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APA Group :

Introduction

This Access Arrangement Information (AAl) document has been prepared, in
accordance with Rule 43(1) of the National Gas Rules 2008 (NGR), to provide Users
and Prospective Users with sufficient information to understand the derivation of the
access arrangement and its compliance with the NGR.

This Access Arrangement Information accompanies the APA GasNet Australia
(Operations) Pty Ltd (APA GasNet) access arrangement for the Victorian
Transmission System (VTS). The revised access arrangement is expected to
commence on 01 January 2013.

Pipeline Overview

The Victorian Transmission System (VTS) consists of 45 licensed pipelines and
associated facilities supplying the Melbourne metropolitan area, country Victoria and
supply to New South Wales and South Australia. The VTS also transports gas
across the system and into NSW at Culcairn. A map of the VTS is shown below.
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Gas enters and exits the system in the West via the SeaGas connection point and
Western Underground Storage (WUGS) facility at lona, to the North via the APA
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GasNet Northern Lateral Pipeline at Culcairn and to the East from Longford, VicHub
and Bass Gas.

Pipelines

The VTS comprises 45 different pipelines of differing lengths, diameters, ages and
construction materials and methodologies. The pipeline is protected by pipeline
coating (of various types and quality) and cathodic protection.

Pipeline assemblies include scraper assemblies (pig traps), mainline, isolating and
branch valve assemblies and are generally designed to the same life as the pipeline.

Stations

The broad category of ‘Stations’ encapsulates the gas facilities that allow for control,
measurement, storage or pressure maintenance of pipeline fluids within the VTS
including compressor stations, odourisation stations, pressure regulation and
metering facilities.

Compression facilities

The VTS comprises compressor stations at Gooding, Brooklyn, lona, Wollert, Euroa
and Springhurst. AEMO remotely operate the compressor stations in accordance
with the SEA.

Plant and operational assets

Plant and operational assets include mobile plant and emergency response tools
and equipment such as emergency portable lighting, vehicles, vent systems and
emergency vent equipment.

A more detailed description of the Pipeline, including a map, is available on APA
Group’s website at www.apa.com.au, which shows the general location and key
points of the pipeline.

Structure of this document

This document follows the structure of Rule 72" setting out the requirements for
content of the access arrangement information for a full access arrangement
proposal.

' All references to Rules or a particular Rule in this document refer to the National Gas Rules 2008, or
part thereof, unless an alternative meaning is expressly stated.
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APA GasNet’s access arrangement proposal commences at the end of an earlier
access arrangement period, and therefore contains information relevant to the
earlier access arrangement period (in this case spanning from 01 January 2008 to
31 December 2012) as required under the NGR. This information is included in Part
2 of the AAI. The remaining parts of this AAl are as follows:

« Part 3 establishes the capital base for the access arrangement period from 01
January 2008 to 31 December 2012, including forecast capital expenditure for
the previous access arrangement period;

« Part 4 discusses forecast utilisation for the pipeline, including forecast customer
numbers, reserved capacity and volumes used to derive tariffs;

« Part 5 outlines forecast operating expenditure for the access arrangement
period;

« Part 6 sets out key performance indicators for the pipeline;
« Part 7 sets out the rate of return used in the access arrangement;

« Part 8 outlines the approach to taxation and how the tax asset base has been
calculated;

o Parts 9 and 11 discuss historical and proposed incentive mechanisms;

« Part 10 describes the reference services, approach to tariff setting and reference
tariff variation mechanism; and

« Part 12 sets out the total revenue requirement for the pipeline for each year of
the access arrangement.

Financial information in this document is presented on a calendar year basis.

APA GasNet Australia (Operations) Pty Ltd 3
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Information relevant to the earlier access
arrangement period

Capital expenditure
Capital expenditure by asset class over the earlier access arrangement period? is

set out in Table 2.1 below. These costs are based on actual costs for financial years
2006/07 to 2010/11, and forecast costs for financial year 2011/12.

Table 2.1 — Capital expenditure by asset class over the earlier access arrangement
period

$m (nominal) 2008 2009 2010 2011 2012F Total
Stay in 15.0 4.6 5.3 79 6.6 39.3
Business

Pipelines and 19.8 4.9 5.2 40.8 441 114.7
compressors

Total Capex 34.7 9.5 105 48.7 50.6 154.0

Operating expenditure

Operating expenditure by category over the earlier access arrangement period® is
set out in Table 2.2 below. These costs are based on actual costs for calendar years
2008 to 2011, and forecast costs for calendar year 2012.

