11.12.
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determined charges ($2009/10)
2012-13  2013-14  2014-15

Table 11.12 Forecast costs of specific externall
2010-11 2011-12

Australian Energy Market
Operator $42,413 $92,883 $92,862 $92,841 $92,820

Utilities Network Facilities Tax $3,407,614 $3,457,482 $3,508,079 $3,559,417 $3,611,506
Energy Industry Levy $532,192 $532,065 $531,942 $531,821 $531,704

11.3.2 Cost pass through mechanism

Rule 97(1)(c) specifically allows a service provider to propose in the access arrangement a
reference tariff variation mechanism that allows tariffs to vary as a result of a cost pass-
through for a defined event. The Rules do not define or limit the types of events for which a
cost pass-through mechanism may be adopted, however Rule 97(3) requires that, in
deciding whether a particular reference tariff variation mechanism is appropriate to a
particular access arrangement, the AER must have regard to:

(a) the need for efficient tariff structures; and

(b) the possible effects of the mechanism on administrative costs of the AER,
the service provider, and users or potential users; and

(c) the regulatory arrangements (if any) applicable to the relevant reference
services before the commencement of the proposed mechanism; and

(d) the desirability of consistency between regulatory arrangements for similar
services (both within and beyond the relevant jurisdiction); and

(e) any other relevant factor.

Rule 97(4) also requires that “a reference tariff variation mechanism must give the AER
adequate oversight or powers of approval over variation of the reference tariff”.

The purpose of the cost pass through mechanism is to ensure ActewAGL Distribution can
recover incremental costs resulting from a relevant pass-through event. ActewAGL
Distribution does not intend for the existence of the cost pass-through mechanism to
adversely impact upon ActewAGL Distribution’s efficiency, risk management decisions or
its decision to take reasonable action to reduce the magnitude of an adverse event. This
section discusses ActewAGL Distribution’s proposed cost pass through tariff adjustment
mechanism.

11.3.2.1 Proposed cost pass through events

ActewAGL Distribution proposes that the events listed in Table 11.13 be eligible for cost
pass through for the purposes of the access arrangement. To this end, and in accordance
with the requirements and guidance set out above, this section:

= defines the proposed pass-through events;

= sets out ActewAGL Distribution’s reasoning and justification for proposing these
events be treated as cost pass-through events, with specific reference to the factors
contained in Rule 97(3); and
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= explains how each proposed event is relevant to a building block component and is
either foreseen or unforeseen and that the costs of the event are uncontrollable and
therefore would not be appropriate to include in forecasts for total revenue.

Defining the proposed pass through events

ActewAGL Distribution has included the following seven cost pass-through events in its
access arrangement:

= Change in taxes event;

= Service standard event;

= Regulatory change event;

= Carbon Pollution Reduction Scheme event;

» National Energy Customer Framework or National Energy Connections Framework
event;

» A Short Term Trading Market Event; and

» General nominated pass through event.

Table 11.13 sets out the definitions for each of these cost pass through events.
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Table 11.13 Definitions of cost pass through events

Change intax  Change in Tax Event means:

event (a) a change in the amount of a Relevant Tax, or the way or rate at which a Relevant
Tax is calculated (including a change in the application or official interpretation of a
Relevant Tax), except where the change falls within the scope of the Annual Reference
Tariff Variation Formula Mechanism; or
(b) the removal of a Relevant Tax or imposition of a new Relevant Tax.
which, in each case, occurs after the Commencement Date of the Access Arrangement.
Relevant Tax means any tax (including any rate, duty, charge or levy or other like
impost) that is imposed by or payable directly or indirectly by ActewAGL to the
Commonwealth of Australia, a State or Territory, or an Authority of the Commonwealth
or of a State or Territory (including goods and services tax), but excluding:
(a) income tax (or State or Territory equivalent income tax) or capital gains tax;
(b) stamp duty, financial institutions duty, bank account debits tax or similar taxes or
duties;
(c) penalties and interest for late payment relating to any tax; and
(d) any tax which replaces a tax referred to in (a) - (c) above, where “tax” includes any
rate, duty, charge or other like impost.

Service Service Standard Event means any decision made by the Relevant Regulator or any
standard other Authority, or any introduction of or amendment to applicable law or Gas Law,
event which:

(a) has the effect of:

(i) imposing or varying standards (including Network Design and operational standards)

on ActewAGL relevant to any one or more of the Services, that are more onerous than

the standards imposed at the Commencement Date; or

(i) altering the nature or scope of services that comprise any one or more of the

Services; or

(iii) substantially altering the manner in which ActewAGL is required to undertake any

activity forming part of, or ancillary to, any one or more of the Services (including

through rules for the operation of competitive gas markets); and

(b) results in ActewAGL incurring (or being likely to incur) materially higher costs in

providing any one or more of the Services than it would have incurred but for that event.
Regulatory Regulatory Change Event means a change in a regulatory obligation or requirement
change event  that:

(a) substantially affects the manner in which ActewAGL provides the Services (or any

one of them) or otherwise operates its gas business (or any part of it);

(b) materially increases or materially decreases the costs of providing those Services or

operating its business; and

(c) does not fall within any other category of Cost Pass Through Event under this

clause.
Carbon Carbon Pollution Reduction Scheme Event means an event which results in the
Pollution imposition of legal obligations on ActewAGL or a third party arising from the introduction
Reduction or operation of a carbon emissions trading scheme imposed by the Commonwealth, a

Scheme event  State or Territory or an Authority and results in ActewAGL incurring costs directly or
indirectly (including under statute or contract) and includes:
(a) the cost of acquiring emissions allowances, permits or units (howsoever called);
(b) costs incurred in order to reduce liability for carbon emissions associated with the

production, transport or supply of gas, or otherwise in connection with ActewAGL'’s gas
distribution business or the Services; and

(c) administrative and compliance costs associated with the introduction or operation of
such a scheme, including reporting costs.

An NECF or National Energy Customer Framework/ National Energy Connections Framework Event
NGCF event means the introduction of new laws (including through proposed National Energy Retail
Law and Rules, or by additions or changes to the National Gas Law or Rules) or
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Event name Definition

additions or changes to the existing Gas Law, to implement either or both of the
proposed National Energy Customer Framework or National Energy Connections
Framework, which results in the imposition of legal obligations on ActewAGL or a third
party and results in ActewAGL incurring costs directly or indirectly (including under
statute or contract) from the operation of those frameworks.

An STTM Short Term Trading Market Event occurs if any part of ActewAGL’s Network is made or

event becomes part of a trading hub under the gas Short Term Trading Market operated by
the Australian Energy Market Operator, or ActewAGL otherwise participates in that
Short Term Trading Market, resulting in:

(a) changes in costs that ActewAGL incurs directly or indirectly (including under statute
or contract); or

(b) the need to change services provided to accommodate the market, leading to
additional costs.

General pass  General Pass-Through Event occurs in the following circumstances:

through event  (3) an uncontrollable and unforeseeable event that falls outside of the normal
operations of a business such that prudent operational risk management could not have
prevented or mitigated the effect of the event;

(b) which results in a material change in the cost of providing the Services (or any of
them) or the operation of its gas business (or any part of it); and

(c) does not fall within any other category of Cost Pass Through Event under this
clause.

Justification for and nature of proposed cost pass through events

Merits of using cost pass through to manage exogenous risk

It is well understood that regulated businesses face a number of legitimate risks as part of
their normal business that are not covered by the rate of return set under the regulatory
framework. This means the businesses must be compensated for the cost of these risks
through other aspects of the regulatory arrangements.

Risk mitigation options include self insurance, direct insurance, a cost pass-through
mechanism and including the expected value of the costs associated with various risk(s) in
the business’s expenditure forecasts (submitted as part of the access arrangement
approval process). A cost pass-through mechanism allows for the pass-through of the cost
of certain defined events in tariffs during the access arrangement period, if and when such
events in fact occur.

Providing for cost pass-through events involves an administrative burden, both upfront (to
the extent the regulator must approve the specific events that will trigger the cost pass-
through mechanism for that regulatory period), and more significantly in the instance the
event actually materialises (and the regulator must assess the validity of the pass-through
event and determine any efficient pass-through amount to be allowed). Where the costs of
an event are relatively low and/or the options of direct insurance or self insurance are
feasible, direct insurance or self insurance may be preferred to a cost pass through
mechanism, as they impose a lower administrative burden in the case that the event
OCCurs.

However, where a particular exogenous event is associated with a material impact on
costs, the cost of direct insurance is likely to be substantial and it is unlikely to be credible
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for the business to self insure, as it may not be able to bear the costs if the event actually
occurred. In these cases a cost pass-through event is likely to be the most appropriate
option for managing that risk.

Cost pass-through events, including those proposed in Table 11.13, may materially
increase or decrease ActewAGL Distribution’s capital expenditure and/or operating
expenditure beyond the levels that were provided for in the access arrangement. Cost pass
through events are either foreseen (for example, the Carbon Pollution Reduction Scheme
Event) or unforeseen (for example, the circumstances covered by the general pass-through
event), and the cost of these events are uncertain and uncontrollable. By consequence, it is
not appropriate to include estimates of these costs within the expenditure forecasts.

Current cost pass through arrangements for ActewAGL Distribution

Under the earlier access arrangement, a cost pass-through event is defined as either a:

= change in tax event (defined as Table 11.13);
= service standard event (defined as in Table 11.13); or

= terrorism or major natural disaster event, where a terrorism or major natural disaster
event is “an act of terrorism or a major natural disaster (including, but not limited to,
fire, flood or earthquake) which results in costs which are substantially different from
those reasonably foreseen by the commission and ActewAGL Distribution and
incorporated in this price direction.”

Under NGR 97(3)(c), in considering any proposal for a cost pass-through mechanism the
AER is to consider, “the regulatory arrangements (if any) applicable to the relevant
reference services before the commencement of the proposed reference tariff variation
mechanism”. ActewAGL Distribution considers that a ‘change in tax event’ and a ‘service
standard event’ should remain eligible cost pass-through events for the access
arrangement period. These events have the potential to result in material, unforeseen costs
over the access arrangement period. ActewAGL Distribution has amended the definition of
a Change in tax event, however, to reflect the operation of its proposed annual tariff
variation formula.

ActewAGL Distribution further notes that these two events are also defined cost pass
through events under the National Electricity Rules (see below) and, as a result, apply to
ActewAGL Distribution’s electricity network business. They are also included as cost pass-
through events in the access arrangements applying to gas distributors in other
jurisdictions. Under NGR 97(3)(d), in considering any proposal for a cost pass through
mechanism the AER is to consider: “the desirability of consistency between regulatory
arrangements for similar services (both within and beyond the relevant jurisdiction)”.

As discussed in section11.3.1.1, ActewAGL Distribution has proposed that a separate tariff
variation mechanism be applied to adjust tariffs for changes in the UNFT imposed on
ActewAGL Distribution’s gas distribution business, as well as changes in the Energy
Industry Levy, and AEMO fees. ActewAGL considers that an automatic formula based
adjustment is the appropriate approach to dealing with the expected changes in the level of
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these charges during the access arrangement period, as it results in a lower administrative
cost than if these are treated as a cost pass-through event.

However, in the event that the AER does not accept ActewAGL Distribution’s proposed
specified externally-determined charges adjustment factor to take account of differences
between forecast and actual amounts of these externally imposed charges, ActewAGL
Distribution would expect to be able to recover these costs through the cost pass-through
mechanism, as a change in tax event, and would amend the proposed definition
accordingly. This is consistent with the AER’s Final Decision for ActewAGL Distribution’s
electricity distribution business, in which it states:

The AER notes that the UNFT liability may vary due to a change in the determined rate
set by the ACT Government. In such a circumstance, the transitional chapter 6 rules
allow ActewAGL to apply to the AER for a cost pass through, as a tax change event.
The AER will consider any pass through application in respect of these costs on its
merits, at the time the application is made to the AER.'%

However, where the AER accepts the charges adjustment factor, the change in tax event
would apply to any changes in taxes or the introduction of new taxes outside of those
covered by the factor.

As noted above, ActewAGL Distribution’s earlier access arrangement also includes a
‘terrorism or major natural disaster event’. ActewAGL Distribution notes that a ‘terrorism
event’ is a defined cost pass-through event under the National Electricity Rules (see
below).

The events captured under the current definition of ‘terrorism or major natural disaster
event’ would lead to material and uncertain and uncontrollable costs for ActewAGL
Distribution’s gas distribution business. As a result, ActewAGL Distribution considers that it
continues to be appropriate to capture these events within the cost pass-through
mechanism. However, ActewAGL Distribution notes that in the AER’s recent Final
Decisions for ActewAGL Distribution’s electricity network business and for the NSW
electricity distribution businesses, the AER’s preferred approach is to include a pass-
through for natural disasters within a broader category of ‘general nominated pass-through
event’:

The AER considers that there is a risk in attempting to capture all natural disaster type
events in a single definition. It would be undesirable for a similar event occurring in two
jurisdictions to be recoverable under the pass through provisions in one jurisdiction, and
not recoverable in another jurisdiction based simply on the drafting of the event. Rather
than attempting to capture all appropriate events in a specific definition, the AER
considers that these types of events should be considered under the general nominated
pass through event if they occur.®

ActewAGL Distribution has therefore adopted this approach in its access arrangement.
ActewAGL Distribution considers that the ‘general pass-through event’ would also apply to
terrorism events. The proposed general pass-through event is discussed further below.

