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List of attachments 
This attachment forms part of our final decision on the access arrangement that will apply to 
Jemena Gas Networks (NSW) for the 2025–30 access arrangement period (2025–30 
period). It should be read with all other parts of this Final decision.  

For some issues that had draft decision attachments, and which were settled at the draft 
decision stage or required only minor updates, the reasons in the draft decision attachments 
and, where relevant, in the final decision Overview set out our reasons for our final decision 
on the issue. In these circumstances, we have not prepared all attachments, and our draft 
decision reasons form part of this final decision. The final decision attachments have been 
numbered consistently with the equivalent attachments to our draft decision.  

The Final decision includes the following documents: 

Overview  

Attachment 2 – Capital base 

Attachment 4 – Regulatory depreciation 

Attachment 5 – Capital expenditure 

Attachment 6 – Operating expenditure 

Attachment 7 – Corporate income tax 

Attachment 9 – Reference tariff setting 

Attachment 10 – Reference tariff variation mechanism 

Attachment 12 – Demand 

Attachment 13 – Capital expenditure sharing scheme 

  



Attachment 10: Reference tariff variation mechanism | Final decision – Jemena Gas Networks (NSW) 2025–30 

iv 

Contents 
List of attachments ............................................................................................................. iii 
10 Reference tariff variation mechanism .......................................................................... 1 

10.1 Annual reference tariff variation mechanism ....................................................... 1 
10.2 Cost pass through mechanism ........................................................................... 5 
10.3 Revisions ..........................................................................................................12 

Glossary .............................................................................................................................. 14 
 

 



Attachment 10: Reference tariff variation mechanism | Final decision – Jemena Gas Networks (NSW) 2025–30 

1 

10 Reference tariff variation mechanism 
This attachment sets out our consideration of the reference tariff variation mechanism and 
cost pass through mechanism proposed by Jemena Gas Networks (JGN) (NSW). The 
reference tariff variation mechanism for JGN’s gas transportation service:  

• permits building block revenues to be recovered smoothly over the access arrangement 
period subject to any differences between forecast and actual demand 

• accounts for actual inflation  

• accommodates other reference tariff adjustments that may be required, such as for an 
approved cost pass through event  

• sets administrative procedures for the approval of any proposed changes to reference 
tariffs – that is, updating tariffs each year. 

The reference tariff variation mechanism for JGN’s ancillary reference service consists of 
individual price caps for each element of that service.   

The cost pass through mechanism allows us to vary reference tariffs for the occurrence of a 
specified event which materially increases or decreases the cost of providing the reference 
service. The inclusion of a pass through mechanism recognises a service provider can face 
risks beyond its control, which may have a material impact on costs. 

10.1 Annual reference tariff variation mechanism  
10.1.1 Final decision 
We approve JGN’s proposed reference tariff variation mechanism for the 2025–30 access 
arrangement period except for the elements of its proposed mechanism that we consider are 
not consistent with the National Gas Rules (NGR). In particular: 

• the transportation tariff variation mechanism should not include provision for licence fees  

• a 10% side constraint is too broad and should be reduced to 2% to align with other gas 
distributors. However, we consider that JGN should be allowed to use a 10% side 
constraint for its demand market customer tariffs, to enable it to rebalance its demand 
customer tariffs via the annual pricing process. 

We discuss our reasons for our final decision below. 
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10.1.2 JGN’s proposal 
For its gas transportation hybrid tariff variation mechanism, JGN further provided an 
illustrative pricing model incorporating the hybrid form of control which showed how it would 
calculate and apply the revenue true-up factor to the overall tariff control formula.1 JGN also 
provided its abolishment true up factor to be included in the tariff control formula in its revised 
proposal.2   

However, in its revised proposal JGN maintained its position that the 10% side constraint 
should be retained. JGN submitted that this is required to enable it to continue rebalancing 
more revenue towards its demand (large) customers, and that doing so is consistent with the 
feedback JGN received from customers during its engagement sessions on pricing and 
tariffs.3   