2 As required by Rule 72(1)(a)(i)

% As required by Rule 72(1)(a)(ii)
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Table 2.2 — Operating expenditure by category over the earlier access arrangement
period

$'000 (nominal) 2011 2012F
Wages & Salaries 6,577.0 6,648.0 7,370.0 8,443.0 8,943.0
APT Other Corporate 6,705.0 8,620.0 9,262.0 9,801.0 10,434.0
Costs

Operations and 9,977.0 7,774.0 6,742.0 8,587.0 9,618.0
Maintenance,

Insurance, License
Fees and Security

Total 23,259.0 23,042.0 23,374.0 26,831.0 28,995.0

Pipeline usage

Pipeline minimum, maximum and average demand figures over the earlier access
arrangement period* are set out in Table 2.3 below. These figures are based on
actual demand for calendar years 2008 to 2011, and forecast demand for calendar
year 2012.

Table 2.3 —Minimum, maximum and average demand over the earlier access
arrangement period

2012F
Minimum 306 273 294 264 275
Average 675 645 648 651 655
Maximum 1,259 1,213 1,224 1,190 1,290

4 As required by Rule 72(1)(a)(iii)(A)
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Pipeline customer numbers in total and by tariff class over the earlier access
arrangement period® are set out in Table 2.4 below. These figures are based on
actual customer numbers for calendar years 2008 to 2011, and forecast customer

numbers for calendar year 2012.

Table 2.4 — Customer numbers

2012F

Total users 14 16 20 21 21

°As required by Rule 72(1)(a)(iii)(B)
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The capital base
Opening capital base

3.1.1 Opening capital base for access arrangement period

The opening capital base for the access arrangement period® is shown in Table 3.1
below.

Table 3.1 — Opening capital base for the access arrangement period

$m (nominal)
Opening capital base 538.1 568.8 560.4 552.6 588.9
Plus capex 37.8 10.2 10.7 53.6 52.5

Plus speculative capex

Plus reused redundant

assets
Less depreciation -27.0 -30.7 -334 -34.3 -35.5
Plus indexation 19.8 12.0 14.9 17.1 14.7

Less redundant assets

Less disposals

Closing capital base 568.8 560.4 552.6 588.9 620.6

®As required by Rule 72(1)(b)
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The regulatory depreciation for the previous access arrangement period is shown in
Table 3.2 after adjusting for the impacts of inflation

Table 3.2 — Outturn depreciation and indexation over the earlier access
arrangement period

$m (nominal)

Depreciation -27.0 -30.7 -33.4 -34.3 -35.5
Indexation 19.8 12.0 14.9 171 14.7
Net Regulatory Depreciation -7.2 -18.7 -18.5 -17.2 -20.8
Projected capital base

The projected capital base for the access arrangement period is made up of the
following components:

« Opening capital base; plus

« Forecast conforming capital expenditure; less

o Forecast depreciation; less

o Forecast disposals.

These components are described in the following sections, and the projected capital

base is provided in section 3.2.5 below.

3.2.1 Forecast conforming capital expenditure for the access
arrangement period

Forecast conforming capital expenditure by asset class over the access
arrangement period’ is set out in Table 3.3 below.

"As required by Rule 72(1)(c)(i)
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Table 3.3 — Forecast capital expenditure by asset class over the access
arrangement period

$m (nominal) 2014 2015 2016 2017

Pipelines 22.9 197.2 16.9 9.7 54 252.0
Compressors 15.2 513 1.9 0.3 3.6 72.2
City Gates & Field 58 55 4.6 1.8 0.6 18.2
Regulators

Odourant Plants

Gas Quality 0.2 0.4 0.1 0.1 - 0.8
Other 16 0.8 19 2.6 35 10.3
General Buildings 4.8 5.9 0.2 0.2 0.0 111
General Land - - 0.3 - - 0.3
Total 50.5 260.9 25.9 14.6 13.0 364.9

APA GasNet's capital expenditure forecast is derived based on purpose, in the
following categories:

« Augmentations, which are required to increase the capacity of transmission
assets to ensure that the VTS can continue to supply services as demand
changes (for example growth or change in flow paths);

« Refurbishments and upgrades, which are required to maintain the service
potential of existing facilities as they age and deteriorate over time, as well as
expenditure to upgrade and improve assets because of obsolescence, to deal
with changed operating requirements (such as a wider gas specification), to
meet new regulatory or legislated obligations, or to meet higher environmental or
safety standards over time; and

« Non-system, which is required to augment, maintain or replace capital facilities
that are essential for the delivery of pipeline services, but which do not make up
part of the pipeline system itself. Types of expenditure include buildings,
vehicles, office equipment and IT and SCADA systems.