5 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 71

8 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 134-5
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Regqulatory arrangements for similar services

ActewAGL Distribution considers that the cost pass through provisions included in the
earlier access arrangement require change. The current limited definitions of cost pass
through events leave ActewAGL Distribution exposed to a wide range of exogenous risks.
In addition, given that a number of electricity and gas distribution and transmission
businesses have been subject to regulatory review since 2004, there are now material
differences between the cost pass through arrangements applying to ActewAGL
Distribution, and those in place for similar businesses.

Under NGR 97(3)(d), in considering any proposal for a cost pass through mechanism the
AER is to consider "the desirability of consistency between regulatory arrangements for
similar services (both within and beyond the relevant jurisdiction)”.

The National Electricity Rules provides for two categories of pass through events in

electricity distribution:

» Defined events—the following four events are set out in chapter 10 of the NER as
pass through events:

- aregulatory change event;
- aservice standard event;
- ataxchange event;
- aterrorism event; and
= Nominated pass through events:

- other events that the DNSPs may propose to the AER to include as ‘nominated
pass through events’ in its determination.

It is in this context that ActewAGL Distribution considers that it is appropriate to define a
‘regulatory change event’ in respect of this access arrangement, consistent with defined
events applying to electricity distribution businesses.

In relation to nominated pass-through events, ActewAGL Distribution notes that the
following pass-through events are amongst those that have recently been approved by the
AER in its final decisions for ActewAGL Distribution’s electricity network business and the
NSW electricity network businesses:

= Emissions trading scheme event; and
= A general nominated pass-through event.

In approving these events, the AER noted that pass through events could be classed as
either foreseeable or unforeseeable, and that different approaches were appropriate for
each of these types of events.’

"7 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, pp 127-8

Access Arrangement Information




In particular, the AER recognised that some events could be anticipated as likely to occur
within a period, but that the timing and/or the cost impact may be unforeseeable at the time
of lodgement of the regulatory proposal. In respect of these foreseeable events (also
classed as specific nominated events), the AER concluded:

...the AER considers it preferable that these costs be included when the costs of these
activities are able to be forecast on a reasonable basis and when the timing of these
events is known with certainty.'*

The AER further stated:

The costs associated with these events would have been included, without regard to the
materiality of the financial impact of the event on the DNSP, had the necessary
information been available at the time of the final decision.'**

A key factor in identifying a foreseeable event was that “at the time the AER makes its
distribution determination, the event was more likely than not to occur during the regulatory
control period”."®°

In respect of unforeseeable events, the AER recognised the possibility of events occurring
during the regulatory period that are uncontrollable, unforeseen and which have a material
impact on costs. For these events, the AER concluded:

If an unforeseeable and uncontrollable event would have a material impact on a
DNSP’s costs such that it would jeopardise the DNSP’s ability to provide direct control
services in accordance with the requirements of the NEL or the NER, it is appropriate
that costs associated with the event should be passed through to consumers."®’

By virtue of being unforeseeable, the AER considered that there were specific difficulties in
trying to define appropriate pass-through events:

An unforeseeable event that materially impacts on a DNSP’s ability to provide direct
control services should not be precluded from pass through solely on the basis that is
[sic] not possible to specifically define the event in advance of its occurrence.'*

A key factor in indentifying an unforeseeable event was “if, at the time of submitting a
regulatory proposal, despite the occurrence of the event being a possibility, there was no
reason to consider that the event was more likely to occur than not to occur during the
regulatory control period”.">®

The AER approved Emissions trading scheme event was deemed an example of a
foreseeable pass-through event, and the general nominated pass through event was
developed as a way to address uncertainty in defining specific unforeseeable pass-through
events.

It is in this context that ActewAGL Distribution considers that, in addition to the ‘Regulatory
Change Event’ discussed above, it is appropriate to define a ‘Carbon Pollution Reduction

'8 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 128
9 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 130
50 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 128
'*! AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 128
152 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 127
'3 AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 129
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Scheme Event’, a ‘National Energy Customer Framework or National Gas Connections
Framework Event’ and a ‘Short Term Trading Market Event’ as foreseeable pass through
events in the access arrangement. In addition, ActewAGL Distribution considers that it
appropriate to define a ‘general pass through event’ to address unforeseeable events in the
access arrangement.

These events are discussed below.

Regulatory change event

Regulatory change event is defined in the NER as:

A change in a regulatory obligation or requirement that:
(a) falls within no other category of pass through event; and
(b) occurs during the course of a regulatory control period; and

(c) substantially affects the manner in which the Transmission Network Service
Provider provides prescribed transmission services or the Distribution
Network Service Provider provides direct control services (as the case
requires); and

(d) materially increases or materially decreases the costs of providing those
services.

This cost pass-through category currently applies to a number of electricity distribution
businesses, including ActewAGL Distribution’s electricity distribution business and those of
the NSW DNSPs. However, in addition to enhancing consistency between regulatory
arrangements for similar services, defining a ‘regulatory change event’ as an eligible cost
pass through event in the access arrangement is also important in the context of reducing
ActewAGL Distribution’s exposure to regulatory events that are outside of the businesses’
control, that are not captured by any other category of eligible pass through event, but that
could materially impact on the financial viability of ActewAGL Distribution. It can reasonably
be expected that there will be regulatory change events occurring during the access
arrangement period, however the precise nature of those events and the costs that they
may give rise to are not currently foreseeable. An example of a foreseeable regulatory
change event, also described in chapter 4 of this access arrangement proposal, is the
introduction of new gas fitting rules in the ACT during the access arrangement period, or
new climate change, energy efficiency or other environmental obligations.

Carbon Pollution Reduction Scheme Event

To provide for the pass-through of costs associated with meeting any future CPRS,
ActewAGL Distribution proposes that a carbon pollution reduction scheme event be
included as a pass through event. Relevant costs covered by this event include the direct
costs of buying permits, costs incurred in order to reduce carbon emissions, and
administrative costs of the scheme.

Under the Federal Government’s CPRS, now due to commence in July 2011, it is expected
that gas distribution businesses will incur costs associated with the CPRS, both directly and
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through third parties, associated with the requirement for permits in line with emission
liabilities.

ActewAGL Distribution also notes that there is significant scope for schemes in NSW or the
ACT to have a similar effect, either in conjunction with, or instead of, a federal scheme. As
highlighted in section 4.3.4.2 of this access arrangement information, the ACT Government
has in place a long term strategy for climate change which includes jurisdictional targets for
emissions reductions. Details of future policies in respect of climate change, in particular
through the current inquiry into ACT Greenhouse Gas Reduction Targets, may also yield
further emission reduction targets or schemes.

ActewAGL Distribution considers that the imposition of a CPRS or similar scheme by the
Commonwealth, a State or Territory or an Authority, is more likely than not to occur in the
access arrangement period. This event should therefore be considered as a foreseeable
event.

In line with the AER’s recent decision with respect of the NSW and ACT distribution
businesses to approve an emissions trading event as a nominated pass through event,
ActewAGL Distribution proposes to include a carbon pollution reduction scheme event in its
access arrangement as follows:

Carbon Pollution Reduction Scheme Event means an event which results in the
imposition of legal obligations on ActewAGL or a third party arising from the introduction
or operation of a carbon emissions trading scheme imposed by the Commonwealth, a
State or Territory or an Authority and results in ActewAGL incurring costs directly or
indirectly (including under statute or contract) and includes:

(a) the cost of acquiring emissions allowances, permits or units (howsoever called);

(b) costs incurred in order to reduce liability for carbon emissions associated with the
production, transport or supply of gas, or otherwise in connection with ActewAGL'’s gas
distribution business or the Services; and

(c) administrative and compliance costs associated with the introduction or operation of
such a scheme, including reporting costs.

The definition proposed by ActewAGL Distribution is consistent with that approved by the
AER for the NSW DNSPs and ActewAGL Distribution’s electricity distribution business,
however some enhancements have been made to provide further clarity of the types of
costs to be covered by the proposed event. This includes ensuring that the incentives
intended under the CPRS to take action to reduce emissions where the costs of these
actions is less then the costs of permits, is retained.

National Energy Customer Framework or National Gas Connections Framework Event

As outlined in chapter 4, the MCE SCO is currently developing a new National Energy
Customer Framework, and a National Gas Connections Framework. Legislation and Rules
associated with both frameworks are expected to be introduced into the South Australian
Parliament in 2010. While ActewAGL Distribution has engaged with officials in the
development of these frameworks, there is still considerable uncertainty as to their final
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form. In addition, no details are currently available on transitional arrangements associated
with these frameworks.

Due to the timing of the legislation, and lack of detail as to transitional arrangements,
ActewAGL Distribution considers that there is a reasonable possibility that they will come
into effect during the access arrangement period. The imposition of one or both of these
frameworks should therefore be considered as a foreseeable pass-through event.

ActewAGL Distribution has included a pass-through event associated with these
frameworks in the access arrangement as follows:

National Energy Customer Framework/ National Energy Connections Framework
Event means the introduction of new laws (including through proposed National Energy
Retail Law and Rules, or by additions or changes to the National Gas Law or Rules) or
additions or changes to the existing Gas Law, to implement either or both of the
proposed National Energy Customer Framework or National Energy Connections
Framework, which results in the imposition of legal obligations on ActewAGL or a third
party and results in ActewAGL incurring costs directly or indirectly (including under
statute or contract) from the operation of those frameworks.

ActewAGL Distribution considers that a specific pass through event is appropriate to
address this risk due to the potential for the new framework to significantly change the
scope and application of the current rules, including the scope of reference services,
liabilities and risks faced by the business.

These types of costs may not be covered by ActewAGL Distribution’s proposed regulatory
change event, which explicitly refers to events that increase or decrease costs of providing
reference services. Changes to the definition of references services, which is clearly within
the scope of possible changes under the NECF and NGCF, and associated costs, may
therefore not be captured under this generic pass-through provision. A specific pass
through event is therefore included in the access arrangement.

Short Term Trading Market Event

The STTM will come into effect in July 2010 with two trading hubs; one in Sydney and one
in Adelaide. As outlined in Chapter 4, there is a possibility that Canberra will become a
trading hub during the access arrangement period or that ActewAGL Distribution is
otherwise required to participate in the STTM. ActewAGL Distribution considers that this
should be considered as a foreseeable pass through event.

ActewAGL Distribution has included a pass through to apply in the event that ActewAGL
Distribution is required to take part in the STTM during the access arrangement period as
follows:

Short Term Trading Market Event occurs if any part of ActewAGL’s Network is made
or becomes part of a trading hub under the gas Short Term Trading Market operated by
the Australian Energy Market Operator, or ActewAGL otherwise participates in that
Short Term Trading Market, resulting in:

(a) changes in costs that ActewAGL incurs directly or indirectly (including under statute
or contract); or
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(b) the need to change services provided to accommodate the market, leading to
additional costs.

ActewAGL Distribution considers that a specific pass-through event is appropriate to
address this risk as it is unclear whether the regulatory change event defined above would
adequately encompass changes to services anticipated under the STTM. These could
include changes to reference services, particularly in respect of capacity reservation
services or gas storage. ActewAGL Distribution therefore considers that a specific pass-
through mechanism is appropriate for inclusion in the access arrangement.

Supply curtailment event

ActewAGL Distribution has noted in several parts of this access arrangement information
that the ACT, Queanbeyan and Palerang gas network is particularly susceptible to
upstream events that could lead to a shortfall in supply to the ACT.

The ACT Government has in place regulations under the Utilities Act 2000 to allow the
responsible minister to approve a scheme to restrict the use of gas in the ACT in the event
of a shortage.”*

It could take weeks or months to reinstate network operations and customer supply in the
event of a sustained disruption that led to the need to curtail significant numbers of
customers. ActewAGL Distribution’s Contingency Plan sets out expected supply losses and
estimates of restoration times in the event of various emergency scenarios.

ActewAGL Distribution proposed a supply curtailment event as part of its electricity network
regulatory proposal submitted to the AER in June 2008. The AER, however, rejected this
proposal in its Draft Decision, stating:

...the AER considers that no provision is made in the NER for DNSPs to recover
foregone revenue through a pass through mechanism. The transitional chapter 6 rules
specifically confine pass through events to event that materially increase or decrease
the costs of providing direct control services. '*°

ActewAGL Distribution remains of the view that a supply curtailment pass through event is
the most appropriate way to manage the risk of a widespread shortfall in gas supply that
leads to a sustained disruption of customers.

While ActewAGL Distribution notes that the NGR do not contain provisions similar to those
in the National Electricity Rules in respect of pass through, in light of the AER’s previous
decision for its electricity network, and an expectation that it would apply a similar
approach, ActewAGL Distribution has instead included a self insurance allowance as an
alternative, but inferior, means to acknowledge this risk. In the event that the AER does not
accept this proposed allowance, or where the AER considers pass through to be
acceptable to acknowledge this risk, ActewAGL Distribution proposes that its preferred
position for a pass through event be included in the cost pass through tariff variation
mechanism in its access arrangement. This pass through event would apply in the event

'3 Utilities (Gas Restrictions) Regulation 2005

155 AER, Draft Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 170
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that insufficient gas is delivered to the ActewAGL Distribution gas network to fully meet the
required demand as forecast in this access arrangement information, including interstate
transmission or production plant failure or supply or demand constraints, or where a
restriction scheme is introduced, and this event is outside the control of ActewAGL
Distribution and impacts the revenue earning of the business relative to what would have
earned had that gas supply been supplied as forecast, that this revenue foregone and any
associated costs be subject to a pass-through event.