JGN also maintained its proposal to keep the licence fee factor in the tariff control formula , 
on the basis of its view this is in the long-term interest of its customers, rather than treating 
licence fees as part of base year operating expenditure.4 However, JGN accepted our draft 
decision to adjust its ancillary reference service tariffs by CPI and not accept its proposed 
CPI-X mechanism.5 

10.1.3 Assessment approach 
Our assessment approach in relation to the reference tariff variation mechanism is set out in 
our draft decision.6 

10.1.4 Interrelationships 
The interrelationships relevant to reference tariff variation mechanism are described in our 
draft decision.7 

10.1.5 Reasons for Final decision 
We approve JGN’s revised reference tariff variation mechanisms for the 2025–30 period, 
except that our final decision requires amendments to: 

• the gas transportation tariff variation mechanism to exclude provision for licence fees  

• reduce the side constraint from 10% to 2% to align with other gas distributors, while 
retaining a 10% side constraint for its demand market customer tariffs.  

 

1  JGN IR#026, Revenue true-up factor and annual variation notice, November 2024. 
2  JGN, 2025–30 Revised proposal - Attachment 8.1 Pricing, 15 January 2025, pp. 11-12. 
3  JGN, 2025–30 Revised proposal - Attachment 8.1 Pricing, 15 January 2025, pp. 8-9. 
4  JGN, 2025–30 Revised proposal - Attachment 8.1 Pricing, 15 January 2025, pp. 13-14. 
5  JGN, 2025–30 Revised proposal - Attachment 8.1 Pricing, 15 January 2025, p v. 
6  AER, Draft decision - JGN access arrangement 2025–30 – Attachment 10 – Reference tariff variation 

mechanism, November 2024. 
7  AER, Draft decision - JGN access arrangement 2025–30 – Attachment 10 – Reference tariff variation 

mechanism, November 2024. 
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10.1.5.1 Gas transportation hybrid tariff variation mechanism 
Our draft decision indicated our approval of JGN’s proposed hybrid mechanism that blends 
elements of its existing weighted average price cap with elements of revenue cap regulation, 
for reasons that remain valid.8 JGN further provided an illustrative pricing model 
incorporating the hybrid form of control which showed how it would calculate and apply the 
revenue true-up factor to the overall tariff control formula.9 The model amendments indicate 
that if actual volumes are within 5% of forecasts there is no change from the existing 
approach. Outside that 5% plus or minus boundary, 50% of any volume driven revenue 
under-recovery (or over-recovery) will be carried by JGN and 50% carried by customers via 
higher (or lower) future gas transportation tariffs.  

We have reviewed this illustrative model and are satisfied with the approach used by JGN in 
applying the new hybrid approach. Under this approach, a revenue true-up factor amount 
has been included in the control mechanism for transportation tariffs to account for the hybrid 
tariff variation mechanism. The revenue true-up factor amount for a financial year 𝑡𝑡 − 2 is to 
be calculated as follows:      

 

In respect to stakeholder views, JGN’s consultation process suggested that stakeholders 
support the proposed hybrid approach. In the most recent submissions received in response 
to our draft decision and JGN’s revised proposal, we had one submission and this was from 
the City of Sydney.  

The City of Sydney supports the hybrid mechanism and considers it a welcome approach to 
more equitable cost sharing.10 However, it submitted concern about whether it will continue 
to be fit for purpose as gas volumes decline. It suggested the hybrid pricing mechanism be 
monitored by the AER to ensure it is delivering equitable outcomes during the gas transition. 

10.1.5.2 Licence fee factor 
Our final decision maintains our view that the licence fee factor should be excluded from the 
reference tariff variation mechanism. Our reasons for this are explained in Attachment 6 – 
Operating expenditure.  