APA GasNet Australia (Operations) Pty Ltd 9
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Forecast conforming capital expenditure by category over the access arrangement
period is shown in Table 3.4 below.

Table 3.4 — Forecast conforming capital expenditure by category over the access
arrangement period

$m (nominal) 2015

Augmentation 33.0 2432 12.9 - - 289.1
Refurbishment and 12.2 11.7 119 12.7 9.9 584
upgrade

System Total 45.2 254.8 24.8 12.7 9.9 3475
Non System 5.2 6.0 1.0 1.8 2.8 16.8
Total 50.5 260.8 25.8 145 12.7 364.3

3.2.2 Forecast depreciation

Forecast depreciation by asset class over the access arrangement period® is shown
in Table 3.5 below.

Table 3.5 — Forecast depreciation over the access arrangement period

$m (nominal) 2013 2014 2015 Total

Depreciation 26.7 27.3 345 355 335 157.5

8 As required by Rule 72(1)(c)(ii)
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Table 3.6 sets out APA GasNet's asset economic lives.

Table 3.6 — Asset economic lives (years)

Asset Class Standard life Remaining life Tax Statutory Remaining tax
Life life
Pipelines 55 26.4 20 11.0
Compressors 30 215 20 16.5
City Gates & Field Regulators 30 23.8 20 14.3
Odourant Plants 30 23.6 20 13.6
Gas Quality 10 - 20 5.3
Other 5 4.1 7.5 6.5
General Buildings 60 335 60 45.8
General Land n/a nla nfa n/a

APA GasNet has applied a straight-line methodology in determining future
depreciation.

3.2.3 Forecast disposals

Forecast disposals for the access arrangement period are set out in Table 3.7
below.

Table 3.7 — Forecast disposals over the access arrangement period

$m (nominal) 2013 2014 2015 Total

Disposals 0 0 0 0 0 0

3.24 Forecast redundant assets

The forecast of assets that will be made redundant in the access arrangement
period in set out in Table 3.8 below.

Table 3.8 — Forecast redundant assets over the access arrangement period

$m (nominal) 2013 2014 2015 Total
Redundant Assets 0 0 0 0 0 0
APA GasNet Australia (Operations) Pty Ltd 11
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The projected capital base for the access arrangement period® is shown in Table 3.9

below.

Table 3.9 — Projected capital base for the access arrangement period

$m (nominal)

Opening capital base 620.6 648.3 903.2 896.5 876.7
Plus capex 54.4 282.2 27.8 15.7 14.0
Plus speculative capex

Plus reused redundant assets

Less depreciation -26.7 -27.3 -34.5 -35.5 -335
Less redundant assets

Less disposals

Closing capital base 648.3 903.2 896.5 876.7 857.1
°As required by Rule 72(1)(c)
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Forecast network demand and utilisation

Forecast customer numbers and volumes

APA GasNet provides a single Pipeline Service which is also the Reference Service.
This is a bundled service called the Tariffed Transmission Service and comprises
the transportation of gas in accordance with the National Gas Rules for a declared
transmission system. This service is provided to AEMO, who is the only User of the
pipeline under the National Gas Law definition.

This legal arrangement arises from the Market Carriage Model set out in the
National Gas Law and Rules. Under these arrangements, AEMO operates the VTS.
Shippers (registered Market Participants of the Victorian Declared Wholesale Gas
Market) access the Reference Service through AEMO in accordance with the
National Gas Law and Rules. The only relationship between APA GasNet and
Shippers is through the Transmission Payment Deed, key terms of which make up
part of the access arrangement (Schedule F). For clarity, APA GasNet does not
provide any service directly to Shippers on the pipeline.

APA GasNet Australia (Operations) Pty Ltd 13
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Forecast network capacity and utilisation

Forecast network capacity and utilisation for the access arrangement period™ is
shown in Table 4.1 below. Pipeline capacity has been calculated using aggregated
contracted maximum daily quantities.