ActewAGL Distribution proposes that a supply curtailment event should be included in the
access arrangement as follows:

Supply Curtailment Event occurs when insufficient gas is transported to the
ActewAGL Distribution gas network or is rationed to or within the ActewAGL Distribution
gas network and cannot be supplied to meet normal demand requirements, as
represented by the ActewAGL Distribution forecasts used to derive the Reference
Tariffs in the Access Arrangement, and the event is outside the control of ActewAGL
Distribution.

ActewAGL Distribution would be able to claim the full costs of foregone revenue that is
directly attributable to this supply curtailment event, plus the costs of any customer claims
and the increased costs imposed on it related to restoration of supply.

General pass through event

As noted above, in the AER’s recent Final Decisions for ActewAGL Distribution’s electricity
distribution business and for the NSW electricity distribution businesses, the AER’s
preferred approach has been to include a general nominated pass-through event, in lieu of
specific definitions of a ‘major natural disaster event’ and a ‘force majeure event'.

The AER notes in its recent electricity network final decisions that it considers that the
occurrence of major natural disaster events and force majeure events are possible, but
there is no reason to consider that they are expected to occur. The AER therefore
considered these events to be unforeseeable.

ActewAGL Distribution considers that the AER’s definition of an ‘unforeseeable event’
captures both events that are difficult to define (because their precise nature is uncertain)
and events that are able to be defined (where it is the occurrence of the event during the
regulatory period that is uncertain, but the nature of the event is not uncertain). However,
ActewAGL Distribution agrees with the AER’s statement above that events which materially
impact on a regulated business’ ability to provide regulated services should not be
precluded from pass through solely on the basis that it is not possible to define the event in
advance of its occurrence.

In the light of the AER’s articulation of its preferred approach to cost pass through in the
recent electricity distribution decisions, ActewAGL Distribution has adopted the same
approach in the access arrangement. That is, ActewAGL Distribution has proposed a
‘general pass-through event’ in lieu of defining specific ‘major natural disaster’, ‘terrorism’
and ‘force majeure’ events.
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However, in adopting this approach ActewAGL Distribution notes that it has the potential to
increase the risk faced by the regulated business, in that it does not make clear a priori
what events will fall within the scope of a ‘general cost pass through.’ In order to reduce
this risk, ActewAGL Distribution considers that the AER in its decision in relation to the
access arrangement should make clear that events relating to natural disasters and
terrorism would be expected to fall within this definition.

11.3.2.2 Cost pass through materiality threshold

As noted above, section 97(3) of the Rules includes considerations for the AER in
approving a reference tariff variation mechanism. In particular, 97(3)(b) states that the AER
must have regard to “the possible effects of the mechanism on administrative costs of the
AER, the service provider, and users or potential users”.

ActewAGL Distribution proposes that most pass-through applications be considered as part
of the annual tariff variation process (outlined further below), with tariffs varying once
annually at the same time as the annual reference tariff variation formula mechanism,
adjusting for CPI, UAG and the difference between forecast and actual amounts for
specified charges, takes effect. This approach minimises administrative costs associated
with cost pass through events for ActewAGL Distribution, the AER and users, as
recognised by the AER in its Access Arrangement Guideline."® This is because it limits the
number of tariff changes that parties face.

The AER’s recent decision in respect of the ACT and NSW electricity distribution networks
also provides some relevant guidance on appropriate materiality thresholds for foreseeable
events:

In some circumstances, however, the AER may determine that a lower materiality
threshold is appropriate. [..]. In these circumstances [ie, costs associated with a specific
nominated event], it is appropriate that a lower materiality threshold be adopted that
represents the administrative costs of assessing such an application. [..].. The costs of
assessing a cost pass through may, in certain circumstances be very low."’

For these foreseeable events that ActewAGL Distribution would have included the
associated costs in its proposal in full if adequate information were available at the time of
making its proposal. These include the application of new or changing obligations
associated with the NECF, NGCF, STTM and the CPRS, including the potential for new
gas fitting rules to apply in the ACT.

The two considerations outlined above suggest that a very low materiality threshold should
apply to pass through events that are made as part of the annual tariff variation cycle. The
administrative costs associated with these events are likely to be low, both to the extent
that the events reflect foreseen events and that, in all cases, the process will occur at the
same time as the annual tariff review, and so the impact on all parties is limited to one
annual change. ActewAGL Distribution therefore considers that these pass through event
applications should be subject to no explicit materiality threshold, recognising the minimal
costs associated with considering these claims on ActewAGL Distribution, the AER and

1% Australian Energy Regulator, Access Arrangement Guideline, March 2009, p 78

5" AER, Final Decision — Australian Capital Territory Distribution Determination 2009/10-20013/14, April 2009, p. 130
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users where these are considered as part of an annual tariff variation process. An implicit
materiality threshold will apply to ActewAGL Distribution’s decision to include a claim for
pass through at the time of lodging its annual tariff variation notice, associated with the
costs of preparing a detailed claim, which will limit claims of negligible value.

ActewAGL Distribution also notes that in the event that the AER does not approve the
proposed specified charges factor in the annual tariff variation formula, then changes in
UNFT, AEMC fees and the Energy Industry Levy considered under the cost pass through
mechanism as a change in tax event should have a zero materiality threshold applied.
Imposing a positive materiality threshold would prevent ActewAGL Distribution recovering
its efficient costs in relation to those schemes.

ActewAGL Distribution considers that a different threshold should apply to pass through
claims made outside of the annual tariff variation cycle. These claims will result in higher
administrative costs, as they impose an additional change in tariffs on users. ActewAGL
Distribution considers that a materiality threshold that reflects the administrative costs of
consideration and application of these claims on ActewAGL Distribution, the AER and
users should apply in these cases.

In this respect, ActewAGL Distribution proposes that an appropriate materiality threshold is
$0.5 million (2009-10 dollars). That is, the effect of the cost pass through events must be
such that the cost incurred, or forecast to be incurred, by ActewAGL Distribution as a result
of the event must be at least $0.5 million above the costs approved in the access
arrangement. This amount is consistent with the existing materiality threshold applying in
ActewAGL Distribution’s access arrangement in the earlier access arrangement period, and
is considered to be greater than the expected administrative costs incurred by the AER in
assessing the legitimacy of a proposed pass through event. This materiality threshold will
therefore ensure that the proposed cost pass through mechanism complies with NER
97(3)(b), that is, that the possible effects of the mechanism on administrative costs of the
AER, the service provider, and users or potential users, are considered.

11.3.3 Reference tariff variation process

This section sets out how the reference tariff variation mechanisms will operate, and the
roles and responsibilities of relevant parties. As such, it provides information pursuant to
Rule 97(4), requiring a reference tariff variation mechanism to “give the AER adequate
oversight or powers of approval over variation of the reference tariff”.

The mechanisms proposed by ActewAGL Distribution constitute a number of key stages
that impose various respective roles and responsibilities on the AER and ActewAGL
Distribution. In particular, this section identifies how the proposed cost pass through
mechanism complies with the relevant requirements in the NGR.

11.3.3.1 ActewAGL Distribution notification of relevant reference tariff variation

Annual reference tariff variation formula mechanism

In applying the annual reference tariff variation formula mechanism, ActewAGL Distribution
proposes to notify the AER of its tariffs for the coming year of the access arrangement 50
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business days before the tariffs are expected to come into effect. This notification will
include:

» The new reference tariffs to apply; and

= Information on how tariffs were calculated, including details of how tariffs have been
varied in accordance with the formulae set out in the access arrangement.

The new tariffs will be calculated on the basis of the formulae set out in section 11.3.1.3
and so will include, as appropriate, an adjustment for changes in CPI, UAG, and externally
imposed charges (as specified in the formula).

If ActewAGL Distribution does not intend to make an application for the pass through of
costs as part of the annual tariff variation process for the relevant year, the notice will also
provide a statement to this effect.

Cost pass through mechanism

ActewAGL Distribution considers it appropriate to, in most cases, provide for consideration
of cost pass through claims as part of the annual tariff variation process. This approach
minimises administrative costs for ActewAGL Distribution and the AER in considering cost
pass through claims, as well as the costs of retailers and other users arising from tariff
changes occurring more frequently than once annually.

ActewAGL Distribution notes that this approach is consistent with that suggested in the
AER Access Arrangement Guideline:

To assist users and prospective users as well as lower administrative costs..., where
possible the timing of cost pass through applications should be considered together with
any other proposed periodic (annual) changes to tariffs arising from other tariff variation
mechanisms in an approved access arrangement.158

ActewAGL Distribution therefore proposes that in the majority of instances, if a relevant
pass through event occurs, it will make an application to the AER for the pass through of
costs at the same time as its notification of tariffs under the annual reference tariff variation
formula mechanism. These need not relate to the immediately preceding year. This
approach recognises that a relevant event may occur close to or after the submission of an
annual tariff variation statement to the AER (outlined below), making it difficult to calculate
relevant costs in time for inclusion in that statement, while also providing the AER with
adequate time to consider claims.

Recognising that there may be a significant delay between ActewAGL Distribution facing
changes in costs as a result of a pass through event, and their reflection in tariffs,
ActewAGL Distribution proposes that pass through amounts include symmetrical
compensation for the time value of money.

There is also the potential for some pass through events to have a financial impact that
requires costs to be reflected in prices as soon as possible, rather than waiting for the
annual tariff variation process. ActewAGL Distribution considers this to be an exceptional

158 Australian Energy Regulator Access Arrangement Guideline, March 2009, p 78
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circumstance that may only arise as a result of events that lead to very high costs on the
business. Without timely compensation, these costs may undermine ActewAGL
Distribution’s ability to provide the reference services.

The access arrangement therefore also includes scope for ActewAGL Distribution to make
a pass through event application at any time, with the consent of the AER. This consent
cannot be reasonable withheld. ActewAGL Distribution also proposes that a different
materiality threshold would apply to such events, recognising the administrative costs of
such a claim on ActewAGL Distribution, the AER, and users, as discussed in section
11.3.2.2.

When ActewAGL Distribution considers that a relevant pass through event has occurred for
which it is appropriate to seek the pass through of costs (that is, the costs are material),
either as part of the annual tariff variation cycle or as a stand alone application, ActewAGL
Distribution will provide the AER with the following information in a statement:

= details of the relevant pass through event concerned;
= the date the relevant pass through event took or will take effect;
= the applicable reference tariffs that currently apply;

= the estimated financial effect of the relevant pass through event on ActewAGL
Distribution, and how that financial effect has resulted in a variation to the relevant
reference tariffs;

» the pass through amount or change in reference tariffs ActewAGL Distribution
proposes in relation to the relevant pass through event;

= the basis on which the pass through amount or change in reference tariffs is to apply;

* how the pass through amount or change in reference tariff complies with the pass
through mechanism;

» the date from and period over which ActewAGL Distribution proposes to charge the
pass through amount or change the Reference Tariffs; and

= if applicable, how ActewAGL Distribution proposes to allocate the pass through
amount over that period, and between users, and the price or charging structure that
ActewAGL Distribution proposes to use to recover the pass through amount from
users (being the basis on which ActewAGL Distribution proposes the pass through
amount is to apply).

Where provided as part of the annual tariff variation cycle, this statement will be provided to
the AER at least 50 business days before the start of the next financial year, to allow
relevant pass through amounts to be incorporated into tariffs as part of the annual tariff
variation process.

11.3.3.2 AER assessment and decision on proposed variation of reference tariffs

This stage of the process for processing a proposed cost pass through event demonstrates
that the proposed cost pass through mechanism complies with NGR 97(4) which states that
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“a reference tariff variation mechanism must give the AER adequate oversight or powers of
approval over variation of the reference tariff”.

Annual reference tariff variation formula mechanism

Upon receipt of a notification from ActewAGL Distribution regarding the application of
annual reference tariff variation formula, the AER must notify ActewAGL Distribution of its
confirmation in respect of the correct application of the relevant formulae, or any revisions it
may require.

ActewAGL Distribution proposes that the AER confirm ActewAGL Distribution’s calculations
not later than 20 business days before the tariffs are scheduled to change. This timing
allows ActewAGL Distribution to prepare and publish tariffs in accordance with the decision
at least 10 business days before they come into effect, and for retailers to reflect those
prices in tariffs as part of an orderly annual tariff change at the start of each financial year.

Cost pass through event mechanism

Upon receipt of a statement from ActewAGL Distribution to increase or decrease reference
tariffs in accordance with the cost pass through event mechanism, the AER must notify
ActewAGL Distribution in writing of its decisions in respect to:

= whether the notification relates to a relevant cost pass-through event;
= the pass through amount change in Reference Tariffs; and

= the basis on which any pass through amount is to apply.

Where an application for pass through of costs is made outside of the annual tariff variation
cycle, ActewAGL Distribution considers that the AER should also include a decision on
ActewAGL Distribution’s proposed date for the tariff variation to take effect.