The control mechanism for transportation tariffs has been updated to exclude the ‘L’ licence 
fee factor as follows: 

 

 

8  AER, Draft decision - JGN access arrangement 2025–30 - Attachment 10 - Reference tariff variation 
mechanism, November 2024, pp. 5-7. 

9  JGN IR#026, Revenue true-up factor and annual variation notice, November 2024. 
10  City of Sydney - Submission on JGN's 2025–30 revised proposal and draft decision - February 2025, p.4. 
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Note – this formula includes the “S factor” component for the abolishment true up as discussed below. 

10.1.5.3 True up and abolishment costs  
Our final decision is to socialise a portion of abolishment costs across transportation tariffs as 
set out in our draft decision, but only for a standard residential abolishment. This is discussed 
further in Attachment 9 – Reference tariff setting.  

We accept JGN’s proposed “S factor” which has been incorporated into the transportation 
reference service tariff control formula as the socialised abolishment true-up factor amount. It 
is calculated as follows: 

 

This is a “true-up mechanism” in the control mechanism for transportation tariffs, and is 
required in order to respond to differences between forecast and actual abolishment costs. 
The true-up will be for both quantity and price to accommodate existing uncertainty of the 
abolishment forecast volumes and costs. 

It is the sum of: 

• the difference between the abolishment for standard residential connections forecast 
(incorporated in the opex allowance) for year t-1 and estimated costs (submitted to the 
AER ahead of year t) for year t-1 

• the difference between abolishment for standard residential connections estimates 
(submitted to AER ahead of year t-1) for year t-2 and the actual volume (submitted to the 
AER ahead of year t) for year t-2. 

10.1.5.4 Ancillary reference service tariff variation mechanism 
We did not accept JGN’s proposal to adjust its ancillary reference service tariff by CPI-X in 
our draft decision. Our draft decision instead required JGN to adjust its ancillary reference 
service tariffs by CPI only. This is consistent with other regulated gas distributors and is also 
simpler and less prone to error. JGN accepted our draft decision. From 1 July 2025, JGN will 
adjust its ancillary reference service tariffs by CPI.  

JGN’s tariff control formula for the annual ancillary reference tariff variation mechanism will 
now exclude the x-factor from 1 July 2025 and be calculated as: 

 

10.1.5.5 Side constraints 
The draft decision also required further consultation by JGN with stakeholders about whether 
a 10% side constraint is too broad and whether it would be appropriate for JGN to amend the 
side constraint to 2% to align with other gas distributors. JGN currently applies a 10% side 
constraint in its control mechanism for its reference services.. 



Attachment 10: Reference tariff variation mechanism | Final decision – Jemena Gas Networks (NSW) 2025–30 

5 

After further discussion with us, JGN proposed amending its side constraint by reducing it to 
a base level of 2% but applying an extra 8% to the demand tariffs to rebalance revenue over 
to the demand customers. JGN also proposed corresponding amendments to its access 
arrangement, tariff assignment policy and Reference Service Agreement (RSA).     

The proposed amendments include: 

• applying the side constraint to tariff classes rather than individual reference tariffs  

• clarification of associated definitions  

• setting the base side constraint at 2% for both volume and demand tariff classes 

• adding an additional side constraint of 8%to the base constraint for the demand market 
tariff class only. 

We accept this proposal from JGN in our final decision. We are satisfied that this approach 
provides consistency with other gas networks while; allowing JGN to rebalance tariffs across 
demand customers. We accept this proposed balancing for demand customers for the 
reasons set out in Attachment 9.  The side constraint formula that will apply for the 2025–30 
regulatory period will be updated as follows: 

 

Note: ‘S’ being the side constraint increment applicable to each tariff class, being 0% for the volume tariff class 
and 8% for the demand tariff class. 

10.2 Cost pass through mechanism  
10.2.1 Final Decision 
Our final decision is to: 

• approve cost pass throughs for the following events: 

− terrorism event 
− natural disaster event 
− insurer credit risk event 
− regulatory change event 
− insurance coverage event 
− service standard event 
− tax change event 

• accept JGN’s revised proposal for the definitions of the insurer credit risk, and terrorism 
events, in line with our draft decision.   