Table 4.1 — Forecast pipeline capacity for the access arrangement period

Forecast capacity

(TJ/day)

Longford to Melbourne 1030 1030 1030 1030 1030
South West Pipeline (from 353 412 412 412 412
lona)

South West Pipeline (to 129 190 190 190 190
lona)

Western Transmission 28 28 28 28 28
System

New South Wales 92 92 117 117 117
Interconnect (to Vic)

New South Wales 83 83 126 126 126
Interconnect (from Vic

(summer))

New South Wales 38 38 81 81 81
Interconnect (from Vic

(winter))

1 As required by Rule 72(1)(d)
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Table 4.2 — Forecast network utilisation for the access arrangement period

Forecast utilisation (%) 2015

Longford to Melbourne 43.3% 43.3% 43.2% 43.2% 43.4%
ﬁ)‘;ﬂ{‘ WestPipeline (from | 3 404 29.5% 40.6% 43.3% 50.6%
ﬁ)?]lg)h West Pipeline (to 11.6% _— 7 9% 7 9% o0
\é\;esit;rr]n Transmission 16.9% 18.2% 49.0% 52 0% 52 506
m?gc%?]lrj]tc\t/\éile\jic) 2.9% 2.9% 2.3% 2.3% 2.3%
:\miﬁﬂmfﬁ] Vie 24,5% 24,5% 38.6% 38.4% 38.6%
(summer))

mﬁ;ﬂmﬁzﬁ Vie 40.3% 40.3% 45.2% 45.2% 45.2%
(winter))

Forecast demand

Forecast maximum and average demand for the pipeline over the access
arrangement period is shown in Table 4.3 below.

Table 4.3 — Forecast maximum and average demand for the pipeline over the
access arrangement period (TJ/d)

2015 2016
Maximum demand
(TJ/day) 1,306.8 1,313.0 1,358.9 1,361.9 1,369.4
Average demand
(TJiday) 615.0 614.0 645.0 657.0 664.0
APA GasNet Australia (Operations) Pty Ltd 15
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Forecast weather

Forecast standard weather and sensitivity to changes in weather for the pipeline
over the access arrangement period is shown in Table 4.4 below.

Table 4.4 — Effective Degree Days (EDD) and temperature sensitivity for the pipeline
over the access arrangement period

2015 2016
Effective Degree Days 1309 1309 1309 1309 1309
(EDD)
Weather Sensitivity
T/E0D) 4.7 4.7 4.7 4.7 447
APA GasNet Australia (Operations) Pty Ltd 16
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Forecast operating expenditure by category over the access arrangement period is

set out in Table 5.1 below.

Table 5.1 — Forecast operating expenditure by category over the access

arrangement period

$000 (nominal) 2014 2015 2016

Labour 10,790.0 12,297.0 13,772.3 15,064.6 15,182.9
Materials 456.9 468.3 480.0 492.0 504.3
Outside Services 4,852.5 5,588.9 6,472.2 6,949.1 7,306.0
Other Operating Costs 6,994.4 7,220.3 7,314.3 7,398.1 7,580.8
Corporate Costs 10,297.2 11,359.7 12,226.5 12,661.0 13,057.0
Operating Costs 33,391.1 36,934.2 40,265.3 42,564.9 43,631.2
EBSS allowance 2,089.5 407.1 -2,403.8 -3,651.8

Regulatory Costs 1,127.5

Debt Raising Costs 402.2 419.9 584.8 580.1 566.9
Other Allowances 232.4 238.2 255.9 262.8 269.4
Total Operating Expenditure 37,242.6 37,9994 38,702.2 39,756.0 44,467.5

APA GasNet's forecast of operating expenditure for the access arrangement period
has been prepared using the base year methodology. This methodology involves

the following steps:

« Selection of an appropriate base year in which to measure costs;

« Modification of the base year costs to ensure that all costs required for future
operation of the pipeline are added to the base year costs, and all costs in the
base year costs which are not relevant to future operation of the pipeline are

subtracted from the base year costs;

« Modification of base year costs as required to reflect changed consumer
numbers, additional pipeline facilities required to supply gas to these additional

consumers, and increased loads from existing consumers;

APA GasNet Australia (Operations) Pty Ltd
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« Modification of the base year costs to reflect changes in input costs anticipated
over the access arrangement period; and

« Modification of the base year costs to reflect appropriate productivity
improvements.

APA GasNet Australia (Operations) Pty Ltd 18
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Key performance indicators

Key performance indicators for the access arrangement period'' are shown in Table
6.1 below.