In taking these decisions, the AER must ensure that the financial effect on ActewAGL
Distribution associated with the relevant pass through event concerned is economically
neutral taking into account:

= the relative amounts of reference services supplied to each user;

= the time cost of money for the period over which the pass through amount is to apply,
including any delay in the recovery of a pass through amount associated with
recovery of costs inline with the annual tariff variation cycle;

= the manner in which and period over which the pass through amount or change in
reference tariffs is to apply;

= the financial effect to ActewAGL Distribution associated with the provision of
reference services directly attributable to the relevant pass through event concerned,
and the time at which the financial effect arises;

= if the relevant pass through event is a change in taxes event, the amount of any
change in another tax which, in the AER’s opinion, may have been introduced as
complementary to or may substitute for the change in taxes event concerned;

Lictew7IGL
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= the effect of any other previous relevant pass through event since the last decision
made in respect of a cost pass-through event under clause 6.10 of the access
arrangement;

= any pass through amount applied relating to a previous relevant pass through event
which resulted in ActewAGL Distribution recovering an amount either more or less
than the estimated financial effect on ActewAGL Distribution of that previous relevant
pass through event; and

= any other factors the AER considers relevant.

As outlined above, ActewAGL Distribution proposes that the AER make its decision not
later than 20 business days before the tariffs are scheduled to change, to allow the
preparation and publication of tariffs before 1 July each year.

11.3.3.3 Variation of reference tariffs

The new tariffs (as approved by the AER) will come into effect on 1 July each year of the
access arrangement.

In line with the tariff variation mechanism in the earlier access arrangement, where the AER
does not make a decision in the required time on a proposed tariff variation, tariffs will
change automatically vary in accordance with ActewAGL Distribution’s notification
(including the application of the adjustment formula and any relevant cost pass through
amounts) on the date stated in ActewAGL Distribution’s notification. If the AER
subsequently decides against all or part of the variation of tariffs, it may require ActewAGL
Distribution to amend tariffs in the following year to take account its decision. The
adjustment to tariffs in the following year should leave ActewAGL economically neutral
compared with a situation in which the AER’s decision had been implemented at the time of
the earlier tariff variation.

In addition, ActewAGL Distribution must, after receipt of a notice as to a negative pass
through amount apply the negative pass through amount on the basis decided by the AER.

These arrangements are illustrated at a high level in Figure 11.1.
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Figure 11.1 Proposed reference tariff variation mechanism notification and
approval process

20 days 30 days 40 days 50 days

10 days

Mechanism 1 operating alone:
Annual tariff adjustment
formula

ActewAGL notifies AER of
tariffs for next regulatory year.
Tariffs reflect outcome of

applying formula adjusting for
CPI, and UAG and external
charges factors

AER decision on application of
tariff adjustment formula

ActewAGL notifies of Users of
tariff variation
(changed by formula)

Pass through claim
not approved

Mechanism 1 & 2 operating
together:
Annual tariff adjustment
formula with CPT application

ActewAGL provides AER with
statement of proposed tariff
variation in accordance with
one or more CPT events and

annual tariff adjustment
formula

AER decision on application of

tariff adjustment and CPT
application

Pass through
claim approved

ActewAGL notifies of Users of
tariff variation
(changed by formula & CPT)

Prices vary 1 July each year of access arrangement

11.3.4 Conclusion

Mechanism 3 operating alone:
CPT application outside annual
tariff cycle

ActewAGL provides AER with
statement of proposed tariff

variation in accordance with
one or more CPT events

AER decision on CPT
application and time tariffs to

change

Pass through
claim approved

ActewAGL notifies of Users of
tariff variation
(changed by CPT)

Prices vary in accordance with
AER approval

In summary, ActewAGL Distribution considers that the proposed reference tariff variation
mechanisms:

= are compliant with section 97 of the NGR,;

= build on ActewAGL Distribution’s current tariff variation mechanism by providing
greater clarity over the tariff variation process;

» will enhance the consistency of cost pass through regulatory arrangements across
similar businesses and jurisdictions;
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» draw on the lessons and experiences of the most recent and relevant regulatory
reviews undertaken in Australia namely, the ESC’s Access Arrangement Review, and
the NSW and ACT Electricity Distribution Reviews; and

= will build on ActewAGL Distribution’s cost pass through arrangements in the earlier
access arrangement period so as to ensure that the business is not unduly exposed
to exogenous risk and that customers do not face inappropriately high reference
tariffs.
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12Changes to the access arrangement

The chapter of the access arrangement information summarises proposed revisions to the
access arrangement.

ActewAGL Distribution is proposing to substantially retain its access arrangement from the
earlier access arrangement period. Terms and conditions of access to the network remain
largely unaltered and changes mostly reflect changed requirements from those of the
former Gas Code to those of the NGL and NGR. The reference tariff structure applying in
the earlier access arrangement period has been retained.

Some changes are proposed to the tariff variation mechanism (in relation to cost pass
through and an adjustment mechanism for unaccounted for gas and fees, taxes and
levies), to ensure that the impacts of ongoing developments in the regulatory framework
and gas market can be appropriately managed. These have been discussed in detail at
section 11 of this access arrangement information.

12.1Revisions to Part 1—Introduction

Part 1 of the access arrangement has been amended to refer to the NGR as the governing
legislation rather than the Gas Code.

ActewAGL Distribution has selected to submit revisions to the access arrangement 4 years
after this access arrangement takes effect. It is intended that those revisions will take effect
5 years after this access arrangement takes effect. These dates reflect the “general rule”
stated at Rule 50 of the NGR.

References to “Greater Queanbeyan” now refer to “Queanbeyan”. This reflects the
proclamation of “Queanbeyan City” council in place of “Greater Queanbeyan City” council
on 17 December 2004. References to Palerang have been included with respect to the
extension of the network to Bungendore in the Shire of Palerang during the earlier access
arrangement period.

12.2Revisions to Part 2—Services policy

No significant amendment is proposed for this part of the access arrangement.

12.3Revisions to Part 3—General terms and conditions for access

Part 3 of the Access Arrangement has been updated to reflect the change from the
National Gas Code to the NGL/NGR. For example, the access arrangement now refers to
“Access Determinations” in place of “arbitrated access decisions”, reflecting Chapter 6 of
the NGL. No other significant amendments have been made.
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ActewAGL Distribution has clarified the position with respect to title to gas in clause 3.41,
as this is important for some aspects of the proposed CPRS. However, this does not
represent a change to the position under the current access arrangement, merely a
confirmation of that position.

ActewAGL Distribution submits that these terms and conditions of access are reasonable,
and in particular seek to impose a reasonable risk allocation between ActewAGL
Distribution and Users. As the result of consultations with Users and the ICRC in the before
approval of the access arrangement in the earlier access arrangement period, the terms
and conditions were substantially re-written to put them into a plain English style that is
more readily understood by Users.

ActewAGL considers that the terms have worked well over the term of the earlier access
arrangement, with Users who have negotiated Transport Agreements for access to the
network not seeking significant change to the terms.

12.4 Revisions to Part 4—Reference tariff policy

Part 4 of the access arrangement has been amended to:

= refer to the building block approach (in respect of calculating the Capital Base);

= refer to “new capital expenditure” in place of “new facilities investment” to reflect the
NGL/NGR;

» specify a new incentive mechanism to encourage efficiency, discussed in section
10.6.2 of this access arrangement information; and

» include new fixed principles to reflect changes to the incentive mechanism.

12.5Revisions to Part 5—Reference tariffs

Part 5 of the access arrangement has been amended to reflect applicable dates and
updated references to the NGR.

12.6 Revisions to Part 6—\Variations to reference tariffs

As mentioned above, ActewAGL Distribution is proposing changes to the tariff variation
mechanism (in relation to cost pass through and an annual tariff variation formula, to
ensure that the impacts of ongoing developments in the regulatory framework and gas
market can be appropriately managed. These have been discussed in detail at section 11
of this access arrangement information.

12.7 Revisions to Part 7—Extensions and expansions policy

No significant amendment is proposed for this part of the access arrangement.
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12.8 Revisions to Part 8—Trading policy

This section of the access arrangement has been updated to refer to the NGR. In
particular:

» Clause 8.1 has been added to clarify that capacity trading is done through the Gas
Market Business Rules;

= Clause 8.3 has been amended to reflect that it is the transferor who now has to give
the service provider notice; and

» The NGR do not refer to the concept of a “bare transfer”, although a similar concept is
described in Rule 105(2). ActewAGL Distribution has addressed this change by
retaining the definition of bare transfer, but updating that definition to refer to the
equivalent provision in the NGR.

12.9Revisions to Part 9—Queuing policy

ActewAGL Distribution has amended Part 9 of the access arrangement to refer to an
“Access Determination” in place of an “arbitrated access decision”. In other respects, the
queuing policy is consistent with the NGR, as it provides a mechanism to treat prospective
users on a fair and equal basis (NGR 103(3)). As required by Rule 103, it also allows users
to understand:

» the basis of priority; and

= their position in the queue.

12.10Revisions to Part 10—Capacity management policy

Section 3.7 of the Gas Code used to require an access arrangement to include a statement
on whether the Covered Pipeline is a Contract Carriage Pipeline or Market Carriage
Pipeline. The equivalent provision in the NGR (Rule 105) contains no such obligation.
Accordingly, this section is no longer required and has been removed.

12.11Revisions to access arrangement attachments

Attachment 2—Requests for service has been amended for minor changes in section 112
of the NGR.
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13Key Performance Indicators

This chapter of the access arrangement information addresses the requirement to include
Key Performance Indicators in the access arrangement information.

13.1 Relevant requirements

There is limited guidance provided in the NGR as to the appropriate scope of Key
Performance Indicators (KPIs). Rule 72(1)(f) requires the access arrangement information
to include “the key performance indicators to be used by the service provider to support
expenditure to be incurred over the access arrangement period”. The AER’s AA Guideline
states:

The NGR does not specify any particular KPIs that should be included in the access
arrangement information as they will be specific to the type of pipeline and access
arrangement... A range of financial, technical and user/customer KPIls may also be
included in the access arrangement information."®

13.2Proposed Key Performance Indicators

ActewAGL Distribution has selected 21 KPlIs that it considers are reflective of performance
level for the network and are key drivers for capital and operating expenditure. These
indicators can be categorised on basis of objective and activity type, and reflect the
maintenance and response procedures for the assets. ActewAGL Distribution has also
selected a mixture of input and outcome KPIs, showing the drivers of expenditure (inputs,
such as preventative maintenance) and performance (outcomes, such as reliability or
utilisation). The KPls, and their definitions, are set out in Table 13.1. This table also
includes information on how the KPlIs drive capital and operating expenditure.

159 Australian Energy Regulator, Access Arrangement Guideline, March 2009, pp 70-1
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Table 13.1 ActewAGL Distribution Key Performance Indicators

Supply reliability

Major unplanned
outages =5
customers

The number of unplanned supply outage incidents that impact 5 or more
customers.

Performance under this indicator reflects the adequacy of the design of the
network. Performance under this measure is mostly driven by third party hits to the
network, and so is linked to performance under the “hits to network” indicator.

Asset integrity

Third Party
Reported Gas
Leaks per 10
kilometre of main

Hits to Network
per 10 kilometre
of main

% Unaccounted
for Gas

The frequency of gas leaks reported by parties external to the distributor per each
10 kilometre of main.

These are usually very minor reports such as the smell of gas. Performance under
this indicator is mostly driven by leaks at customer metering equipment and drives
metering equipment replacement capital expenditure and maintenance
expenditure.

The number of mechanical damage incidents per 10 kilometre of main.

These incidents may have serious consequences in regard to supply reliability,
safety and the environment. Minimising this measure has a direct impact on
unplanned maintenance and it therefore a significant driver of operating costs, for
example UAG and gas losses.

The proportion of gas measured as being received into the network that is not
measured as being delivered.

This is direct driver of network operating expenditure.

Emergency management

% Emergency
Response within
60 minutes

Preventative
Maintenance
(PM) Completion

PM/CM Ratio

Pipeline Patrol
Compliance

The annual percentage of times that responses to emergency incidents have been
inside 60 minutes.

This is an important indicator of responsiveness to emergency incidents. ACTPLA
uses this measure to determine emergency responsiveness in accordance with
regulatory obligations. This indicator also provides a measure to assist
understanding of factors that influence response times and the ability to deliver
outcomes that exceed regulatory compliance and mitigate network and community
risks.

The level of PM work completed within the 12 month period, as a percentage of all
PM of scheduled for completion with the year.

PM extends the life of assets and ensures operational effectiveness and efficiency,
thereby influencing stay in business capital expenditure and network reliability. It
also contributes to safety outcomes as PM can identify asset integrity issues that
may lead to safety issues before they occur.

The number of PM service orders completed during the year, compared with the
number of Corrective Maintenance (CM) service orders as a percentage.

A high level of CM may highlight specific problems within a system that may be
used to identify poorly performing assets, or a change in asset risk profiles, driving
the need for capital improvements.

Tracks whether the several types of pipeline patrol with different frequencies are
being completed on schedule.

This can be used to determine the adequacy of current resource levels,
particularly with regard to standby resources and third party contractor
management.

Gas distribution network in the ACT, Queanbeyan and Palerang
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Indicator Definition
Simulations Number of emergency simulations conducted each year.
Conducted

Simulations of incidents and emergency exercises are conducted at regular
intervals to confirm the adequacy of resources and robustness of emergency
response management systems. Rotating simulations across regions and asset
classes ensures that staff emergency training is maintained.