• not accept JGN’s proposed changes to the definitions of the insurance coverage, 
regulatory change, service standard, tax change and natural disaster events.  
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Our final decision is consistent with the draft decision,11 in that we are accepting the cost 
pass through events proposed for the 2025–30 access arrangement period, subject to some 
amendments for drafting consistency with our recent determinations. 

The reasoning behind our final decision is outlined in section 10.2.3.  

10.2.2 JGN’s revised proposal 
In its revised proposal, JGN accepted our draft determination amendments, except the 
following.12 

• Insurance Coverage event: JGN accepted our amendments other than wording related 
to materiality and minor updates for consistency with language proposed by us for other 
definitions. 

• Natural disaster event: JGN accepted our amendments but noted that the drafting of 
limb (a) of our definition may not reflect the intended meaning and may have little if any 
application. This is on the basis that it would be difficult to imagine a scenario where a 
service provider might cause a natural disaster such as a cyclone. 

• Regulatory change event: JGN accepted our amendments other than a change to a 
defined term and wording related to materiality. 

• Tax change event: JGN accepted our proposed wording other than minor changes for 
clarity and consistency. 

• Service standard event: JGN accepted our amendments other than wording related to 
materiality. 

10.2.3 Reasons for Final decision 
In this final decision, we accept the drafting changes included in JGN’s revised proposal for 
the definitions of the insurer credit risk event and the terrorism event. JGN’s revised 
definitions are consistent with our recent determinations, including our draft decision for JGN. 

However, we do not accept JGN’s proposed changes for the insurance coverage, regulatory 
change, service standard and natural disaster events, in order to maintain drafting 
consistency with our recent determinations. We do not agree with JGN’s reasoning behind 
the proposed changes. Additionally, we do not accept JGN’s proposed minor changes for the 
tax change event. 

10.2.3.1 Insurance coverage, regulatory change, service standard and 
natural disaster events 

In our draft decision, we did not accept JGN’s proposed definitions of cost pass through 
events where they differed from those we have approved in our recent determinations.13 We 
considered that maintaining consistent definitions of cost pass through events across 

 

11  AER, Draft decision - JGN access arrangement 2025–30 - Attachment 10 - Reference tariff variation 
mechanism, November 2024, p. 13.  

12  JGN, Revised 2025 Plan, January 2025, p. 66. 
13  AER, AusNet 2023–28 – Final decision – Attachment 10 Reference tariff variation mechanism, June 2023; 

AER, AGN 2023–28 – Final decision – Attachment 10 Reference tariff variation mechanism, June 2023; 
AER, MGN 2023–28 – Final decision – Attachment 10 Reference tariff variation mechanism, June 2023. 
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network service providers and sectors (e.g. electricity and gas) allows for the efficient 
implementation of the cost pass through framework. Our view on this matter has not 
changed. 

In its revised proposal, JGN did not accept our inclusion of a reference to materiality in the 
definition of insurance coverage, regulatory change, and service standard events.14 JGN 
submitted that adding “materially” is unnecessary and introduces ambiguity in the access 
arrangement document as it is unclear how to assess what might be considered material 
under this additional reference and whether it is a different threshold to the one expressly set 
out.15  

JGN also did not accept our wording in limb (a) of the definition for natural disaster event, 
stating that changing the defined term may have unintended consequences for other 
provisions unless consequential changes were made throughout JGN’s access arrangement 
document suite.16 Further, JGN noted, in regard to the natural disaster event, that the 
drafting of limb (a) of our definition of natural disaster event may not reflect the intended 
meaning because it would be difficult to imagine a scenario where a service provider might 
cause a natural disaster such as a cyclone. 

We do not agree with JGN for the following reasons.  