Table 6.1 — Key Performance indicators

Indicator 2013 2014 2015 2016 2017

Total Operating $/km 16,336 17,628 18,749 19,337 19,338
Costs per km

Total Operating $/mmkm 4239 45.74 48.65 50.18 50.18
Costs per mmkm

" As required by Rule 72(1)(f)
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Rate of return

APA GasNet has calculated a nominal vanilla weighted average cost of capital

(WACC). The formula in is used to derive the nominal vanilla WACC is set out
below.

WACC=K, E+K, 2
V V

where:

Ke = the expected rate of return on equity or cost of equity

K e the expected rate of return on debt or cost of debt

E the market value of equity as a proportion of the market value of
- = D

v equity and debt, which is 1 -

D _ the market value of debt as a proportion of the market value of
V - equity and debt

The cost of equity, K., is calculated with the following formula:

Ke =R¢ + Bs X MRP

where:
Rs = the nominal risk free rate of return
Be = the equity beta
MRP = the expected market risk premium

The cost of debt, Ky, is calculated with the following formula:

Kq=R¢+ DRP
where:
R:= the nominal risk-free rate of return
DRP = the debt risk premium.
APA GasNet Australia (Operations) Pty Ltd 20
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Table 7.1 below sets out proposed input parameters and the calculated rate of
return used to derive APA GasNet's revenue requirement for the access

arrangement period'?.

Table 7.1 — Proposed weighted average cost of capital for the access arrangement

period

Parameter Estimate

Risk free rate 3.99%
Forecast inflation 2.50%
Real risk free rate 1.45%
Gearing (debt to value) 60%
Debt risk margin 3.92%
Nominal pre-tax cost of debt 7.91%
Market risk premium 8.50%
Equity beta 0.80
Nominal post-tax cost of equity 10.79%
Gamma 0.25
Nominal post-tax WACC 9.06%

2 As required by Rule 72(1)(g)

APA GasNet Australia (Operations) Pty Ltd
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Taxation

APA GasNet is using a post tax framework to derive its revenue requirement for the
access arrangement period.” This has been calculated based on the Tax Asset
Base (TAB) established by the ACCC in the last AA review.

The estimated cost of corporate income tax for each year of the access
arrangement period (ETC,) is calculated in accordance with the following formula:

ETC = (ETlk*xr)(1-v)

Where:

ETI; is an estimate of the taxable income for regulatory year t that would be
earned by a benchmark efficient entity as a result of the provision of
regulated services if such an entity, rather than the service provider,
operated the business of the service provider, such estimate being
determined in a manner consistent with the AER’s post-tax revenue model

It is the expected statutory income tax rate for that regulatory year assumed
to be 30 per cent

Yy (gamma, the assumed utilisation of imputation credits) is deemed to be 0.25

Asset class standard lives (in years) or the Australian Tax Office statutory cap used
to prepare the APA GasNet TAB are set out in Table 3.6 above.

APA GasNet's tax asset base roll forward for the previous access arrangement
period is shown in Table 8.1 below.

Table 8.1 — Tax asset base roll forward for the previous access arrangement period

$m (nominal)

Opening TAB 187.2 209.7 202.6 1955 230.9
Capital expenditure?4 37.8 10.2 10.7 53.6 525
Tax depreciation -15.4 -17.3 -17.8 -18.2 -20.5
Total 209.7 202.6 195.5 230.9 262.9

'3 As required by Rule 72(1)(h)

* As commissioned

APA GasNet Australia (Operations) Pty Ltd 22
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APA GasNet’'s tax asset base roll forward for the access arrangement period is
shown in Table 8.2 below.

Table 8.2 — Tax asset base roll forward for the access arrangement period (as
commissioned)

$m (nominal)

Opening TAB 262.9 252.5 544.8 537.3 513.9
Capital expenditure?s 9.2 312.6 28.1 13.8 14.8
Tax depreciation -19.7 -20.2 -35.6 -37.1 -37.9
Total 2525 544.8 537.3 513.9 490.8

'® As commissioned
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Historical incentive mechanism

APA GasNet's earlier access arrangement included Efficiency Benefit Sharing
Scheme (EBSS) with a methodology for calculating the efficiency benefit sharing
allowance to apply in the forecast period.

Under the EBSS, APA GasNet retains any benefits (or penalties) for a period of five
years after the year in which it was realised. This means that the benefits carry over
into the next access arrangement period. The EBSS only applies to the first four
years of an access arrangement period as the final year has not been completed
when the calculation is made.