Utilisation

Customers per The customers connected per kilometre of the mains laid.

kilometre Mains This indicator shows the utilisation of infrastructure as a lead indicator for load and

capacity planning for capacity development and stay in business capital
expenditure, together with network marketing strategies.

Network Performance

Cathodic The percentage the level of cathodic protection in the network.

Eg:it:g;[;i(t); Cathodic protection is an important indicator for the protection of key high pressure
assets to ensure maintenance (and extension) to asset lives.

SAIFI per 1000 System average interruption frequency index (SAIFI) is the ratio of total number of

customers events to the total number of customers, expressed per 1000 customers.

This is an important indicator of network performance and system reliability.

Back Office/ Market interface
Contract Billing The timeliness of monthly read of daily read sites as a percentage.

This shows customer billing management performance, allowing network revenue
management and customer service levels to be maintained.

Quarterly and The percentage of quarterly and monthly meter reading completed within +2 days
Monthly Tariff of the scheduled date.
Reading

This shows customer billing management performance, allowing network revenue
management and customer service levels to be maintained.

Service Order The provision of the requested service within the specified timeframe for the
Delivery activity.

This shows that customer and retailer service level obligations are met in line with
regulatory requirements.

Health and safety
Lost Time Injury: Lost Time Injury (LTI) to JAM employees.

AM o N
J ActewAGL Distribution has obligations under the Work Safety Act 2008 (ACT) to
ensure the safety of its employees, including contractors. This indicator assists in
monitoring the safety performance of JAM. LTls are also a driver of costs.

Lost Time Injury: This keeps account of LTIs of contractors to JAM. ActewAGL Distribution has
Contractors obligations to sub-contractors as well as direct employees under the Work Safety
Act.

Environment

Reportable The number of times ActewAGL Distribution is directly involved in an
Environment environmental incident with requires external reporting to the EPA (NSW) or
Incidents Environment ACT.

Environmental incidents are costly and damage ActewAGL Distribution’s
reputation. Minimisation of this measure, through appropriate environment
management plans, practices and procedures is a key driver of expenditure.

Safety and Operating Plan
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Indicator Definition

Non- Percentage of SAOP non-conformance reports (NCRs) that are followed up within
Conformance the required timeframe.

Report not

This is a measure of compliance with the SAOP. This includes application and
compliance with relevant Australian Standards, which are called up in the SAOP
and management of distribution authorisation and licence obligations.

actioned

Customer service

New Customer Percentage of new customer connections made on time.

Connections on . . .
This is a measure of customer service, as well as relating to a Consumer

time Protection Code Minimum Service Standard rebate. This is also a key driver of
ActewAGL Distribution revenue, as late connections lead to foregone revenue.

Consumer Compliance with the Consumer Protection Code.

C:)o;erﬁ:;onncgode The Code outlines the basic rights of customers and consumers and utilities with

respect to access to, and provision of, utility services. Compliance with the Code is
a key obligation on ActewAGL Distribution.

The KPlIs in Table 13.1 can be linked directly to outcomes in the various asset
management, safety and environmental plans in place for the ActewAGL Distribution gas
network. As asset management contractor, JAM is directly accountable for its performance
against the majority of these KPIs, and is subject to penalties under the contract for
underperformance. Past performance against proposed KPIs, and targets for the access
arrangement period, are provided in Table 13.2.

Gas distribution network in the ACT, Queanbeyan and Palerang
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Table 13.2 ActewAGL Distribution KPI performance and targets

Indicator 2005*"  2006* 2007* 2008* 2009" 2010 2010-15
target target
Major Unplanned Outages = 5 0 3 3 0 4 2 2
customers
Third party reported gas leaks 3.3 3.0 2.5 24 3.3 3 3
per 10km mains
Hits to Network per 10km mains 0.60 0.56 0.57 0.65 0.66 0.7 0.7
Unaccounted For Gas (%) 1.11 1.66 1.47 1.61 1.70 1.70 1.80
Emergency Response within 60 100 100 100 100 100 100 100
minutes (%)
PM Completion 100 100 100 100 100 100 100
PM / CM Ratio (%) 50 49 50 57 50 50 50
Pipeline Patrol Compliance (%) 96 100 100 100 100 100 100
Simulations conducted 0 0 1 2 2 2 2
Utilisation: customers per km 23 245 25 25.2 25 25 25
mains
Cathodic Protection reliability Not available 100 90 100 100 100
SAIFI - per 1000 customers 1.24 1.51 1.35 1.24 0.93 <10 <10
Contract Billing-Monthly read of 100 99 100 100 100 98 98
the Daily Read Sites (%)
Tariff Reading Quarterly/ 100 99 99 99 100 95 95

Monthly/MDL within 2 of the
scheduled read date (%)

Service Order delivery within 929 100 100 100 100 100 100
the specified timeframe of the

activity (%)

LTELAAM 0 0 0 0 0 <5 <5
LTI: Contractors 1 0 0 0 0 <5 <5
Reportable environmental 0 0 0 0 0 0 0
incidents

NCR not actioned 1 0 0 0 0 0 0
New Customer Connections on 98.70 98.60 100 99.80 100 100 100
time (%)

Consumer Protection Code 100 100 100 100 100 100 100

Compliance (%)

* Year ending June.
A All values are for performance on the ACT and Queanbeyan network, with the exception of pipeline
?atrol compliance and utilisation, which are values and targets for the ACT network only.

Values are for June 08 to May 09.

The targets set out in Table 13.2 have been set with reference to average past
performance, and outcomes expected from the level of expenditure included in the access
arrangement period. Reductions in forecast capital and/or operating expenditure would be
expected to influence performance under these KPIs, and may drive the need to change
targets.
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A Abbreviations used in the access arrangement
iInformation

Table A.1 Abbreviations used in the access arrangement and access

arrangement information
Abbreviation Meaning

AA access arrangement

ABN Australian Business Number

ACN Australian Company Number

ABS Australian Bureau of Statistics

ACT Australian Capital Territory

ACTEW ACTEW Corporation Ltd

ACTHERS ACT House Energy Rating Scheme
ACTPLA ACT Planning and Land Authority
AEMO Australian Energy Market Operator
AER Australian Energy Regulator

AGL The Australian Gas Light Company
AMP Asset Management Plan

APT Australian Pipeline Trust

AS Australian Standard

ASIC Australian Securities and Investment Commission
ASR Additional Services Request

ASX Australian Stock Exchange

BCA Building Code of Australia

capex capital expenditure

CAPM Capital Asset Pricing Model

CAR Client Acceptance Report

CEG Competition Economics Group

CGS Commonwealth Government Securities
CM Corrective Maintenance

CPI Consumer Price Index

CPRS Carbon Pollution Reduction Scheme
Cth Commonwealth

CTS custody transfer station

DAMS Distribution Asset Management Services Agreement
DGM Dividend Growth Market

DWE NSW Department of Water and Energy
Eto G electricity to gas conversions
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Abbreviation Meaning

EA Enterprise Agreement

EBA Enterprise Bargaining Agreement

EBSS Efficiency Benefit Sharing Scheme

EBT earnings before tax

EEH energy efficient homes

EER energy efficiency rating

EGP Eastern Gas Pipeline

EGW electricity, gas and water

EPA NSW Environmental Protection Authority
ERL Energy Rating Labelling

ESC Victorian Essential Services Commission
FPSC fixed price service charge

GDP Gross Domestic Product

GIS geographic information system

GJ Gigajoule(s)

GMC Gas Market Company

GSP Gross State Product

HDD heating degree day

HFL Hoskinstown to Fyshwick Loop

HP high pressure

1&C industrial and commercial

ICRC Independent Competition and Regulatory Commission
IT Information Technology

JAM Jemena Asset Management Pty Ltd

km kilometre(s)

kPa kilopascal(s)

KPI Key Performance Indicator

LGA local government area

LP low pressure

LTI Lost Time Injury

m metre(s)

MAOP maximum allowable operating pressure
MCE Ministerial Council on Energy

MDQ maximum daily quantity

MEPS Mandatory Energy Performance Standards
mm millimetre(s)

MP medium pressure
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Abbreviation Meaning

MRET Mandatory Renewable Energy Target

MRP Market Risk Premium

MSP Moomba to Sydney Pipeline

na not applicable

NCR Non Conformance Report

NECF National Energy Customer Framework

NEMMCO National Energy Market Management Company

NERA NERA Economic Consulting

NGCF National Gas Connections Framework

NGERS National Greenhouse Emissions Reporting Scheme

NGL National Gas Law

NGR National Gas Rules

NIEIR National Institute of Economic and Industry Research (also known as National
Economics)

NSW New South Wales

NTER National Tax Equivalent Regime

OH&S Occupational Health and Safety

opex operating and maintenance expenditure

PM Preventative Maintenance

POTS Package offtake station

PRS primary regulating station

PTRM post tax revenue model

RBA Reserve Bank of Australia

REC Renewable Energy Certificate

RET Renewable Energy Target

RFM roll forward model

RIN Regulatory Information Notice

RUGS Request Utility for Gas Service

SA South Australia

SAIDI System Average Interruption Duration Index

SAIFI System Average Interruption Frequency Index

SAOP Safety and Operating Plan

SCADA supervisory control and data acquisition

scmh standard cubic metres per hour

SCO MCE Standing Committee of Officials

SDRS secondary district regulator set

SRS secondary regulator set

STTM Short Term Trading Market
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T&C
TAB
TJ

P
TRS
TWAW
UAG
UNFT
WACC
WBH
WELS
WTP

terms and conditions

taxation asset base
Terajoule(s)

Transitional Provision

trunk receiving station

Thanks Water Act Water
unaccounted-for gas

Utilities Network Facilities Tax
weighted average cost of capital
Water Bath Heater

Water Efficiency Labelling and Standards

willingness to pay
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B Information required by the Regulatory
Information Notice

B.1 Index of information

The Regulatory Information Notice (RIN) served on ActewAGL Distribution on 11 May 2009

specifies tha

160
t:

As the AER is not mandating the form and manner of all information that is required to
be provided in this Notice (including that is to be provided in the pro formas) to
demonstrate compliance with this Notice the service provider must provide an index or
list of where the information and documentation required to be provided in the Notice is
included in the access arrangement proposal submission.

Table B.1 forms such a list including, where applicable, the location within ActewAGL
Distribution’s access arrangement proposal submission of the required information. .

Table B.1 Location in the submission of information required by Regulatory
Information Notice

RIN reference

| Access | Access

arrangement arrangement

information proposal

| reference | reference

2.1 Service provider details and business context

2.1.1 Details of service providers
(a) Trading name Section 2.1
(b) Australian Company Number Section 2.1
(c) Type of service provider (owner, controller or operator) Section 2.1
(d) Type of legal entity Section 2.1
2.1.2 Local agent of a service provider
Provide a statement that the service provider in 2.1.1 is not a Section 2.1
local agent of a service provider of the pipeline.
2.13 Service provider acting on behalf of other service providers
Provide a statement that the service provider in 2.1.1 is not Section 2.1
acting on behalf of another service provider of the pipeline.
2.1.4 Associate contracts providing goods and services
For each associate contract relevant to the delivery of pipeline services:
(@) The name of the associate contract Section 9.5,
Attachment P
(b) The name of all parties to the associate contract Section 9.5,
Attachment P

180 Regulatory Information Notice under Section 48(1) of the NGL, section 1.6.2.

Access Arrangement Information




Lictew7IGL

| Access

RIN reference Access
rrangement | arrangement
proposal
| reference
(c) An outline of the nature of goods or services provided by or Section 9.5,
obtained from the associate contract Attachment P
(d) An outline of the relationship of the party or parties to the Section 9.5,

associate contract to each service provider of the pipeline

Attachment P

2.2 Background to the pipeline

221 Pipeline and pipeline services
(a) Identify the pipeline to which the access arrangement relates Section 2.3 Part 1
and include a reference to a website at which a description of
the pipeline can be inspected
(b) Describe the pipeline services the service provider proposes Section 11.1 Part 2
to offer to provide by means of the pipeline
(c) Specify the reference services identified in the response to Section 11.1 Part 2
2.2.1(b)
(d) Outline and explain how the proposed reference services are : Section 11.1
those that are sought by a significant part of the market
2.2.2 Demand
(a) Demand
Minimum, maximum and average demand for the earlier Section 5.1
access arrangement period
Forecast maximum and average demand and customer Section 5.2
numbers for the access arrangement period
(b) Volumes
Actual and estimated volumes for the earlier access Section 5.1
arrangement period
Forecast volumes for the access arrangement period by Section 5.2
tariff class and pipeline service
(c) Customer numbers
Actual and estimated customer numbers for the earlier Section 5.1
access arrangement period
Forecast customer numbers for the access arrangement Section 5.2
period by tariff class and pipeline service
(d) Details of the key driver behind the demand forecasts Section 5.2.3
(e) The methodology that has been used to support the demand Section 5.2
forecasts, including the key assumptions and inputs that have : Attachment G
been used and how demand for pipeline services is
differentiated
(f)  An explanation of how the volume only forecasts have been Section
used to develop the service provider’s capital expenditure and | 5.2.5.1
operating expenditure forecasts
() An explanation of any trends of demand and volumes over the = Section 5.2
earlier access arrangement period and the access Attachment G

arrangement period

Gas distribution network in the ACT, Queanbeyan and Palerang




Lictew7IGL

RIN reference Access | Access
rrangement | arrangement

proposal
| reference

2.2.3 Pipeline capacity and utilisation

To the extent that it is practicable to forecast pipeline capacity
and utilisation of pipeline capital over the access arrangement
period, a forecast of pipeline capacity and utilisation of
pipeline capacity over that period and the basis on which the
forecast has been derived.