• Regarding the reference to ‘materiality’ in the definition of insurance coverage, 
regulatory change, and service standard events,17 our recent gas access arrangement 
determinations, including JGN’s draft determination, have adopted these events as 
defined in the National Electricity Rules (NER) as relevant.18 Consequently, we have 
maintained the definition for these cost pass through events as set out in our draft 
determination. However, to address JGN’s concern, we have also proposed additional 
wording in the access arrangement to clarify the meaning of the word ‘materially’ in the 
context of these event definitions. 

• Regarding the natural disaster event, the wording in limb (a) of our definition states: 

Natural Disaster Event means any natural disaster including, but not limited to 
cyclone, fire, flood, or earthquake that occurs during the Access Arrangement 
Period that changes the costs to the Service Provider in providing the 
Reference Services, provided the cyclone, fire, flood, earthquake or other event 
was:  

a)  a consequence of an act or omission that was necessary for the Service 
Provider to comply with a regulatory obligation or requirement or with an 
applicable regulatory instrument… 

We consider that JGN has misinterpreted the purpose of limb (a) of our definition. We 
included this wording in our standard natural disaster event definition following consultation 

 

14  JGN, Revised 2025 Plan, January 2025, pp. 65–66. 
15  JGN, Revised 2025 Plan, January 2025, p. 66. 
16  JGN, Revised 2025 Plan, January 2025, p. 66. 
17  JGN, Revised 2025 Plan, January 2025, p. 66. 
18  NER, Chapter 10 Glossary. 



Attachment 10: Reference tariff variation mechanism | Final decision – Jemena Gas Networks (NSW) 2025–30 

8 

as part of our 2020–25 final determination for SA Power Networks.19 At the time, SA Power 
Networks submitted that there may be situations where a natural disaster (such as a fire) 
arises as a consequence of it acting (or not being able to act) in accordance with the 
regulatory requirements governing its actions and omissions. In turn, SA Power Networks’ 
compliance with these regulations could prevent it from meeting pass through requirements. 
SA Power Networks, therefore, submitted that it is both reasonable and necessary that the 
'acts or omissions' of SA Power Networks, that are excluded from triggering the pass through 
event, be qualified so that such lawful acts (and omissions) do not unfairly disadvantage SA 
Power Networks. It provided an example, in the context of vegetation clearance, to illustrate 
that there may be circumstances in which SA Power Networks is prohibited from clearing 
vegetation, even though contact between that vegetation and the distribution infrastructure 
could provide a source of ignition for a bushfire start.20 

While the above specific example may not be directly applicable in the context of gas 
distribution network service providers, in our view, the rationale for including the wording in 
limb (a) of the definition of natural disaster event remains pertinent. It also maintains 
consistency in the definition of natural disaster event across electricity and gas network 
service providers.  

10.2.3.2 Tax change event 
In our draft decision we inadvertently omitted a word in our definition for the tax change 
event.21 Our draft decision stated: 

Tax Change Event occurs if: 

(a) any of the following during the course of the Access Arrangement Period… 

This text should have read: 

Tax Change Event occurs if: 

(a) any of the following occur during the course of the Access Arrangement 
Period… 

In its revised proposal, JGN included the missing word but it also applied other minor 
changes. While we accept JGN’s inclusion of the missing word, we do not accept the other 
minor wording changes. As stated earlier, for the efficient implementation of the cost pass 
through framework it is important to maintain consistent definitions of cost pass through 
events across network service providers and sectors (e.g. electricity and gas). 

 

19  AER, Final decision SA Power Networks distribution determination 2020–25 - Attachment 14: Pass through 
events, June 2020, pp. 10-11. 

20  SA Power Networks, 2020–25 Revised proposal - Attachment 13 Pass through events, December 2019, pp. 
19-21. 

21  AER, Draft decision - JGN access arrangement 2025–30 - Attachment 10 - Reference tariff variation 
mechanism, November 2024, p. 21. 