The calculation of the efficiency benefit for each year is cumulative, ie, benefits in a
year accrue only to the extent that the savings in that year are greater than those
already identified in prior years. This means that, especially in the later years of an
access arrangement period, a saving from the originally approved operating and
maintenance forecast can still generate a negative efficiency benefit.

The proposed carry-over of increments for efficiency gains or decrements for
efficiency losses in the previous access arrangement period is shown below: "’

Table 9.1 — Incremental EBSS savings

$000 (2006)

Annual Efficiency -$1,396 -$3,611 -$4,521 -$1,724 -$11,253

The forecast revenue requirement in Table 12.1 includes an allowance for any these
increments or decrements as follows:

Table 9.2 — Efficiency carry over

$2006 $1,724 $328 -$1,888 -$2,798 -$2,634

$ of day $2,089 $407 -$2,404 -$3,652 -$3,559

'® APA GasNet 2008-12 Access Arrangement clause 7.2

7 As required by Rule 72(1)(i)
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10 Approach to tariff setting

10.1 Reference services

APA GasNet provides a single Pipeline Service which is also the Reference Service.
This is a bundled service called the Tariffed Transmission Service and comprises
the transportation of gas in accordance with the National Gas Rules for a declared
transmission system. This service is provided to AEMO, who is the only User of the
pipeline under the National Gas Law definition.

This legal arrangement arises from the Market Carriage Model set out in the
National Gas Law and Rules. Under these arrangements, AEMO operates the VTS.
Shippers (registered Market Participants of the Victorian Declared Wholesale Gas
Market) access the Reference Service through AEMO in accordance with the
National Gas Law and Rules. The only relationship between APA GasNet and
Shippers is through the Transmission Payment Deed, key terms of which make up
part of the access arrangement (Schedule F). For clarity, APA GasNet does not
provide any service directly to Shippers on the pipeline.

Tariff structure

The Tariffed Transmission Service is a zonal-distance-based volume tariff, with no
capacity component.

10.2 Allocation of revenue to tariffs

Reference tariffs are designed to recover the total revenue allocated to the
Reference Service based on costs allocated to the Reference Service. This
approach equalises revenue derived from the application of reference tariffs with the
total Reference Service revenue requirement, assuming that assumptions regarding
costs and demand hold.

The Forecast Revenue Requirement for the access arrangement period is shown in
Table 10.1 below.

Table 10.1 — Forecast Reference Service revenue requirement for the access
arrangement period

$m (nominal) 2014 2015

Reference Service

revenue requirement 1300 134.2 166.0 167.2 167.1

The net present value of the reference tariff revenue stream when discounted at the
nominal WACC of 9.06% is $586 million.

APA GasNet Australia (Operations) Pty Ltd 25
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Table 10.2 — Proposed Reference Tariff Revenue Stream

$m (nominal) 2014 2015

Forecast Reference

Service revenue 129.0 136.1 156.0 167.0 178.0

The net present value of the reference tariff revenue stream when discounted at the
nominal WACC of 9.06% is $586 million, which is equal to the present value of the
Reference Service revenue requirement.

10.3 Reference Tariffs

Tariffs for reference services are set out in the access arrangement. Tariffs are
published for 2013 (in $2013) and are exclusive of goods and services tax (GST).

Reference Tariffs are varied in later years of the access arrangement period through
the operation of the reference tariff adjustment mechanism, made up of:

« aplication of the Price Control Formula - which applies in respect of each Year
during the Access Arrangement Period; and

e a Cost Pass-through Reference Tariff Adjustment Mechanism - under which
Service Provider may seek to vary one or more of the Reference Tariffs as a
result of a Cost Pass-through Event.

10.3.1  Price Control Formula

The price Control Formula is specified in Schedule D of the access arrangement as
follows:

D.1 Revenue control principles

(@) The revenue control model permits individual components of the
Transmission Tariffs to be adjusted up or down for a given Regulatory
Year after the first Regulatory Year provided that:

(i) the NPV of the actual revenues (AR) (determined in accordance
with clause D.2 below) achieved is to be no greater than the NPV
of the adjusted target revenues (ATR) (determined in accordance
with clause D.3 below); and

(i)  no component of the Transmission Tariffs can be increased by
more than (CPI - X)* (1 + Y) for any Regulatory Year, where:
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(A) X s the tariff path factor prescribed for that Transmission Tariff
component in the access arrangement; and

(B) Y is 2%.