2.3 Building block revenue

2.3.1 Return on the projected capital base

2311 Opening capital base at the beginning of the earlier access arrangement period

(@) The opening capital base by asset class at 1 July 2003 and Section 7.2.1
1 July 2004

(b) The capital base approved by the jurisdictional regulator as at : Section 7.2.1
1 July 2003 and 1 July 2004

(c) remaining asset lives that reflect the capital base as at 1 July = Section 7.2.1
2004 and the asset lives that reflect the capital base as
approved by the jurisdictional regulator as at 30 June 2004

(d) areconciliation of the opening capital base in 2.3.1.1(a) and Section 7.2.1
2.3.1.1(b). Include in that reconciliation adjustments for any
difference in estimated and actual capital expenditure and
other adjustments made to the opening capital base as at
1 July 2004 and explain these variations

(e) areconciliation of any changes in asset classes between the Section 7.2.1
earlier access arrangement period and the access
arrangement period

2.3.1.2 Capital expenditure in the earlier access arrangement period

(@) An explanation for:

i. Any significant variations between capital expenditure Section 6.1
approved by the jurisdictional regulator and the actual
and/or estimate capital expenditure for the earlier access
arrangement period

ii. How conforming capital expenditure added to the capital Section 6.1
base in the earlier access arrangement period meets the
code requirements

(b) By asset class for each year of the earlier access arrangement period

i. Amounts added to the opening capital base for conforming . Section 6.1.5
capital expenditure RFM

ii. Amounts for non conforming capital expenditure identified : Section 6.1.5
as recovered by surcharge, added to a speculative capital
expenditure account (under the code the speculative
investment fund) amounts, other amounts of non
conforming capital expenditure
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Access | Access
rrangement | arrangement

proposal
| reference

Capital contributions, speculative capital expenditure account (under the code
speculative investment fund), reused assets, redundant assets, disposals in the earlier

access arrangement period

By asset class for each year of the earlier access arrangement period:

(a)

Amounts added to the opening capital base for capital
contributions

Section
6.2.3.1

(b)

Amounts added to the opening capital base from the
speculative capital expenditure account (under the code the
speculative investment fund)

Section 7.1.3

(©)

Amounts added to the opening capital base for the reuse of
redundant assets

Section 7.1.3

(d)

Amounts deducted from the opening capital base for
redundant assets

Section 7.1.3

(e)

Amounts deducted from the opening capital base for
disposals

Section 7.1.3

(f)

Explanation for how amounts added to the opening capital
base from the speculative capital expenditure account (under
the code the speculative investment fund) meet the relevant
code criteria

Section 7.1.3

(9

Explanation for how amounts added to the opening capital
base for the reuse of redundant assets meet the relevant
code criteria

Section 7.1.3

2314

Depreciation in the earlier access arrangement period

(a)

For each year of the earlier access arrangement period, for
each asset class amounts deducted from the opening capital
base for depreciation, including amounts of depreciation for
changes to the capital base in the earlier access arrangement
period. Depreciation for the earlier access arrangement period
should account for and distinguish depreciation referable to
the opening capital base and amounts added to, or deducted
from, the opening capital base for reused redundant assets,
redundant assets, disposals, conforming capital expenditure,
capital contributions included in the capital base and amounts
from the speculative capital expenditure account (under the
code the speculative investment fund)

Section 7.1.4
RFM

(b)

For each year of the earlier access arrangement period, asset
lives of each asset

Section 7.1.4
7 RFM

23.15

Rate of inflation and adjustment to the capital base in the earlier access arrangement

period

(a)

The actual or estimated rates of inflation used to adjust the
capital base for inflation over the earlier access arrangement
period

Section 7.1.5
RFM

(b)

The adjustments to the capital base for inflation over the
earlier access arrangement period

Section 7.1.5
RFM
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2316

Capital base in the earlier access arrangement period

Access
rrangement

Lictew7IGL

| Access

arrangement

proposal
| reference

The capital base by asset class for each year of the earlier
access arrangement period

Section 7.1.2
RFM

23.1.7

Forecast conforming capital expenditure in the access arrangement period

(a)

Amounts by asset class for each year of the access
arrangement period for forecast conforming capital
expenditure

Section 6.2.1

(b)

The extrapolation rates, where applicable, used in deriving
forecast conforming capital expenditure

Section
6.2.1.1
Section 8.2

(c)

The nature of forecast conforming capital expenditure projects
or programmes material to an asset class including a brief
description of the capital expenditure and the location on the
distribution pipeline or network. And define the materiality
threshold used.

Section 6.2.2

(d)

Any assumptions used in deriving the forecast conforming
capital expenditure

These may include: the unit rates used for key items of
expenditure, how these have been developed (including
source material) and evidence that they reflect efficient
costs; specific rates used to derive or extrapolate
expenditure estimates (for example, labour and materials).

Where relevant provide: the specific rate used in each
year of the access arrangement period; whether the rate is
in real or nominal terms; how the derivation or
extrapolation has been developed (including source
material).

Section
6.2.1.1

(e)

Any relevant internal decision making documents including
but not limited to business cases, feasibility studies, forecast
demand studies and internal reports and the date of board
resolution/management decisions relating to approval of the
forecast capital expenditure. Any other internal or external
documentation or models to justify the forecast conforming
capital expenditure

Section 3.4
Attachment H

(f) Details as to whether the forecast conforming capital Section
expenditure is to be funded by parties other than the asset 3.223
owner and details of contractual agreements with parties Section
where capital contributions are made by users to new capital 6.2.3.1
expenditure as subject to Rule 82

(g9) An explanation of how the forecast capital expenditure Chapter 3
conforms with the criteria under Rule 79(1) Section

6.2.1.1

(h) The reason why the forecast capital expenditure is justifiable Section 6.2.2

under Rule 79(2). In explaining why the forecast capital
expenditure is justifiable outlining, which sub rule in 79(2) is
relied on

If Rule 79(2)(a) is relied on to justify new capital expenditure:
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| Access

RIN reference Access
rrangement | arrangement
proposal
| reference
(i) An explanation and the quantitative analysis which Section 6.2.2
demonstrates how the capital expenditure is justifiable under
Rule 79(2)(a)
(i) An outline of the nature and quantification of the economic Not
value that directly accrues to the service provider, gas applicable
producer, users and end users to address Rule 79(3)

If Rule 79(2)(b) is relied on to justify new capital expenditure provide in the access arrangement proposal

submission:

(k)

An explanation of how the capital expenditure is justifiable
under Rule 79(2)(b). The explanation (including relevant
information and documentation) will need to outline:

i. The incremental service or services with reference also to
Rule 79(4)(a)

ii. The incremental revenue, with reference to the derivation
of incremental revenue in Rule 79(4)(b)

iii. The incremental expenditure with reference to Rule
79(4)(b)

iv. Quantitative analysis that demonstrates the capital
expenditure is justifiable under Rule 79(2)(b), showing:

The present value of expected incremental revenue and
how it is determined consistent with Rules 79(4)(a) and
79(4)(b)

The discount rate that is used to determine the present
value is equal to the rate of return implicit in the reference
tariff

The present value of the expected incremental
Expenditure

Section 3.2.2
Attachment H

Attachment
Q.4

If Rule 79(2)(c)(i)-79(2)(c)(iii) is relied on to justify new capital expenditure provide in the access
arrangement proposal submission:

(I)  The relevant statutory obligation or technical requirement and | Section 3.2.2
the relevant authority or body enforcing the obligation or
requirement (m) An explanation of how the forecast capital Chapter 4
expenditure satisfies the relevant statutory obligation or
technical requirement

(n) Supporting technical or other external or internal reports about | Section 3.2.2

how the forecast capital expenditure complies with the
relevant statutory obligation or technical requirement

Attachment H

If Rule 79(2)(c)(iv) is relied on to justify new capital expenditure provide in th

proposal submission:

€ access arrangement

(o) An explanation of the change in demand for existing services - Section 3.2.1
necessitating the new capital expenditure, including a .
measure of the change in demand Section 6.2.2

(p) Reports or other information and documentation that supports : Section 3.2.1
how the forecast capital expenditure will meet the increase in Attach tH
demand for existing services achmen

Attachment Q
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RIN reference Access | Access

rrangement | arrangement
proposal
| reference
2.3.18 Capital expenditure that is not conforming in the access arrangement period
(@) The amount by asset class for each year of the access Section
arrangement period for forecast non conforming capital 7221

expenditure classified into:

i. non conforming capital expenditure forecast to be
recovered through surcharges

ii. non conforming capital expenditure forecast to be added
to the speculative capital expenditure account

ii. other non conforming capital expenditure

(b) Details of the forecast speculative capital expenditure account | Section

by asset class for the access arrangement period 7.2.21
(c) If the balance of the speculative capital expenditure account Section
increases at a rate different to the rate of return implicit in a 7.2.21

reference tariff (Rule 84(2)), the access arrangement proposal
submission a justification for the different rate of return

(d) The amount of forecast capital contributions by asset class for | Section
each year of the access arrangement period 7222

(e) The amount of capital contributions by asset class for each Section
year of the access arrangement period proposed to be rolled 7222
into the capital base under Rule 82(3)

(f)  Where relevant, the extrapolation rates used in deriving Not
forecasts for capital other than conforming capital if different applicable
from extrapolation rates provided in 2.3.1.7 (b) of this Notice

(g) Details of the mechanism to prevent the service provider from - Section
benefiting, through increased revenue, from the capital 6.2.3.1
contributions by a user in the access arrangement period as
referred to in Rule 82(3)

2.3.1.9 Capital redundancy policy in the access arrangement period

(@) An outline of the proposed mechanism to remove redundant Section 7.2.7 | AAP 4
assets from the capital base including when the mechanism
will take effect and if the mechanism includes a proposal for
cost sharing between the service provider and users
associated with a decline in demand for pipeline services

(b) Ajustification for the mechanism Section 7.2.7

(c) Explain what uncertainty the mechanism may cause and the Section 7.2.7
effect of this uncertainty on the service provider

If the service provider does not propose to include a mechanism to remove redundant assets:

(d) Explain what uncertainty such a mechanism may cause and Section 7.2.7
the effect of this uncertainty on the service provider

2.3.1.10 Forecast depreciation in the access arrangement period

Refer to 2.3.2 below
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RIN reference Access | Access
rrangement | arrangement

proposal
| reference

2.3.1.11 Forecast disposals in the access arrangement period

Amounts by asset class for each year of access arrangement | Section 7.2.4
period for forecast disposals

2.3.1.12 Rate of inflation and adjustment to the projected capital base in the access
arrangement period

(@) The adjustment to the capital base to take account of the Section 7.2.5
effects of inflation over the access arrangement period

(b) The rates of inflation used to adjust the capital base over the Section 8.2
access arrangement period PTRM

2.3.1.13 Closing projected capital base in the access arrangement period

The closing balance by asset class for each year of the PTRM
access arrangement period

2.3.1.14 Rate of return for the projected capital base

(@) The values of each of the parameters that comprise the Section 8.1
weighted average cost of capital (WACC) methodology and
capital asset pricing (CAPM) methodology

(b) A justification for the values of each of the parameters used in - Section 8.1
the WACC derivation

(c) An explanation about how the proposed rate of return Section 8.1
complies with Rule 87

Method other than weighted average cost of capital and CAPM

(d) An outline of the proposed methodology for the rate of return Not

applicable
(e) A quantification of the rate of return using this methodology Not
including any justification for the use of parameters in this applicable
methodology
(f)  An explanation about how the proposed rate of return Not
complies with Rule 87 applicable

Rate of return and taxation method

(g) Details of the proposed method for dealing with taxation and a | Section 10.4
demonstration of how the tax allowance is calculated

(h) Where a pre-tax rate of return is proposed provide an Not
explanation of how the proposed tax rate complies with Rule applicable
74(2)(a).
2.3.2 Forecast depreciation
i Amounts for forecast depreciation disaggregated for Section 7.2.3
components by asset class for each year of the access PTRM

arrangement period. The forecast depreciation should
account for and identify depreciation referable to the opening
capital base forecast conforming expenditure, other capital
expenditure, forecast disposals and other amounts that may
be added or deducted to the projected capital based under
the Rules
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Access | Access

RIN reference
rrangement | arrangement
proposal
| reference
ii.  Details of the asset lives for each asset Section 7.2.3
PTRM
iii. How the depreciation schedule varies over time in a way that ~ Section 7.2.3
promotes efficient growth in the market for reference services : PTRM
iv. How each asset or group of assets is depreciated over the Section 7.2.3
economic life of that group of assets PTRM
v. If applicable, what adjustments have been made to reflect Section 7.2.3
changes in the expected economic life of a particular asset or
group of assets
vi. How each asset is depreciated only once Section 7.2.3
vii. How the depreciation schedule allows for the service Section 7.2.3
provider’s reasonable needs for cash flow to meet financing,
non capital and other costs
viii. How the depreciation schedules comply with the requirements : Section 7.2.3
in Rule 89(2)
2.3.3 Estimated cost of corporate income tax
(a) An estimate of the cost of corporate income tax over the Section 10.4
access arrangement period
(b) Details of how the estimated cost of corporate tax was Section 10.4
calculated
2.3.4 Proposed incentive mechanism in the access arrangement period

This section also applies to incentive mechanisms already in place for the earlier access arrangement
period that are proposed to continue for the access arrangement period.

For each operating or proposed incentive mechanism:

(@) An outline of the incentive mechanism and its operation in the | Section
access arrangement period 10.6.2

(b) An explanation of the rationale for any proposed incentive Section
mechanisms including how the incentive mechanism is 10.6.2
intended to encourage efficiency of the provision of services
and is consistent with the revenue and pricing principles, with
reference to those principles

(c) Any relevant analyses or reports that support the proposed Section
incentive mechanism 10.6.2

2.3.5 Operating expenditure

2351 Operating expenditure in the earlier access arrangement period
(a) Actuals and estimates of operating expenditure by category Section 9.1
for each year of the access arrangement period
2.35.2 Forecast operating expenditure in the access arrangement period
(a) Operating expenditure forecasts by category for each year of : Section 9.2.2
the access arrangement period

Access Arrangement Information




Lictew7IGL

RIN reference Access | Access
rrangement | arrangement

proposal
| reference

(b)i. Outline and explain the change in operating expenditure Section 9.2
categories between the earlier access arrangement period
and the access arrangement period

ii.  Describe and explain the nature of material forecast operating - Section 9.2
expenditure in an operating expenditure category and define
the materiality threshold used.

This explanation should also outline if there have been
changes to the operations of the pipeline from the earlier
access arrangement period that have resulted in material
changes to operating expenditure category and total operating
expenditure in the access arrangement period

iii.  An explanation of how the proposed operating expenditure Section 9.2
complies with Rule 91, with particular reference to operating
expenditure identified in (ii.)

iv.  Any assumptions used in deriving the forecast operating Section 9.2
expenditure.

Note these may include: the unit rates used for key items of
expenditure, how these have been developed (including
source material) and evidence that they reflect efficient costs;
specific rates used to derive or extrapolate expenditure
estimates (for example, labour and materials).

Where relevant provide: the specific rate used in each year of
the access arrangement period; whether the rate is in real or
nominal terms; how the derivation or extrapolation has been
developed (including source material)

2353 Self insurance
(@) The forecast annual insurance premiums over the access Section
arrangement period 9.2.3.5
(b) The name and a description of the event Section
9.23.5
(c) Whether the event is in relation to a particular asset or class Section
of assets and, if so, identify those assets 9.2.35
(d) Reasons for self insuring the event. If the event has not Section
previously been self-insured, reasons why it is now being 9.2.3.5
proposed and how the risk of the event was previously
accommodated in the access arrangement. If a proposed self-
insurance event was previously insured externally, details of
existing or previous insurance policies and reasons why
external insurance is not relevant in the access arrangement
period.
(e) Details of any quotes obtained from external insurers Section
9.2.3.5
(f)  Full details of how the premiums were calculated, including Section
any underlying assumptions used to derive the premiums 9.2.35
(g) Any expert consultant’s report relied on by the service Section
provider in deriving the estimates 9.235

Attachment C
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information
reference

(h) A resolution (including the date of resolution) of the service Section
provider’s decision making body to self insure events. 9.2.35
(i) Details of the administrative arrangements that: Section
i. outline how the self insurance risk is to be reported in the 9.2.3.5
audited special purpose financial statements prepared
under section 32 of the ACTEW/AGL Partnership
Facilitation Act 2000
ii. outline the procedure for notification and information that
will be provided to the AER when the self insurance event
occurs
2354 Outsourced expenditure
(@) The name of the external party or parties and contract Section 3.1.1
Section 9.2.1,
Attachment Q
(b) Details of how the contract was awarded (for example, by Section 3.1.1
competitive tender) Section 9.2.1,
Attachment Q
(c) Details of fees and charges and a description of the goods or = Section 3.1.1
services provided Section 9.2.1,
Attachment Q
(d) The commencement date and term of the contract Section 3.1.1
Section 9.2.1,
Attachment Q
(e) Reasons why the functions were outsourced Section 3.1.1
Section 9.2.1,
Attachment Q
(f) Details of the relationships with the party or parties named in Section 3.1.1
(a) including if a party to the contract is an associate of any of | Section 9.2.1,
the service providers of the pipeline Attachment Q
(g) Define the materiality threshold used Section 9.2.1,
Attachment Q
(h) Maintain all contracts identified in the response to0 2.3.5.4 in
(a) at the service provider’s business address identified in the
response to 2.1.3 of this Notice.
2.3.6 Total revenue
A summary of total revenue for each year of the access Chapter 10
arrangement period which includes each of the relevant
building block components for the access arrangement period
2.4 Tax asset base
(a) Tax standard life for each asset class as at 1 July 2010 Section 10.4
PTRM
(b) Remaining tax life for each asset class as at 1 July 2010 Section 10.4
PTRM
(c) Tax asset base or remaining tax asset value for each asset Section 10.4
class as at 1 July 2010 PTRM
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Access | Access

RIN reference
rrangement | arrangement
proposal
reference
(d) An estimate of the carry forward tax loss as at 1 July 2010 Section 10.4
 PTRM
2.5 Tariffs
25.1 Revenue equalisation
Demonstrate that the net present value of the proposed Section
revenue stream is equal to the net revenue stream generated = 11.2.3.4
from the building block approach for each reference service.
252 Total revenue allocation
(a) Identify and quantify cost pools according to relevant asset Section
classes and operating cost categories for the direct costs of 11.2.2
reference services, the direct cost of pipeline services other
than reference services, other costs from building block
revenue and rebateable services
(b) Reconcile total revenue for pipeline services allocated to each - Section
reference service and other services 11.2.2
(c) An outline of the nature of the allocation keys used to allocate - Section
relevant cost pools, explain why these allocation provide the 11.2.2
best estimate and provide analysis to support their derivation
(d) Supporting information and derivation for any allocation key Section
use to allocate total revenue 11.2.2
(e) For rebateable services, a description of the mechanism that Not
the service provider will use to apply an appropriate portion of - applicable
the revenue generated from the sale of rebateable services to
price rebates (or refunds) to users of reference services
2521 Tariffs — distribution pipelines
(a) Provide a description of each tariff class for each reference Section 11.1
service
(b) Explain how tariff classes identified in 2.5.2.1(a) are Section 11.2
comprised for each reference service
(c) Inexplaining the response in 2.5.2.1(b) the service provider Section 11.2
needs to provide information about the basis for grouping
customers in a tariff class and how this grouping is
economically efficient
(d) In explaining the response to 2.5.2.1(b) the service provider Section 11.2
needs to provide information about the type of transaction
costs it has considered in determining tariff classes, what
transaction costs are relevant to the proposed tariff classes
and what transaction costs have been avoided. This
explanation may include a quantification of the transaction
costs that relate to the tariff class and those transaction costs
avoided
(e) Define the stand alone cost for each tariff class of each Section 11.2
reference service which should outline what costs comprise
the stand alone cost of providing each reference service to
customers in each tariff class
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rrangement | arrangement

proposal
| reference

(f) Define the avoidable cost for each tariff class of each Section 11.2
reference service which should outline what costs comprise
the avoidable cost of providing each reference service to
customers in each tariff class

(9) Demonstrate that expected revenue recovered for each tariff Section 11.2
class for each reference service lies on or between stand
alone cost and avoidable cost

(h) Define long run marginal cost for each reference service or for | Section 11.2
each element of the service to which the charging parameter
relates, whichever is relevant. The definition of long run
marginal cost needs to outline what costs comprise long run
marginal cost

(i) Demonstrate how the relevant long run marginal cost has Section 11.2
been taken into account in determining a tariff for a tariff class
or the charging parameters within a tariff class. This may
include a quantification of the long run marginal cost (and its
components) that relate to the reference service or element of
the reference service to which the charging parameters relate

()) Explain how the tariff or charging parameters that comprise a : Section 11.2
tariff have been determined with regard to relevant
transactions costs. In doing so, the service provider needs to
provide information about the type of transaction costs
associated with the tariff or charging parameters of the tariff.
This explanation may include a quantification of the
transaction costs that relate to the tariff class and those
transaction costs avoided

(k) Explain how the tariff or charging parameters that comprise a : Section 11.2
tariff have been determined with regard to how customers
may respond to price signals. This explanation should include
analysis (preferable quantified) about customers’
responsiveness to price signals relevant to the tariff or
charging parameters.

()  Provide any relevant analyses or reports that support the Section 11.2
answers for charging parameters

In circumstances where expected revenue across all tariff classes for a reference service is lower than
total revenue allocated to that reference service

(m) Quantify the difference in revenue by reference to the Section
expected revenue for each reference service and total 11.2.34
revenue allocated to each reference service

(n) Demonstrate how the shortfall for each reference service is Section
allocated across each tariff class and where relevant across 11.2.34

each charging parameter in a tariff class for that reference
service and how this was done with minimum distortion to
efficient patterns of consumption

253 Prudent discounts

(a) Provide full details and justification of all prudent discounts. Not
applicable
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(b) Demonstrate that a discount is necessary to respond to Not

competition or maintain efficient use of the pipeline. applicable
(c) Demonstrate (by quantifying the effect) that without the Not

discount, reference tariffs would be higher than what they applicable

would be with the discount

2.5.4 Reference tariff variations

2541 Tariff variation mechanism
(a) Outline the proposed reference tariff variation mechanism and : Section Part 6
the basis for any parameters used in the mechanism. 11.3.1
(b) Justify the reference tariff variation mechanism and address Section Part 6
the factors contained in Rule 97(3) 11.31

Note: In doing so the service provider needs to establish a
materiality level for events that will be passed-through for the
AER to have regard to the possible effects of the reference
tariff variation mechanism on the administrative costs of the
AER, the service provider and users or potential users.

(c) Outline how the reference tariff mechanism gives the AER Section Part 6
adequate oversight or powers of approval over variation of the = 11.3.1
reference tariff (Rule 97(4))

Note: In order to address the requirements in Rule 97(4) the
service provider will need to outline the administrative
arrangements for periodic reviews of tariffs including timing of
notifications to the AER.

2542 Cost pass through mechanism

(a) Clearly define and describe each cost pass through event Section Part 6
11.3.2

(b) Justify cost pass through mechanism and address the factors : Section
contained in Rule 97(3) 11.3.2

Note: In doing so the service provider needs to establish a
threshold level of costs to be passed-through which considers
the administrative costs of the AER, the service provider and
users or potential users (Rule 97(3)(b)).

(c) Explain how each cost pass through event is relevant to a Section
building block component in Rule 76 and is either foreseen or = 11.3.2
unforeseen and the costs of the event are uncontrollable and
therefore cannot be included in forecasts for total revenue

(d) Explain how the cost pass through mechanism gives the AER  Section
adequate oversight or powers of approval over variation of the 11.3.2
reference tariff (Rule 97(4))

Note: In order to address the requirements in Rule 97(4) and
Rule 97(3) the service provider will need to outline the
administrative arrangements for cost-pass through events and
their relationship to other periodic reviews for other tariff
variation mechanisms (especially timing of notifications to the
AER).
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2.6 Other information to be made available on request or provided

2.6.1 Other information to be provided

2.6.1.1 Models and user manuals

All financial models including, but not limited to, tariff, Attachments
revenue, cost allocation and demand forecasts, along with
user manuals that underlie and support the access
arrangement proposal and access arrangement information.

The models provided should not include information that is
hard-coded unless it is referenced to source documentation or
information. Wherever possible information contained in
models that is based on derived data or inputs should be
linked to that derived data or inputs.

2.6.1.2 Consultants’ reports

(a) Copies of consultants’ or external expert reports relied on to Attachments
support or justify components of the access arrangement
proposal and the access arrangement information

(b) Terms of reference for each consultancy identified in (a) Within
consultants
report where
applicable

2.6.2 Index of information

An index of information outlining where the information to be Attachment B
provided in Attachment 2 is contained in the access
arrangement proposal submission. It should do this with
reference to the number attached to information request in

Attachment 2
2.6.3 Information to be maintained at service providers premises
(@) Exceptin cases where it would be impractical, the information = Not
should be kept in an electronic format applicable to
AAI
document
(b) The service provider in 2.1.1 of this Notice must maintain at Not
its business address the following information and applicable to
documentation that is relied on in the access arrangement AAI
proposal submission. This needs to be made available for document
inspection or in a form that can be provided to the AER on
request

i. Procurement and contracting out policies
ii. Associate contracts

iii. Consultants reports, other than those specifically
requested to be provided to the AER in this Notice

iv. Data, models, internal policies and any other supporting
information and documentation, other than those
specifically requested to be provided to the AER in this
Notice
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(c) The service provider in 2.1.1 of this Notice must maintain at Not
its business address the assets register per clause 4.16 in the : applicable to
Access Arrangement for ActewAGL Gas Distribution System AAI
in ACT and Greater Queanbeyan dated November 2004 document
(d) The service provider in 2.1.1 of this Notice must maintain at Not
its business address the database for capital contributions per : applicable to
clause 4.17 in the Access Arrangement for ActewAGL Gas AAI
Distribution System in ACT and Greater Queanbeyan dated document

November 2004
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C Marsh Pty Ltd: Self Insurance risk
guantification report

Confidential attachment provided as a separate document.
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D Information of self insured events

Confidential attachment provided as a separate document.
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E Jemena Asset Management: Benchmarking
comparison study

Attachment provided as a separate document.
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F ActewAGL Distribution performance
benchmarking study

Confidential attachment provided as a separate document.