(b) All monetary calculations and figures used in calculations in this
Schedule D are to be expressed in real dollar values using a CPI
indexed at December 2012, and using the best estimate of the CPI at
December of each year of the Fourth Regulatory Period and in respect
to target revenues, the forecast CPI used in the access arrangement.

(c) All calculations and figures used in Schedule D of the access
arrangement for determination of any price control formula component at
any particular time must be the best estimate of that component at the
relevant time using reported or actual (as the case may be) values
where available and the best estimates of forecast values where
required. For the purposes of this paragraph (c), the price control
formula components include revenues, volumes, CPI, EDDs, costs
passed through under the Cost Pass-through Reference Tariff
Adjustment Mechanism, etc).

(d) The NPV is to be calculated using a discount rate equal to the real
WACC as approved for the Fourth Access Arrangement Period.

D2 AR

Each determination of AR will be equal to the best estimate of the actual revenues
received for the whole of the Fourth Access Arrangement Period at the time of
calculation, using both actual data (Actual Revenues) (where available) and best
estimates of forecast revenues (Forecast Revenues) where required.

For example, for a determination of AR in November 2014, the best estimate of
actual revenues will be the Actual Revenues in 2013 and the Forecast Revenues
expected for the remainder of the Fourth Access Arrangement Period. A
determination of AR in subsequent years will use the Actual Revenues received
where available, and the best revised forecasts for the remaining years, where the
revised forecasts may differ from those forecasts made at earlier determinations.

D.3 ATR
ATR =VATR + PTA + CFA
Where:
VATR is volume adjusted target revenue calculated in accordance with
clause D .4;
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PTA is the Pass Through Adjustment; and

CFA is, for the Regulatory Year 2014 only, the amount target revenue
NPV shortfall or over recovery calculated for 2012 in accordance with
schedule 4 of the Third Access Arrangement.

Notes:

1. The best estimates of the CFA costs are included in the Non-Capital
Costs (as defined in the Code) for the Fourth Access Arrangement
Period, but the correct values for these factors will not be known until the
first year of the Fourth Access Arrangement Period.

2. CFA and PTA may be positive or negative.

D4 VATR

TR
VATR = xWAAV
TV

Where:

TR is the target revenue as set out in Table 12.1 of this Access
Arrangement Information, excluding NRRV;

TV is the total volume withdrawn from the VTS as set out in section 2 in
this Access Arrangement Information, excluding NRRV;

WAAV is the weather adjusted actual volume, calculated in accordance with
clause D.5; and

NRRYV is, for the purposes of TR, the target revenue and for the purposes of
TV, the volume, associated with:

(i)  any transmission refills at WUGS or the LNG Storage Facility; and

(i)  the incremental Murray Valley tariff.

D.5 WAAV
WAAV = (VW + TS x (Target EDD — Actual EDD))

Where:
VW is the actual volume withdrawn from the PTS excluding:
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(i) any transmission refills at WUGS or the LNG Storage Facility; and

(i)  forecast volumes for the incremental Murray Valley tariff;

TS is the target temperature sensitivity, being the increase in
annual gas volumes for an increase of one in the annual EDD,
as set out in Table 4.4 of this Access Arrangement
Information;

Target EDD the measure of annual EDD as expected in a standard year
as set out in Table 4.4 of this Access Arrangement
Information; and

Actual EDD is the actual measured EDDs for a Regulatory Year, as
reported in the VENCorp APR or otherwise made available by
VENCorp.

D.6 First Carry-Forward Amount FCA

The first carry forward amount (FCA) will be calculated in the last year of the Fourth
Access Arrangement Period. It will be included as a building block component in the
first year of the Fifth Access Arrangement Period.

FCA will be determined according to the following formula:

FCA =ATR-AR

Where AR and ATR are to be calculated using the best estimates and
available data at the time of the determination of FCA.

For inclusion in the building block calculation for 2018, the FCA will be
escalated for inflation from December 2012 to December 2018.

D.7 Second Carry-Forward Amount SCA

The second carry forward amount (SCA) will be calculated in the first year of the
Fifth Access Arrangement Period as a correction to the determination of the FCA,
using the correct actual values of all factors required in the determination of FCA. It
will be included as a CFA in the determination of tariffs for 2019.

SCA will be determined according to the following formula:

SCA =Recalculatd FCA-FCA
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Where Recalculated FCA is the same calculation as for FCA, except that it is
to use the actual values for AR, ATR, AV, EDD, CPI and PTA.