Access Arrangement Information






Lictew7IGL

G NIEIR Natural gas projections for ActewAGL
Distribution

Attachment provided as a separate document.
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H Engineering assessments and HFL pre-
feasibility and feasibility documentation

Confidential attachments provided as a separate documents.
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| Parsons Brinckerhoff: Assessment of unit
rates used in proposed expenditure program

Confidential attachment provided as a separate document.
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J Competition Economists Group (CEG): Report
on escalators

Attachment provided as a separate document.
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K Unit Rates applied to market expansion capital
expenditure

Confidential attachment provided as a separate document.
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L WACC information

Confidential attachments provided as a separate documents.
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M Competition Economists Group: Dividend
Growth Model and Equity Beta

Confidential attachment provided as a separate document.
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N Step changes

Confidential attachment provided as a separate document.
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O Unaccounted for Gas benchmarks

O.1 Australian jurisdictions: Victoria

The Essential Services Commission (ESC) of Victoria sets UAG benchmarks for two
different types of customers - Class A (customers using > 250TJ) and Class B (customers
using < 250 TJ). This approach is different from that employed by NSW, Queensland and
South Australia where a single UAG benchmark is applied to the network. During the Gas
Access Arrangement Review for 2008 — 2012, some Victorian distributors recommended
that the double-benchmark system be replaced by a single UAG benchmark.*®* The ESC
acknowledged that a single UAG benchmark was appropriate in principle given that Class
A and Class B injections were not measured separately, but it also said that Class A
customers were served by high pressure mains that had very low rates of leakage. On this
basis, the ESC upheld the existing UAG benchmarking system and proposed the UAG
targets for the 2008-2012 Access Arrangement period shown in Table O.1.1%

Table O.1 ESC UAG targets for the 2008-2012 Access Arrangement period

Class B benchmarks Class A benchmarks
2008 2009 2010 2011 2012 2008-2012

Envestra (Victoria) 28 28 27 27 26 0.3

Envestra (Albury) 3.0 3.0 3.0 3.0 3.0 0.1

Multinet 3.2 3.2 3.2 3.1 3.1 0.3

SP AusNet 5.1 5.1 5.0 5.0 4.9 0.3

Note: UAG benchmarks are expressed as percentage of total injections.

Given the ESC’s approach to benchmarking and the limited data available from public
sources, it is impossible to infer a single UAG allowance applicable for each network. What
can be said is that the total UAG benchmark would be a volume-weighted average of Class
A and Class B UAG benchmarks. Given that there are no customers in the ACT with
consumption greater than 250TJ, one could use Class B benchmarks for comparison.
However, such a comparison would be biased towards higher values of UAG and should
therefore be used with caution. Despite the bias, it is possible to glean that the level of UAG
in the ACT is broadly in line with the Victorian experience.

The ESC also established a separate UAG benchmark for non-PTS (non-Principal
Transmission System) networks of 2.0 per cent. This benchmark is relevant for ActewAGL
in that the non-PTS networks are newer networks with little or no cast iron mains which are
significantly more prone to leakage. Generally these networks have similar characteristics
as the ACT Queanbeyan network with a large proportion of small tariff end users and only a
small proportion of large contract customers

%! This change was proposed by SPAusNet and supported in principle by Origin Energy and AGL. See Gas Access

Arrangement Review 2008-2010, Draft Decision, 28 August 2007, p.147.
182 Essential Services Commission of Victoria, Gas Access Arrangement Review 2008-2012, Final Decision, 7 March
2008, p.16.
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0.2 Australian jurisdictions: Queensland

The Queensland gas distribution networks, Allgas and Envestra, tend to have materially
higher levels of UAG than other networks in Australia. In 2001, the Queensland
Competition Authority (QCA) considered the level of UAG on other distribution networks
and established a benchmark UAG rate of 3 per cent of total gas throughput for Alligas and
4.8 per cent for Envestra.

Allgas has since stated that its level of UAG fell from 4.7 per cent in 2001-02 to 3.3 per cent
in 2004-05. It also forecast further reductions in UAG in the future.'®® Envestra said that its
UAG level rose from 4.8 per cent in 2001-02 to 5.8 per cent in 2004-05. However, it
forecast reductions in UAG in future years.'®

Queensland’s UAG benchmarks are not surprising given a large proportion of cast iron
mains in the Allgas and Envestra systems. Such mains are characterised by higher gas
leakage, which is being gradually rectified in the process of replacement of older cast iron
mains with newer plastic mains. As was mentioned above, there are no cast iron mains in
the ActewAGL Distribution network.

0.3 Australian jurisdictions: New South Wales

For Jemena Gas Network (JGN), IPART set a UAG benchmark of 2.2 per cent of gas
receipts for 2005/06 and 2.1 per cent of gas receipts for 2006/07 to 2009/10.*° In its
proposed revision to AGL Gas Network’s (AGLGN) Access Arrangement, AGLGN forecast
that UAG would remain at 2.2 per cent of total gas deliveries, the level experienced in
2003.1° Therefore, even though in the proposed revision AGLGN did not provide a
detailed time series of actual UAG data, it is reasonable to infer that the level of UAG in
2003-2004 was in a range around 2.2 per cent.

0.4 Australian jurisdictions: Western Australia

For the first Access Arrangement period, Jan 2000 — Dec 2004, the Regulator for the
South-West and Mid-West Gas Distribution Systems approved a decline in UAG as a
proportion of total delivered gas from 2.7 per cent to 2.5 per cent. For the second period,
Alinta Gas Networks projected the proportion of UAG for 2005 to be 2.7 per cent and 2.8
per cent for each of the remaining years, 2006-2009.

The Economic Regulation Authority was not satisfied with Alinta’s forecast and decided that
2.5 per cent of gas received would be the best estimate of annual UAG for the second
regulatory period.'®’

'%3 Queensland Competition Authority, Revised Access Arrangement for Gas Distribution Networks: Allgas Energy, Final

Decision, May 2006, p.87.

'%* Queensland Competition Authority, Revised Access Arrangement for Gas Distribution Networks: Envestra, Final
Decision, May 2006, p.127.

165 Jemena Access Arrangement for NSW Gas Networks, 7 March 2007.

1% Revisions to AGLGN’s Access Arrangement and Access Arrangement Information, December 2004, p.37

%7 Economic Regulation Authority, Final Decision on the Proposed Revisions to the Access Arrangement for the South-
West and Mid-West Gas Distribution Systems, 12 July 2005, p.79.
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0.5 Overseas jurisdictions: New Zealand, the UK, and the USA

In a study prepared by Maunsell AECOM for the New Zealand Gas Industry Company, the
long-term UAG was estimated to be 2.45 per cent in 2006. Maunsell also specified that
before industry deregulation in the early to mid-1990s, total UAG for the New Zealand
distribution networks was in the order of 2 per cent.'® All-in-all, Maunsell came to a
conclusion that a national benchmark of £2 per cent was achievable for New Zealand and
encouraged the Gas Industry Company to work towards this goal.**

In the Gas Distribution Price Control Review Final Proposals'’®, Ofgem, the British
regulator, defines gas shrinkage as gas lost from the network through leakage, theft and
own use gas. While theft represents a relatively small proportion of the total shrinkage,
leakage appears to be an issue for the UK gas networks. The level of shrinkage approved
for the first six months of the new control period beginning 1 April 2008 was between 0.46
per cent for the Scotland network and 0.89 per cent for the South West.

The UK shrinkage factors appear to be relatively low compared to the levels of UAG
estimated for Australia and New Zealand. From the definition of shrinkage, it appears
plausible that gas measurement uncertainty was not considered. Further investigation
showed that metering error was in fact included in Ofgem’s definition of shrinkage, but that
it was estimated to be very small. Ofgem views metering error as stemming from two
sources: inaccurate measurement of gas offtake from customers’ premises and the
differences in the calorific value of gas at different points on the network.

Earlier in this report, ActewAGL pointed out that gas measurement uncertainty can also be
attributed to meter ageing and degradation, billing cycle issues and the inherent
uncertainties surrounding meter readings. The impact of these factors may range up to 1-
1.5 per cent. This view is confirmed by the Maunsell AECOM study that indicates “the
billing error including metering and data processing as distinct from shrinkage (which
represents physical losses) would be in the order of 1 to 1.5 per cent.”"’' Combined with
the shrinkage factors from the UK, this could lead to a UAG estimate of roughly 1.5 per
cent to 2.4 per cent.

The United States natural gas pipeline operators provide the Federal Regulatory Energy
Commission with gas consumption data, including UAG. However, this information has
proven difficult to locate in the public domain. Research showed that according to one of
the sources, distribution system UAG in the USA in 2002 was 1.5 per cent and the
appropriate range for UAG was between 0.88 per cent and 2 per cent."”> Another source
pointed out that the US gas distribution industry standard for UAG was 2 per cent.'”®
However, some distribution businesses have had UAG figures in excess of 2 per cent

'%8 Op. cit., Maunsell/ AECOM, p.13

'%9 Op. cit., Maunsell/l AECOM, p.19

7% Ofgem, Gas Distribution Price Control Review, Final Proposals, 3 December 2007, p.86-87

' Op. cit., Maunsell/ AECOM, p.13

72 Alberta Energy and Utilities Board, ATCO Pipelines North Unaccounted-for-Gas Allocation Methodology, Table 2:
Table 1.3 (Updated) Transmission and Distribution UFG — United States

'3 Administrative Law Judge Recommends PUC Approval of Settlement Agreement Reached in PG Energy Rate Case,
PR Newswire, http://www.prnewswire.com/news/index_mail.shtmI?ACCT=104&STORY=/www/story/10-05-
1998/0000764781&EDATE=, accessed 17 March 2009.
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approved by local Public Utilities Commissions. These estimates are consistent with the
level of UAG experienced in the ACT.
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P ActewAGL Distribution gas network associate
contracts

P.1 Approved associate contracts

Table P.1 Details of approved associate contracts

Name of Parties to Nature of goods and services provided or Relationship to each
contract contract obtained service provider
Gas Transport | ACTEW ActewAGL Distribution is required to provide The parties to the contract
Services Distribution Ltd certain services to gas suppliers in the ACT, are associates in that a
Agreement for | and Jemena Queanbeyan and Palerang under its access single partner to each
large Networks (ACT) arrangement. (ACTEW Distribution Ltd
customers Pty Ltd trading as o ) | and ACTEW Retail Ltd)

ActewAGL Ag:tewAGL DISt.rIbutIOF.l provides ActewAGL Retail | has a common parent,

Distribution with (a) non-tariff services; and (b) meter data ACTEW Corporation Ltd.

services while they remain non-contestable

and services.

ACTEW Retail Ltd | The agreement covers all customers on

and AGL ACT ActewAGL Retail’s non-tariff list and provides a

Retail Investments | procedure for updating that list as customers are

Pty Ltd trading as transferred to and from ActewAGL Retail.

ActewAGL Retail
Gas Transport | ACTEW ActewAGL Distribution is required to provide The parties to the contract
Services Distribution Ltd certain services to gas suppliers in the ACT, are associates in that a
Agreement for | and Jemena Queanbeyan and Palerang under its access single partner to each
large Networks (ACT) arrangement. (ACTEW Distribution Ltd
customers Pty Ltd trading as and ACTEW Retail Ltd)

ActewAGL
Distribution

and

ACTEW Retail Ltd
and AGL ACT
Retail Investments
Pty Ltd trading as
ActewAGL Retail

ActewAGL Distribution provides ActewAGL Retail
with (a) tariff services; and (b) meter data
services while they remain non-contestable
services.

The agreement covers all customers on
ActewAGL Retail’s tariff list and provides a
procedure for updating that list as customers are
transferred to and from ActewAGL Retail. All
customers on ActewAGL Retail’s tariff list are
non-franchise customers pursuant to an ACT
Government declaration under subsection 18(4)
of the Utilities Act 2000 in April 2001 (DI2001-94,
Utilities (Non-Franchise Natural Gas Customers)
Declaration 2001).

has a common parent,
ACTEW Corporation Ltd.
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Q Policies strategies and plans

Q.1 Asset Management Plan

Q.2 Service Plan

Q.3 ActewAGL Capitalisation policy

Q.4 Request Utility for Gas Supply (RUGS) process

Q.5 Corporate cost allocation methodology

Confidential attachments provided as a separate documents.
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R Models

R.1 Roll forward model (RFM)

R.2 Post tax revenue model (PTRM)

R.3 Tax roll forward model

R.4 Final gas networks access arrangement 2005/10 model
R.5 Revenue allocation model

R.6 Equity raising costs model

R.7 Allocation of revenue to tariff and contract

Confidential attachments provided as a separate documents.
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S ActewAGL outsourced expenditure

S.1 Summary of outsourced expenditure
S.2 Distribution Asset Management Services (DAMS) Agreement
S.3 Ecowise Environmental GIS contract

S.4 Field Force meter reading contract

Confidential attachments provided as a separate documents.
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T Competition Economists Group: Estimating
the cost of 10-year BBB+ debt

Attachment provided as a separate document.
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U Statutory Declaration
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