For inclusion in the building block calculation for 2019, the SCA will be
escalated for inflation from December 2012 to December 2019.
10.3.2 Cost pass-through Reference Tariff adjustment mechanism
A symmetrical cost pass through reference tariff variation mechanism is included in
the access arrangement to allow the reference tariff to be adjusted to recover (or

return) material incremental costs resulting from defined cost pass through events.

Part 4.7 of the access arrangement sets out the tariff variation process the
materiality threshold for cost pass-through events.

The cost pass through events defined in section 4.7.2 of the access arrangement
are:

e acarbon cost event;

e aninsurance cap event;

e an insurer credit risk event;
« a natural disaster event;

e aregulatory change event;
« a service standard event;

« atax change event; and

e aterrorism event.

Forecast carbon costs, for the purpose of the carbon cost event included in clause
4.7.2 of the access arrangement, are as shown below:

Table 10.3 — Forecast carbon costs

$'000 (2012 real) 2014 2015
Forecast carbon costs 2,153.1 2,283.8 2,470.4 2,703.9 2,822.5
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Proposed incentive mechanism

APA GasNet's earlier access arrangement included Efficiency Benefit Sharing
Scheme (EBSS) with a methodology for calculating the efficiency benefit sharing
allowance to apply in the forecast period.

APA GasNet has retained this mechanism in the forecast period.

Under the EBSS, APA GasNet retains any benefits (or penalties) for a period of five
years after the year in which it was realised. This means that the benefits carry over
into the next access arrangement period. The EBSS only applies to the first four
years of an access arrangement period as the final year has not been completed
when the calculation is made.

The calculation of the efficiency benefit for each year is cumulative, ie, benefits in a
year accrue only to the extent that the savings in that year are greater than those
already identified in prior years. This means that, especially in the later years of an
access arrangement period, a saving from the originally approved operating and
maintenance forecast can still generate a negative efficiency benefit.

Operating and maintenance costs for the purposes of the EBSS in Section 8.2(f) of
the access arrangement are as shown below:

Table 11.1 — Forecast operating expenditure for EBSS purposes over the access
arrangement period

$000 (nominal)

Labour 10,790.0 12,297.0 13,772.3 15,064.6
Materials 456.9 468.3 480.0 492.0
Outside Services 4,852.5 5,588.9 6,472.2 6,949.1
Other Operating Costs 6,994.4 7,220.3 7,314.3 7,398.1
Corporate Costs 10,297.2 11,359.7 12,226.5 12,661.0
Operating Costs 33,391.1 36,934.2 40,265.3 42,564.9

'® APA GasNet 2008-12 Access Arrangement clause 7.2
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Table 11.2 — Forecast capital expenditure by project over the access arrangement
period

$000 (nominal) 2014 2015 2016

Augmentation

eS)\(/ggnas?:nNorthern zone 24,324 162,913 ) i

Western Outer Ring Main 8,272 72,083 - -

Anglesea Pipelne : 1,409 12,853 :

Warragul Lateral - 2,723 -

Kalkallo Lateral 432 4,045 - -

Refurbishments and i i

upgrades (by project)

Pipeline Integrity 1,378 1,132 2,320 7,398 4,893
Capacity Management 218 2,989 1,007

Replacement 3,351 663 1,841 1,161 3,757
Facilities Integrity 5,392 3,733 4,853 1,963 713
Risk Mitigation 989 1,957 1,627 1,746

Emergency 888 1,179 269 416 582
Non-system capex - - - -

General Non-system 5,128 6,112 1,099 1,911 3,082
Corporate IT system 118 - -

Total 50,489 260,938 25,870 14,595 13,027
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Total revenue

The total revenue requirement to be derived from pipeline services over the access
arrangement period is shown in Table 12.1 below.

Table 12.1 — Total revenue to be derived from pipeline services over the access
arrangement period

$m (nominal)

Return on capital 56.2 58.7 81.8 81.2 794
Depreciation 26.7 27.3 345 355 335
Tax allowance 9.8 10.2 11.0 10.8 9.7
Incentive mechanisms 2.1 0.4 2.4 -3.7 -
Operating expenditure 35.2 37.6 411 43.4 445

Total revenue

requirement 130.0 134.2 166.0 167.2 167.1
Smoothed revenue 129.0 136.1 156.0 1670 1780
requwement
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